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I 


It is well known that the original name for what is now generally 
called “economics” was “political economy.” Most of the treatises 
written by the classical economists- were books which they entitled 
Political Economy. At its first annual meeting in 1886, the American 
Economic Association adopted a four-point “platform,” the first two 
and the last paragraphs of which read: 


1. We regard the state as an agency whose positive assistance is one 
of the indispensable conditions of human progress. 

2. We believe that pclitical economy as a science is still at an early 
stage of its development. While we appreciate the work of former 
economists, we look not so much to speculation as to the historical 
and statistical study of actual conditions of economic life for the sat- 
isfactory accomplishment of that development. 

4, In the study of industrial and commercial policy we take no partisan 
attitude. We believe in a progressive development of economic con- 
ditions, which must be met by a corresponding development of 
legislative policy. 


And it also is noteworthy that the first publication of the American 
Economic Association was Henry C. Adams’ essay on The Relation of 
the Stale to Industrial Action’—to my way of thinking still one of the 
soundest treatments of the subject. | 


* Presidential address delivered at the Sixty-ninth Annual Meeting of the American Eco- 
nomic Association, Cleveland, Ohio, December 28, 1956. 

1 For a more complete account of this early chapter in the history of the American Economic 
Association, see Joseph Dorfman, The Economic Mind in American Civilization (New York, 
1949), Vol. IG, pp. 205-12. 

2 Publications of the American Economic Associaticn, Jan. 1887, L 465-549; reprinted by the 
Columbia University Press, 1954, in Relation of the Siate to Industrial Acticn and Economics and 
Jurisprudence {edited by Joseph Dorfman). 
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There was strong opposition among economists to the original plat- 
form of the American Economic Association, despite its hedging on the 
most controversial issue of thet day, the tariff. This opposition came 
principally from the supporters of unadulterated laissez faire who oc- 
cupied the chairs of political economy in the largest universities. In 
1887, the Association substituted for its platform the brief statement 
that its purpose was “the encouragement of economic research, espe- 
cially the historical and statistical stedy of actual conditions.” All of 
the dissenters, however, did not join the American Economic Associa- 
tion until, after a few years, it expressed complete neutrality on eco- 
nomic views and methods—a position iz has consistently held ever since. 

While neutral collectively, it is to the credit of economists that as 
individual scholars they have never ceased to be interested in questions 
of public policy. Few economists have held the view, which Charles A. 
Beard described as the dominant position in American thought around 
the turn of the century, and in accordarce with which “government was 
looked upon as the badge of original sin, not to be mentioned in polite 
society.” Economists of all schools of thought have often interested 
themselves in questions of public policz. Many of the major advances 
in economic theory have resulted almost directly from attempts to find 
solutions for practical. public policy cuestions. This can be said of 
classical economics as well as of Keynesian and neoclassical economics, 
no less than of institutional economics. More economists today spend 
part of their active careers in government service than ever before. It 
is becoming commonplace that economists are in and out of government 
service several times during their lives and quite a number are working 
simultaneously for the government and in academic teaching or in re- 
search positions. Economists in the past have made significant contri- 
butions to the solution of practical problems of public policy and are 
doing so today. 

But it is also true that economists have not received the recognition 
in the United States in the realm of public policy which they enjoy in 
other free countries. There has also developed much doubt whether 
economics should concern itself with problems of public policy. The 
clearest evidence of this is the change in the name of the social science - 
of which we are students. What was once ‘“‘political economy” became 
“economics” after the first world war, with but few exceptions. 

While economists think, talk, and write about practical problems, 
their participation and influence is quite limited and it is doubtful 
whether it is increasing. Thousands of economists are employed in 
government..A former president of the American Economic Association 
is a distinguished U. S. Senator. A few other members of the Congress 
hold membership in the Association. The Council of Economic Advisers 
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is constituted of economists. Other economists are bureau chiefs and a 
somewhat larger number have held such positions. There are also a 
few members of the Association who hold elective or, more often, 
responsible appointive positions in state and local governments. Thou- 
sands of economists are civil service employees of the national, state, 
and local governments. Relatively few of these, however, ere in major 
administrative positions and still fewer in decision-making spots. Most 
economists in government service are engaged in research studies, pre- 
paring reports and memoranda intended for the use of the decision- 
makers or the information of the public. They see the light of day only 
if superiors so decide and then usually with the authorship anonymous, 
at least as to most of the contributors. Many economists engaged in 
research work in the government are bitterly disappointed because they 
do not see what influence their studies have in practical affairs. Their 
research studies are valuable sources of information for academic 
students, but how much they influence policy decisions is debatable and 
doubtful. Beyond question, governmental research in economics and 
other social science fields is worth more than it costs, but its influence 
is seldom decisive. 

Much lower in influence exerted, I believe, must be rated the pro- 
nouncements some academic economists make from time to time on 
issues of public policy. These often are lofty statements, as from Olym- 
pus, addressed to what is assumed to be a waiting America anxious to hear 
thewords of economic wisdom on:the practical issues of the day.Such pro- 
nouncements may have some influence. Politicians and manipulators of 
public opinion delight to cite as oracles known people who agree with 
them. But how much the noncommitted public is influenced is doubtful.. 

As I see it, the influence of economists on public affairs is principally 
that of scholars and teachers generally. This is the influence they exert 
upon their students and listeners and those who read what they have 
written. As John Maynard Keynes noted, the practical men of today 
often repeat what some professor or cs es long since dead put into 
their heads. 

This indirect influence obviously depends upon how well our students 
and readers grasp what we teach and the readiness with which they 
apply what they have learned to the practical public policy questions 
of the day. It is on this score that I have the most serious doubts about 
the contributions economists are making in the public policy field. 

My reasons for doubts are that not much of what economists say and 
write seems to “stick with” students and readers. A large percentage of 
all college students today have some exposure to economics, particu- 
larly in the introductory or principles course. Most students thus ex- 
posed learn enough to pass this course. A smaller number, but still a 
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quite gratifying minority, make economics their major field of study 
and quite a few (although, perhaps, not enough to supply the to-be- 
anticipated demand for teachers of economics) go on with graduate 
work. But how much economics is learned ‘for keeps” from college 
courses is uncertain. Still more doubtful is whether college study of 
economics stimulates an abiding interest in the subject and.gives the 
students the ability to think through economic problems. ` 

As a former government official concerned with the settlement of 
labor disputes and since then as a privately selected labor arbitrator, I 
have been impressed by the fact that arguments based on economic 
principles are but seldom advanced by either party. Terms like “mar- 
ginal utility,” “labor mobility,” “propensity to consume” and the like 
just do not occur in the presentation of actual labor cases. Yet the in- 
dividuals presenting the arguments and some of the principals are often 
former students of economics—not uncommonly of not many years ago. 

Similar failure to indicate that anyzhing learned in courses in eco- 
nomics has “stuck”’ is all too evident in debates in legislative halls and 
on the political hustings, many of the participants in which, again, are 
former college students of economics. Some “‘eggheads” in public life 
have made fairly extensive use of economic principles, but have had 
little appeal to the public. Far more effective has been a repetition of 
platitudes about the economy, most. of which have their origin with the 
public relations propagandists of business and other economic groups. 

Economists frankly serving business, és Increasing numbers are doing, 
apparently have been more successful in commanding an audience. But 
much of what many business economists, and the smaller number of 
labor economists, are saying cannot be regarded as original, amounting 
to little more than giving an aura of scholarship to what is essentially 
propaganda. By and large, business economics has been more influential 
than general economics. Business economists have become important 
advisers to great businesses, and some, s well as a few general econo- 
mists, serve with distinction on boards of directors, and occasionally an 
economist becomes a business manager. Their influence on public affairs, 
however, also is quite limited. 


-+ 


II 


Believing as I do that the original concept of economics, expressed in 
the old term “political economy” was.sound, I inquire why economists 
have so little influence in public affairs. Among these reasons, I believe 
is the more recent attitude of looking upon government as belonging 
within the domain of the political scientist, and only on the periphery 
of economics. 7 

This seems to me to greatly understate the importance of govern- 
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ment. Government and business or government’s role in the economy 
has in the last quarter century become an important course subject in 
nearly all major universities. Almest without exception, however, text- 
books written on this subject take a narrower view of the relations be- 
tween government and business than the facts warrant. Some texts are 
pretty much treatises on the attempts to preserve competition through 
governmental action; others deal, more broadly, with all types of gov- 
ernmental regulation of private business. Some picture the economy as 
existing independently of government, which is reduced to an outside 
institution interfering with business in the interests of consumers or the 
general public. Government interference also is pictured as having been 
well nigh absent in the early history of our nation. And government 
regulation is discussed as still restricted mainly to public utilities and the 
fields of communication and transportation. 

Studies sponsored by the Economic History Association in the last 
decade have established that this is a completely false account histo- 
rically. There never was a time when latssez faire prevailed in the 
United States. In the early days of the Republic there was rather more 
than less regulation of business than today. This was mainly local and 
state, rather than national regulation, but it was very extensive. Regu- 
lation has existed in the United States “from time immemorial,” and 
substantially all businesses then existing were regulated. The Constitu- 
tion was adopted not to give us a weaker but a stronger government. 
Not one line in that great instrument of freedom even remotely suggests 
a policy of laissez faire. i 

The American creed is not that of a government ai is an oppressor 
but Lincoln’s “a government of the people, by the people, and for the 
people.” While wanting as little restriction as possible for the individual, 
Americans have always turned to government to help them when in 
economic difficulties. They have followed the principle, also expressed 
by Lincoln: “Government should do for a people what they cannot do 
themselves or that which they cannot do so well for themselves in their 
individual capacities.’ ' 

If all that government does is labeled “regulation,” then government’s 
role in the economy can be described as that of the regulator. To me it 

3 These include notable studies of the economic policies of the states prior to the Civil War, 
among them: Oscar and Mary Handlin, Commonwealth: A Study of the Role of Government in. 
the American Economy, Massachusetts, 1774-1861 (New York, 1947); Louis Hartz, Economic 
Policy and Democratic Thought, 1776-1850 (Cambricge, 1948); Milton S. Heath, Constructive 
Liberalism: The Role of the State in the Economic Development in Georgia to 1860 (Cambridge, 
1954), Telling the same story are the many more specialized articles on the economic policies 


of the early United States by Carter Goodrich, president of the Economic History Association 
in 1956. - 


4 “Fragment on Government,” Nicolay na Hats. Abraham Lincoln, Complete Works (New 
York, 1890), Vol. I, p. 180. 
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seems preferable to use terms more accurately descriptive of the several 
things that government actually does in the economy. Confining “regu- 
lation” to direct government interference with private decision-making, 
government’s activities in the economy go far beyond regulation. 

To begin with, government is the rule maker and the umpire in the 
American system of free enterprise. Froperty, contract, patents, bank- 
ruptcy—in fact, all existing economic institutions—are defined by law. 
They represent bundles of rights and duties which may be modified and 
even terminated by constitutional processes. All basic economic institu- 
tions have undergone great chenges in the course of American history. 
Property in human beings, at the time of the Constitution second in 
value only to land, has been abolished and the uses of many other types 
of property have been restricted in rumerous respects. On the other 
hand, good will and other market expectations, almost unknown at the 
time of the Constitution, are now protected as property and collectively 
are of greater value than older, tangible forms of property. Changes in 
basic institutions must conform with constitutional limitations, but 
this has not prevented extensive changes. Such changes are still oc- 
curring and in all probability will continue to occur, as may be dictated 
by the needs and wisdom of the time. 

Also most inadequately appreciated Ey economists has been the direct: 
and indirect financial aid extended by government to many businesses 
in the United States throughout American history. Classical economics 
condemned “extraordinary encouragements” as well as “extraordinary 
restraints,” but both have always existed in this country—and on a 
‘large scale. In recent years there has been a great outcry about 
government aids to agriculture. Historically, however, aids to other 
lines of business have been greater and may still be greater in the ag- 
gregate. The lands granted by Congress for the construction of the 
transcontinental railroads exceeded in crea that of the entire State of 
Texas. Large aids by government, principally the state and local govern- 
ments, were extended also for the construction of railroads in the older 
sections of the country—and earlier, of canals and turnpikes. Direct aids 
to shipping and ship building, airlines and aviation, mining and fisheries 
are more recent but also extensive. A large part of the capital for the 
development of new and risky industries has been supplied by govern- 
ment and never more extensively than in the present age. Whenever any 
major line of business has financial difficulties, it has turned to govern- 
ment for aid and, quite commonly, has received aid. Indirect aids, 
taking the form of protective tariffs, subsidies, loans, tax allowances, 
reduced mail rates, and similar privileges, have been no less important. 
Free enterprise, as we have known it, has always included a large 
amount of governmental aid to private business. 
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Government is the purchaser of a large part of the products of private 
industry and the supplier of many services vital to the economy. As 
Solomon Fabricant in his studies for the National Bureau has estab- 
lished, almost 10 per cent of all products of industry in recent years 
have been purchased by government, and a much higher percentage 
during the second world war.® 

This is the age of the service state, in which government supplies 
many important services for the mass enjoyment of the people. Of 
these, defense is by far the most important. Education, highways, 
public welfare, and social security are very large service activities, as 
well as many others. Government as a producer is to some extent a 
competitor, but much more it is a stimulant to private business, The 
automobile, to cite but a single illustration, is credited with being in- 
directly the source of something like one-fifth of all employment today. 
But how large would be the automobile and related industries without 
the great public expenditures for the improved highways and the 
rapidly expanding outlays for parking facilities? A long list cf businesses 
experiencing competition from government has been publicized by the 
Hoover Commission, but by far the most numerous instances it lists 
are those of government production of goods and services for its own use, 
not products produced for sale in the markets. Government as a pur- 
chaser, producer, and competitor is a field thus far left almost entirely 
by economists to politicians and propagandists, but waich clearly 
merits much more attention from the point of view of its economic 
effects. : . 

Government regulation of business has been less neglected and there 
is little need for stressing the importance of this aspect of political 
economy. Some regulation has existed from earliest times, but like every- 
thing else, regulation has changed with changing conditions. We no 
longer regulate chimney sweeps as Congress provided for in 1819, but 
we now regulate the beauticians and the barbers, the electricians and 
the plumbers, and, in some respects, all businesses. 

More than in any other aspect of the government’s role in the 
economy, economists long have been interested in its functicn as the 
preserver of competition. To the classical economists, competition was 
an all-sufficient regulator, once governmental encouragement of 
monopoly was ended. That view is not completely dead, but our anti- 
trust and fair-trade-practices laws more and more have become regu- 
latory legislation. While there are some doubts, particularly among 
business economists, about the wisdom of the underlying policies, it 
seems certain that competition and monopoly and government’s re- 


ë Solomon Fabricant, The Trend of Government Abtivity in-the United States Since 1910 (New 
York, 1956). 
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sponsibilities in relation thereto, will continue to receive—as they 
should—a great deal of attention in public policy. 

For some decades economists have devoted much attention to the 
government’s responsibilities in relation to business stability and full 
employment, inflation and depression. Related are the government’s 
control of the currency and its influence upon the volume of credit and 
the general level of the economy. More recent, but widespread, is in- 
terest in the factors promoting or retarding economic growth, which are 
greatly influenced by what government does. Economists have always 
appreciated the significance of government expenditures, taxes, and 
debts, and more so since the great depression and Keynesian economics. 
The relation of war to the economy has become increasingly significant 
in an age of great wars and ever-increasing preparation for future wars. 

These are only some of the impacts of government on the economy 
and reasons why economics must concern itself with public affairs. 
John Maurice Clark, nearly thirty years ago, said in The Social Control 
of Business: ‘Control is an integral part of business, without which it 
would not be business at all. The one implies the other, and the two 
have grown together.” Since then the interdependence of government and 
business certainly has increased. For an understanding of the economy, 
we must also understand government and appreciate the interrelation 
between government and business. 

Government, however, is not all-powerful, and in a free society is 
certainly not the end objective of economic activity. In a democracy, 
government is only the largest and most inclusive of many associations 
of major importance. While it is the only organization which legally 
may use force to secure compliance with its decrees, it must operate es- 
sentially by consent. Ours is a volitional society in which the central 
problem is that of getting individuals to put forth their best efforts with 
a minimum of compulsion. 

The end objective is individual and family welfare, much more than 
national strength, although the former promotes the latter. In the 
words of the late Msgr. John A. Ryan: “Industry exists for man, not 
man for industry”; and so also does government. It is the citizens, the 
human beings who constitute our society, who are central in our system 
of free enterprise and both the peonomy and the government exist to 
promote their welfare. 

While our society is basically individualistic, it is also associational. 
One of the most characteristic differences between totalitarian and 
democratic governments lies in their respective attitudes toward volun- 
tary associations among their citizens. Every totalitarian government 
ever known, whether of the right or the left, has either suppressed or 
brought under its complete control all associations within its borders. 
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Democracy, on the other hand, has encouraged free voluntary associa- 
tions in the economic sphere, as well as in all other aspects of life. 
Dictators regard free voluntary associations as a challenge to their 
authority, while democracies regard them as instrumentalities to better 
promote and safeguard individual welfare, and thereby strengthen the 
entire society. 

The American society from the outset has been one in which volun- 
tary associations have played a large role. De Tocqueville, in his reveal- 
ing observations on the United States in Jackson’s day, noted that 
Americans, with all their individualism, showed a remarkable capacity 
to associate with each other in their economic endeavors. ‘Today, there 
are more associations in the United States than in any other land, and 
much more powerful organizations. We have nearly 500,000 business 
corporations and more than 50,000 labor unions, plus many thousands 
of trade associations, employers’ associations, chambers of commerce, 
cooperatives, farmers’ associations, and other similar econcmic organi- 
zations. Peter F. Drucker has characterized the America of today as 
being “enterprise directec,” and holds that enterprise “is not the crea- 
ture of the State” but “has its own law and rationale in its function.’ 

The fact that corporations differ so greatly in size and importance 
makes it difficult to grasp the significance of their remarkable growth. 
More than 90 per cent of the 500,000 corporations in this country are 
businesses differing from those conducted by individual entrepreneurs 
and partners only in the limited liability enjoyed by their owners and 
the life in perpetuity accorded them by law. But a thousand or so large 
ccrporations have very different and greater impacts on our society than 
the much more numerous individual entrepreneurs, partnerships, and 
small corporations. Not only do these large corporations transact 
directly half or more of all business in the United States and employ 
one-third of all labor in mdustrial employments, but they have many 
thousands of stockholders, suppliers, dealers, and distributors. 

The present-day great corporation, moreover, is much more than 
merely a business organizetion. Through their public relations programs 
and other publicity media, corporations profoundly affect public opinion 
and in doing so also influence the outcome of political contests. In their 
dealings with business organizations outside the United States and to 
some extent indirectly with foreign governments, American corporations 
play a large role in international affairs. Particularly abroad but also in 


$ Alexis de Tocqueville, De la Democratie ex Amerique (Brussels, 1840). Translation by 
Henry Reeve, with an Introduction by Henry Steel Commanger (New York, 1947). 

7 The New Society: The Anatomy of the Industrial Order (New York, 1950). See, also, A. A. 
Berle, Jr., The 20th Century Capitalist Revolution (New York, 1954) and Herrymon Mauer, 
Great "Enterprise: Growth and Behavior of the Big Corporation (N ew York, 1955). 
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isolated areas in this country, corporations provide ‘such services as 
housing, medical care, recreation, and education, which are merely in- 
cidental to their business activities, but often require a great deal of 
time from their executives and.their boards of directors. Greatly on 
the ‘credit side is what has been called “the public service revolution,” 
manifested in the statements of manv corporation executives emphasiz- 
ing that service to all interested parties is an objective of American 
- business, ranking ahead of the quest for ever larger profits. 

On a former occasion I took the position,’ that contrary to the fears of 
many economists and of large groups in the general public, American 
trade unions do not have nearly as great assets, influence, and power 
as have our large corporations. I still hold this view, but recognize that 
unions, too, profoundly affect the American way of life and in respects 
other than those narrowly considered economic. In its broader implica- 
tions, the labor movement is a manifestation of the rise in the social 
‘order of the element in our population which was “born on the wrong 
side of the tracks” or whose ancestors were latecomers in this country. 
The advance of this group into’ the middle class appears to be one of the 
causes of the phenomenon, which’Sumner H. Slichter and others have 
noted, of the growing moderation in the American views.on public issues. 

Many others of the numerous present-day associations also have 
great importance. What has been. said about corporations and labor 
unions must suffice to illustrate both the significance of the associational 
- element in our system of free enterprise and the desirability of a broader 
approach to many public policy questions than is customarily taken by 
theoretical economists. 

Pointing in the same direction is “the managerial revolution.” This is 
the divorce of control from ownership in the large corporation, which 
has all but become complete. In the large corporation, the functions 
usually still called those of the enterpreneur are now performed by pro- 
fessional managers. Management itself is a group, rather than an in- 
dividual. Legally managers are emplcyees and generally have but slight 
stock-ownership but they effectively run the corporation and at top 
levels they are pretty much self-perpetuating. Management has become 
an independent factor in production and often is the decisive element 
in the economic success of the. corporation.? 

The record of management, like that of the large corporations, has 
been one of great economic accomp-ishments. The United States has 
by far the largest group of professional managers, both in numbers and 


8 “The Role of Unions in Contemporary Socieiy,” Indus. Lab. Rel. Rev., Oct. 1950, TV (1), 
3-14. 

9 A recent good article developing this thought is Frederick Harbison, “Entrepreneurial Or- 
ganization As a Factor in Economic Development,” Quart. Jour. Econ., Aug. 1956, LXX, 
364-79. l 
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proportionately to all industrial employees. Other technically trained 
personnel are also in excess demand, but managerial talent is most neces- 
sary of all and most difficult to develop. Both management and technol- 
ogy have been suggested to Le basic factors in the economy on a par with 
the traditional land, labor, and capital. While not completely neglected, 
they have been assigned far too little importance by économists in 
explaining our productive accomplishments and possibilities and in 
considerations of economic growth and development on international 
levels. 
III 

John Williams in his presidential address in 1951" raised the question 
whether the thinking of economists leads and directs or merely follows 
changes in the environmert, He concluded that most economic literature 
is a rationalization after the event. Pursuing his thought, it seems to 
me that at present, economists are doing but little leading in the domain 
of public policy. Further they have taken into account only very in- 
adequately the many basic changes in the economy which have been 
occurring 30 rapidly in recent decades. 

Twenty years ago an answer satisfying to many economists was given 
in Keynes’ General Theory to the most pressing public policy question 
of the day, that of how to get out of the depression. With the changes 
in the environment since then, new questions have arisen and Keynesian 
economics seems less of < satisfying answer to all basic questions, al- 
though it is still very influential. Neoclassical economics probably has 
more followers than earlier, but gives few answers to current public 
policy questions. Institutional economics has regained some popularity 
after years of neglect and ridicule. But, to me, institutional economics 
seems more of a method of approach to public policy questions than an 
over-all eccnomic theory. | 

While a majority will differ, it is my thought that the approach of the 
institutional economists has much to commend it. On another occasion, 
I described this approach as “a practical problems approach,” with 
emphasis upon finding arswers to the many new economic problems of 
the day.” John Williams—who, I suspect, would object te any identi- 
fication with the institutional economists—expressed my thought in the 
statement that “economic theorizing . . . [is] pointless unless it is aimed 
at what to do,” and further that the “pretension to universality ... is 
the inescapable bane on theorizing.’!? I do not imply that others than 
institutional economists have not concerned themselves with practical 


10 Ani Economist’s Confessions,” £m. Econ. Rev., March™1952, XLII, 1-24. 


11 “Institutional Economics as Seen by an Institutional Economist,” So. Econ. Jour., Oct. 
1954, XXT, 131-40. 


2 Op. cit., p. 10, 
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problems. Present-day theorists do express themselves on practical pub- 
lic policy issues and advise the policy makers. Not only, however, are 
many of them somewhat apologetic in doing so, but greatly prefer to 
deal with universal truths which lenc themselves to model building and 
mathematical reasoning. 

Back of this attitude is not merely the quest for universality, but an 
overpowering desire to be scientific. In common with many other social 
scientists, economists as a group long for the exactitude of the natural 
sciences. The nearest approach to such precision seems to many to lie 
in the reduction of economic problems to mathematical equations and 
then in the application. of the proven laws of mathematics to their 
solution. Justice Holmes, the great dissenter, once said: “The future 
belongs to the man of statistics anc the master of economics.” But 
Holmes could not anticipate the present vogue among economists for 
mathematics, which has produced a situation in which many, perhaps a 
majority, of the members of the Association, like myself, cannot even 
read a large percentage of the articles published in the Review and other 
economic journals. A difficult specialized language has the advantages of 
appearing very learned and may affcrd some protection against witch- 
hunters, but it loses listeners and readers. I do not want to be under- 
stood as suggesting that articles with a good deal of mathematics in 
them should not be published in economic journals, but only that I would 
like to see more articles that I can read. A fundamental difficulty with the 
mathematical approach to economics is the frequent impossibility of 
taking account in the equations of all factors, particularly changing fac- . 
tors. Just as there is danger of superf-ciality in institutional economics, 
so there is danger of unreality in mathematical economics. Econometrics 
and mathematical economics have such value and hoped-for promise 
that they merit the position they have attained, in most major universi- 
ties, of inclusion in the program of instruction for graduate students. 
But they fall far short of giving economics the precision of the natural 
sciences. Nor is there any other approach that offers greater hope for 
absolute precision. 

While not decrying the econometricians or other economists who are 
trying to make economics an exact science, it seems to me very desirable 
that other economists should continue to pursue other methods in their 
attempts to gain a better understand:ng of the economy and in seeking 
correct answers to the practical problems of economic life. Man is more 
complex than material things and does not lend himself to the same sort 
of experimentation as do guinea pigs. In general controlled experiments 
are not possible in economics; accurate cbservation and reasoning from 
observed facts is as far as we can go in the discovery of truth. It is com- 


18 Quoted in Samuel F. Konefsky, The Legacy cf Holmes and Brandeis (New York, 1956). 
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forting that many of the basic truths in the natural sciences were dis- 
covered by similar nonexact methods, long DELEC the present accurate 
methods of measurement were known. 

Although exact scientific measurements are uaii for the solu- 
tion of many economic problems, a scientific attitude is a sine qua non. 
By that term I refer, first and foremost, to complete honesty and im- 
partiality. Economists, like all others who merit the high distinction 
of being known as scholars and scientists, may never compromise with 
truth and must have the courage of their convictions. Falsifying, color- 
ing, or twisting the truth is contemptible, whether it be done for com- - 
pensation, to gain notoriety, or to curry favor. A scientific attitude de- 
mands an inquiring mind, a strong urge to know, and tireless industry 
to explore every aspect of the problem. It calls for the rechecking of 
results and a willingness to change opinions when the evidence war- 
rants. It appears most favorably when accompanied by personal 
modesty and a high degree of fairness, manifested alike toward pioneers 
and predecessors, contemporaries and those holding variant views.. It 
calls for thorough knowledge of what has been done before and for keep- 
ing abreast with current research. These are difficult standards to meet, 
but such an attitude is necessary and attainable, although the exactitude 
of the natural sciences is presently impossible and may never be realized. 

Much more harmful than the quest for the certainty of the natural 
scientists is the attitude that economists should confine themselves to 
aspects of practical problems that are strictly within the domain of 
economics, defined as including little more than the price mechanism and 
equilibrium analysis. Extremists holding this position scoff at the very 
idea that anyone but an economist has anything worthwhile to say on 
the solution of practical economic problems. Related is the idea that the 
only worth-while answers to economic questions are to be found in ap- 
plications of general economic theory. 

A less extreme variant is the view that economists should deal only 
with the economic aspects of problems but should participate with other 
social scientists in interdisciplinary research. This calls for each group 
of social scientists tackling a given problem by its own methods and in 
its specialized language, followed by an interchange of views between 
all of the researchers. Through such a procedure a truer answer is ex- 
pected than can be gotten from a one-discipline approach by economists 
or by any other group of social scientists. This position has something 
- like official blessing in the action of the foundations in especially en- 
couraging interdisciplinary research. No great discoveries have thus far 
come from such interdisciplinary research, which may mean only that 
it is too early to correctly appraise the results. Certain it is, that this is 
costly research, best suited to wealthy foundations, large universities, 
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or physically nearby institutions. Its greatest value may lie in acquaint- 
ing scholars from different academic fizlds with the language and ap- 
proaches of the other disciplines. That is not without importance; but 
is unsuited to public agencies needing prompt answers to practical ques- 
tions and to economists in struggling institutions who have no estab- 
lished reputations. 

The idea underlying interdisciplinary research is sound. Questions of 
public policy do not fall into the tight rubrics of academic disciplines. 
For the answers to practical questions more than one and often many 
academic disciplines need to be brough? into the picture. There are no 
hard and fast lines separating economi:s from politics, law, sociology, 
psychology, and philosophy. Even technical matters, geographic facts, 
and certainly the historical and institutional background need to be 
taken into account by the economist seeking answers to practical 
problems. Economics is not timeless and placeless and is more than an 
exercise in logic or a mathematical. problem. All social sciences blend 
into each other, as in fact do all elements of our culture. Economics has 
to do with the aspect of man concerned with the satisfaction of his 
material wants. But it is ever the whole man who acts in economic 
matters. To lose sight of this basic fact is but to grope for economic 
truth in a way akin to the study of the elephant by the blind men of the 
fable, not ‘one of whom could get an even approximately correct picture 
of the great animal. 

How to get a broad over-all view which also has depth is the $64 
question (or to use a more up-to-date analogy, the correct answer to the 
final question which gives ownership to 2verything in the show). In my 
. article on institutional economics I took the position that the practical 
economist needs to know his way about in all the social sciences, and that 
in addition he should be broadly cultur2d, with some bent toward the 
technical, in a mechanical age. I now recognize that this is a well-nigh 
impossible prescription for economists ir this complex age. Few, if any, 
economists can be super Leonardo da Vincis, or Benjamin Franklins, or 
Thomas Jeffersons—not to mention the wisdom of Lincoln. 

I certainly do not propose that study of practical economic problems 
should be restricted to supermen. Rather, I believe that every educated 
person, specifically everybody who ‘regards himself as an economist, 
should interest himself in practical economic problems. While some 
economists may do better with abstrac:, over-all problems, the great 
majority will be well advised to deal.with concrete questions which ap- . 
pear not to be too large for their capabilities and resources. 

What is essential is not a mastery’ of all disciplines which may have 
something to contribute to the solution of economic problems, but an 
appreciation that economics does not affard all of the answers. This calls 
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for broadly trained, cultured economists, rather than narrow specialists. 
It is impossible for anyone to know beforehand the intricacies of all 
domains of knowledge which impinge on a given problem. Prior training 
can only equip the student with a realization that all aspects of a given 
problem need to be studied before a worthwhile answer will emerge. In 
the actual study of practical economic problems the researcher, and 
still less the administrator and policymaxer, cannot stop at the bounds 
of what the theorist believes to be economics. He needs to become 
acquainted with evervthing that has bearing on the problem being 
-~ studied, whether it be economics or anything else. 

Aspects not deemed by most economists to be economics do have 
importance for the solution of many economic problems. Man’s motiva- 
tion in dealing with economic problems is not solely economic. The 
economic man is a fiction, but the whole man a reality. To gain economic 
ends, men resort to many practices which do not make sense from a 
purely economic point of view. Beliefs actually held are scarcely less 
important than what people ought to think. 

Taking into account noneconomuc aspects places a heavy responsi- 
bility on the economist who studies questions of public policy. He has 
to learn much that is new to him, including what often is an unfamiliar 
language. But he generally can get help from specialists in other disci- 
plines, provided he appreciates the need for such help and knows from 
whom to inquire. It is true also that practical problems seldom involve 
all aspects of any academic discipline. To grasp noneconomic aspects no 
great advance knowledge of other disciplines is required, only a desire 
to understand the total setting and tireless study of the problem in its 
entirety, no matter where it may lead. 

I would add two other requisites for fruitful study of economic policy 
questions. One is a genuine interest in the problem studied and zeal to 
bring about improvement and correction of what is wrong. The other is 
realization that institutions and conditions can be changed and that 
progress and improvement are possible. Without real enthusiasm, no 
study ever gets very far. Research which is merely pert of the day’s 
work that has to be done lacks the fire needed to make it significant. 
It is also my belief that for significant study of economic problems the 
incentive afforded by possible economic gain will but seldom prove ade- 
quate, as the returns are almost always small. Likewise, the motive of 
merely accurately describing what exists is sufficient only for the ex- 
ceptional teacher, as also is that of trying to extol the existing institu- 
tions. The most significant work on practical economic problems has 
been done by people who have been Pistia by a desire to change and 
improve what exists. 

A final admonition to the woulebe researcher and the most impor- 
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tant is to actually start and carry thrcugh a research project. A uni- 
versity colleague who has won fame as a novelist once told me: “Writers 
are of two kinds. One kind are those who plan and talk about writing; 
the others those who sit down at the typewriter and write.” Having 
reached an age when most of my career is behind me, I recognize-how 
little I have accomplished and say to my friends: “Avoid my mistake 
of putting off planned research and writing.” With age, enthusiasm 
wanes, as does energy. Studies which do not get beyond the planning 
stage are but seldom worth anything, and unfinished studies rarely can 
be completed by anyone else. A scholar will always share knowledge 
with others, but the man who has done the research is likely to be the 
man best qualified to interpret it and to carry it to completion. 

In common with most others who have discussed the subject, it is my 
conviction that economists should be encouraged to engage in research. 
Similarly, I believe that it is desirable that they should get practical 
experience in business and/or governmert, with the idea cf later return- 
ing to teaching. I hold these views, in part, because I believe that re- 
search and practical experience are broadening and enrich teaching. I 
also believe that we need to find solutiors for many economic problems 
to insure the further and rapid progress we ought to have. 

I would direct much of this research to public policy questions. Par- 
ticularly valuable, I believe, is field research. It is important for econo- 
mists early to realize that not everything worth knowing about eco- 
' nomics and practical public policy questions is to be found in books, or 
can be grasped by thinking about problems in a swivel chair, or arrived 
at by solving mathematical equations besed on unproven assumptions. 
The advice John R. Commons always gave his students: “Do not only 
read and think but observe” is as valuable today as it was when I studied 
with him as a graduate student. Besides furnishing training in gathering 
original information, field research should prove most helpful in the dis- 
covery of new truths and in sweeping away unfounded beliefs. 

Not everybody has talents which will bring fame in research. But Iam 
of the opinion that useful economic research can be done ky many more’ 
economists than do any research. Many of the practical problems of the 
day are narrower than the weighty matters principally discussed in 
meetings like this. Ph.D. theses are supposed to be original pieces of 
research and quite a few are creditable examples. However, it is tragic 
that many of the authors of these theses never complete any similar 
studies or publish anything. Subjects for profitable research are all 
about us. No practical question is too unimportant to merit study. The 
beginner, as well as the economist whc gets no foundation or other 
financial support, is probably well advised to tackle problems which 
seem to him to be quite small. Usually, as small problems are studied 
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they grow larger; moreover, answers to small problems as well as to 
large ones are needed. 

Anyone who engages in research always faces the possibility of failure. 
Even if no solutions are found, much may be gained. Study of problems 
has its own reward in the inner satisfaction it affords and the broadening 
influence it has. The natural scientists have come to regard the experi- 
ment that fails, if accurately performed, as but little less valuable than 
the one that succeeds. In Henry Van Dyke’s delightful little essay 
“‘Alpenrosen and Goat’s Milk,’ the story is told of the Swiss village 
festival in which the highpoint was the climbing of the greased pole. 
Youth after youth atternapted the feat only to fail. Finally, the hero got 
to the top and received great plaudits. But as Van Dyke remarked, 
much of the credit belonged to those who eer him and rubbed the 
grease off the pole. 


IV 


I believe that economics does have great possibilities and a promising 
future. To begin with, we will have far more students. More students 
will increase our problems, but also will be a great challenge and oppor- 
tunity. There are now a million fewer people of college age than prior to 
the second world war, but above a million more students in colleges and 
universities. Enrollment figures are once more increasing and, if the 
present percentages going to college are maintained, will increase more 
than 50 per cent within less than fifteen years. There is every reason, 
moreover, to expect that the very pronounced trend toward a large 
percentage of young men and women actually going to college will 
continue. There are forecasts that within a generation as large a per- 
centage of the people cf callege age will actually attend college as the 
present percentage of boys and girls of high school age enrolled in 
secondary schools. That percentage is now 88, compared with less 
than 15 per cent at the beginning of the century. College enrollments 
were less than 5 per cent in 1900; today, close to 30 per cent. 

Many will view the expected increase in enrollments with alarm. It 
will prove more difficult to staff economics departments adequately 
with qualified teachers. There is even now a shortage of qualified faculty 
in some schools of business administration and in the economics depart- 
ments of some small calleges. The number of graduate students in eco- 
nomics, excluding students from abroad, moreover, has been decreasing 
rather than increasing. More graduate students, including some who 
earn Ph.D. degrees, go into business. There is also some attrition in 
economics faculties by reason of the higher salaries in other comparable 
occupations. Whether the prospects gf an increasing demand and a 


u In Litile Rivers (New York, 1911), pp. 165-214, 
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possibly declining supply of teachers of economics will result in increased 
salaries or in heavier teaching loads and more teaching by inadequately 
prepared assistants can be answered certainly only in the future. 

In addition to increased full time enrollments, economists are con- 
fronted with increasing demands for their services in adult education. 
Through part-time instruction, conferences, and lectures, immense num- 
bers of adults are getting some instruction on economic subjects. It is 
my view that responsibility for such teaching should not be shunted off 
entirely on half-trained, young instructors—although their youth and 
energy is a great asset in educational work of this type. Increased col- 
lege enrollments, and growing demands in adult education, will add to 
the teaching responsibilities of economists. 

I make no claims to pedagogical wisdom. While I have been a teacher 
for half of my adult life, I confess to some of the disdain which uni- 
versity professors display towards the professional educational-methods 
people—without real justification, I will add. But my experience as a 
university teacher and lecturer and as a civil service employee and an 
appointed official has given me some ideas which I hope are worth ex- 
pressing, in view of the large educational task which confronts the 
economists in the period immediately zhead. 

It has been said that the purpose of formal education—certainly of 
higher education—is not to give people knowledge but to get them to 
think. This is a truism, with which I, of course, agree. But I would add: 
“Not only to think , but to read and observe.” Students and, still more, 
American adults read little that is not required or is not in picture or 
capsule form. Even among people doing economic research, it is a com- 
mon occurrence that they often display ignorance of what has been done 
earlier on the subject. There may be a thrill in rediscovering independ- 
ently what could be learned by reading, but it does seem a waste of time. 
Without depreciating visual instruction—which has great merit in mass 
education—I believe that it is sound counsel to urge upon all teachers 
of economics to insist upon wide reading, in the training both of gradu- 
ate and undergraduate students. It is through such imsistence upon 
reading that even when confronted with such large numbers of students 
as we are, we may hope to be able to acquaint them with different 
points of view and in the process stimulete thinking on the subject. Such 
a method also has the advantage of keeping the professor on his toes, 
which is essential for effective teaching. 

Getting students to observe requires even greater skill on the part of 
the instructor. It is a method, however, of enlivening classroom dis- 
cussion, particularly if the observations are related to wkat is presented 
in the lectures, text, and readings. For graduate students it is most desit- 
able in connection with reports and theses. In many branches of eco- 
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nomics, field study seems to me well-nigh indispensable in the training 
of graduate students. If it can be guided so that the professor and the 
students work together on the same problems, an almost ideal relation- 
ship betweén teachers and students can be created. > 

These suggestions, I know, add to the work required of teachers of 
economics, in “handling” the large numbers of students the near future 
will bring. But few other efforts can be so rewarding in personal satis- 
factions, influence exerted, and friendships formed. 

The increasing demands which teaching is making upon the academic 
economists operate to make incidental research more difficult. Even 
more they furnish an excuse to many for not attempting any original 
studies. On the other hand, far more funds from foundations and other 
sources are becoming available for research leaves for studies at home 
and abrcad. Opportunities for temporary employment in government 
have not increased and many conditions continue to make government 
service unattractive. Employment by business with the idea of later 
returning to teaching offers Increasing opportunities, but is subject to 
the drawback that it is hard to give up the larger business salaries. All 
told, however, opportunities tor full-time research are distinctly better 
than ever before. 

I am of the opinion that e economists should go on research 
leaves when they have opportunity to do so and have a subject in which 
they are vitally interested and to the study of which it seems they can 
profitably devote a year or so. Generally, both the recipients of the 
grants and the institutions giving them a leave, will profit from such 
interruptions of academic teaching. But the recipients have a heavy 
obligation to complete the studies they undertake, in fairness to the don- 
ors and their own institutions, to say nothing about the harm they other- 
wise do to their reputations and to the profession. 

Besides full-time leaves for research, I strongly believe in the study of 
original problems by teachers of economics on a part-time basis and 
even without any time allowances—although these are desirable. By 
some, such research can profitably be directed toward the theoretical 
aspects of economics. More generally, I believe, it can best be devoted 
to questions of practical public policy and to studies of the historical, 
institutional, and factual background of economic problems. There are 
many more problems in this domain with which the part-time researcher . 
can hope to deal successfully than in the theoretical field. 

There are serious difficulties which the would-be researcher must 
overcome, An obvious difficulty is that of finding the time for research, ` 
confronted, as are most economists, with overloaded teaching programs. 
There is also the problem that there are too few publication outlets for 
economic research, particularly on applied practical subjects. A very 
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serious handicap is the lack of appreciation in the profession and out- 
side of it of the economist whose research does not produce earth- 
shaking results. Even knowing where to begin is not simple. | 

Suggestions which might prove helpful for economic research, par- 
ticularly on practical public-policy questions, include these: Public 
agencies might well consider “farming out” research on economic prob- 
lems to universities in the manner'of the natural science agencies, far 
more than they are now doing. They also might prepare compendia on 
practical research subjects not urgently requiring immediate answers, 
with data on sources of information! Mature scholars could do the same 
and foundations profitably could aid them financially to make such re- 
ports. 

The important matter of giving credit for research to the academic 
people who do such work is, first and fcremost, a matter of recognition 
within the profession. Economists, like all other people, appreciate most 
the good opinion of their fellows. Yet the economists seem to be 
much more given to knocking than to boosting each other. The theorists 
scoff at institutionalists and vice versa. Worse is-the fact that even men 
in the same department generally know little about the research their 
colleagues are doing. One small step toward improvement might be 
to give all members of the department an opportunity, at least once a 
year, to talk to their colleagues about the research in which they are 
engaged. In smaller institutions, the traditional general economics 
seminar might well serve this purpose; in larger institutions, regular or 
special department meetings. The regional economics associations, I 
believe, have their greatest value in affording a forum to younger and 
less well-known scholars. This is also ‘one of the values and justifications 
for the growing number of allied social science associations which sup- 
plement the American Economic Associétion. While their existence has 
the tendency to make the programs of the A.E.A. meetings more 
theoretical and to give most of the places to the limited number of econ- 
omists with reputations for original work in economic theory (most of 
whom are connected with a small number of large universities), the allied 
association affords opportunities to give recognition to the larger num- 
ber of economists who work in applied fields and on practical problems. 

Above all, I plead for tolerance among economists for differing points 
of view and varying fields of usefulness. Is it too much to expect or at 
least to hope that economists will adopt the attitude which prevails in 
the older professions? Lawyers, who put cn a great show in battling each 
other in the court room and on the hustings, always speak of each 
other’s reputations in terms of praise and will insist that a lawyer should 
be selected for every position which even remotely may require some 
speaking acquaintance with the law. Doctors seldom will expose errors 
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of other members of the profession. Economists, in contrast, often with 
sadistic glee devote a large part of their efforts to tearing down the repu- 
tations of other economists. This reflects more than the relative new- 
ness of economics and the apologetic attitude many economists have 
because they are not certain that our discipline is either a science or a 
profession. Assuredly, it involves bad manners, which as individuals we 
should guard against. A word of approval for work well done is far more 
helpful than the most logical criticism, which overlooks human sensi- 
bilities. l 

In the last analysis, research -has its own rewards. There are few 
satisfactions as great as the sense of accomplishment which a scholar 
gets when he completes a well-done task. This is particularly true of 
research on public policy questions; for as Robert M. LaFollette, Sr. 
said, in an address at the University of Wisconsin, in the vear I enrolled 
as a freshman, more than 50 years ago: “It is a glorious service, this 
service for country. Each one should count it a patriotic duty to build at 
least a part of his life into the life of his country, to do his share in the 
making cf America according to the plan of the fathers.” 

Concluding this old man’s counsel of advice, which makes no pretense 
at words of wisdom, I can do no better than to quote President Theodore 
Roosevelt’s statement exalting the doer of deeds: 


It is not the critic wko counts; not the man who points out how the 
strong man stumbled, or where the doer of deeds could have done them 
better. The credit belongs to the man who is actually in the arena; 
whose face is marred by dust and sweat and blood; who strives vali- 
antlv; who errs and comes up short again and again; who knows the 
great enthusiasms, the great devotions and spends himself in a worthy 
cause; who at the best knows in the end the triumphs of high achieve- 
ment; and who at the worst, if he fails,-at least fails while daring 
greatly; so that his place shall never be with those cold and timid souls 
who know neither defeat nor victory. 


16 Quoted by President Franklin D. Roosevelt in his Madison Square Garden Address on the 
eve of the election of 1936, 


wf, \ 


-æ 


THE SIMPLE ANALYTICS OF WELFARE MAXIMIZATION 


By Francis M. Bator* 


It appears, curiously enough, that there is nowhere in the literature 
a complete and concise nonmathematizal treatment of the problem of. 
welfare maximization in its “new welfare economics” aspects. It is the 
purpose of ‘this exposition to fill this gap for the simplest statical and 
stationary situation. a: 

Part I consists in a rigorous diagrammatic determination of the “best” 


> configuration of inputs, outputs, and commodity distribution for a two- 
‘Input, two-output, two-person situaticn, where furthermore all func- 
tions are of smooth curvature and where neoclassical generalized dimin- 


ishing returns obtain in all but one cimension—returns to scale are 


assumed constant. Part II identifies the “‘price-wage-rent” configura- 


tion embedded in the maximum problem which would ensure that de- 
centralized profit- and preference-maximizing behavior by atomistic 
competitors would sustain the maximum-welfare position. Part ILI 
explores the requirements on initial factor ownership if market-imputed ~ 
(or “as if” market-imputed) income distribution is to be consistent with 
the commodity distribution required by the maximum-welfare solution. 
Part IV consists in brief comments on some technical ambiguities, e.g., 
the presumption that all tangencies are internal; also on a number of 
feasible (and not so feasible) extensions: more inputs, outputs and house- 
holds; elasticity in input supplies; joint and intermediate products; 
diminishing returns to scale; external interactions. The discussion is 
still stationary and neoclassical in spirit. Then, in Part V, the conse- 
quences or violating some of the neoclassical curvature assumptions are 
examined, Attention is given to the meaning, in a geometric context, 
of the “convexity” requirements of mathematical economics and to the 
significance of an important variety of nonconvexity—increasing re- 
turns to scale—for “real” market allocation, for Lange-Lerner type “as 
if” market allocation, and for the solubility of a maximum-of-welfare 
problem. Finally, Part VI contains some brief remarks on possible dy- 
namical extensions. A note on the seminal literature concludes the 
paper.! 

* The author, a member of the senior staff of the Center for International Studies, Massachu- 
setts Institute of Technology, is indebted to R. S.. Eckaus end R. M. Solow for suggestive com- 
ment. 

1 Anyone familiar with the modern literature will recognize my debt to the writings of Pro- 
fessor Samuelson. Reference is to be made, especially, zo Chapter 8 of Foundations of Economic 
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uts, el daa and Comey Distribution 
Take, as given: 


(1) Two inelastically: E homogeneous and perfectly divisible 
inputs, labor-services (Z) and land (D). This “Austrian” assumption 
does violate the full generality of the/necaclassical model; elasticity in 
input supplies would make simple diagrammatic treatment impossible. ia 

= (2) Two production functions, A = F4(L4, Da), N=Fy(Ly, Dy), one ` ’ 
for each of the two homogeneous goods: apples (A) and nuts (N). The a 
functions are of smooth curvature, exhibit constant returns-to scale and 
diminishing marginal rates of substitution along any isoquant (ż.e., the 
isoquants are “convex” to the origin). 
, (3) Two ordinal preference functions, Ux=fx(Ax, Nx) and 
| Uy=fr(Ay, Ny)—sets of smooth indifference curves convex to the origin 
—one for X and one for Y. These reflect unambiguous and consistent 
preference orderings for each of the two individuals (X and Y) of all 
conceivable combinations of own-consumption of apples and nuts. For 
convenience we adopt for each function en arbitrary numerical index, z 
Ux and Uy, to identify the indifference curves. But the functions have _” 
no interpersonal implications whatever and for.any one individual they 
only permit of statements to the effect that one situation is worse, 
indifferent or better than another. We do require consistency: if X pre- 
` fers situation @ to situation @ and £ to y, then he must prefer a to y; 
indifference curves must not cross. Also, satiation-type phenomena and 
Veblenesque or other “external” effects are ruled out. 

(4) A social welfare function, W=W(Ux, Uy), that permits a únique 
preference-ordering of all possible states based only on the positions of 
both individuals in their own preference fields. It is this function that 
incorporates an ethical valuation | of the relative “deservingness”’ of 
X and Y. 

The problem is-to determine the E E values of labor in- 
put into apples (L4), labor input into nuts (Ly), land input into apples 
(D4), land input into nuts (Dy), of total production of apples (A) and 
nuts (N), and, last, of the distribution of apples and nuts peruceS X 
and Y (4x, Nx, Ar, Ny). . 


A. From Endowments and Produchon Functions to: the Production- 
Possibility Curve 


Construct an Edgeworth-Bowley box diagram, as in Fi igure 1, with 
horizontal and vertical dimensions just equal.to the given supplies, re- ` 


Analysis (Cambridge, 1947); to “Evaluation of Real National Income,” Oxford Econ. Papers, 
Jan. 1950, FI, 1-29; and to “Social Indifference Cur@es,” Quart. Jour. Econ., Feb. 1956, LXX, 
1-22. 
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spectively, of D and L , and plot the isoquants for apples with the south- 
west corner as origin and those for nuts with origin at the northeast 
corner. Every point in the box represents six variables, La, Lw, Da, 
, Dr, A, N. The problem of production efficiency consists in finding the 
: locus of points where any increase in the production of apples implies 


' a necessary reduction in the output of nuts (and vice versa). The dia- 


gram shows that locus to consist in the points-of tangency between the 
nut and apple isoquants (FF). | o 


r 
`“ 


Di < l go 





A = = a a 


roor 1. 


From is, efficiency locus we can read off the maximal- obtainable 
combinations of apples and nuts and. plot these in the. output (AN) 
space, Given our curvature assumptions we get the.smooth concave-to- 
the-origin Pareto-efficient production-possibility curve F’F’ of Figure 
2.2 This curve, a consolidation of FF in Figure 1, represents input- 
output configurations such’ that the marginal rate of substitution 
(MRS) of labor for land in the production. of any given quantity of 
apples—the absolute value of the slope of the apple isoquant—just 


` equals the esac rate of substitution of lakor for land i in the produc- 
' tion of nuts.’ 


* This presumes, also, that the intrinsic factor inteasitizs of A and N differ. If they did not, 
F'F’ would be a straight line—a harmless special case. (See V-3-c below.) 
3 In marginal productivity terms, MRS, at any point, of lebor for land in, e.g. apple produc- 


_ tion—the absolute value (drop all minus signs) of the slope of the apple isoquant (Figure 1)— 


is-equal to 


Marginal Physical Product of nad 
Marginal Physical Product cf Labor 


in apple production at that point. In the cares af the calculus 


OLa am)” (= } 
öDa ð La 


ƏDA | AAmd 








- 


BATOR: WELFARE. NAXIMIZATION Gan, 


‘The: slope (again neglecting sign) at. ‘any point on ‘the baddi 
possibility curve of Figure 2, in turn, reflects the marginal rate of trans- . 
formation. (MRT), at-that point: of ‘apples into, nuts.. It indicates. pre- 
cisely how many-nuts can be produced- -by transferring land and labor 
from apple to nut production (at the margin), with optimal reallocation 
of inputs in the prodactioa of k hori goods so. as’ to maintain: the MRS- 





- - Applės 


` FIGURE 2 


h 


equality PAE of Fi a i. It'is tlie KE nut cost of an 
“extra” apple—or. the reciprocal of. the marginal apple-cost of nuts. 


B. From the Production-Possibility Curve to the U ily Possibility 
Frontier — 


Pick any point, 5, on the De curve of Figure 2: it 
denotes a specific quantity of apples and nuts. Construct an Edgeworth- . - 
Bowley (trading) box with. thesé precise dimensions: by dropping from _ 
ô lines parallel to the axés as in Figure 2. Then draw in X’s and Y’sin- _ 
difference maps, one with the southwest, the other with the northeast 
corner for origin. Every point in the box again fixes six variables: apples 
- to X (Ax) and to ¥ (Ay), nuts to X (Nx) and to Y (Ny), and the’ 
“levels” of satisfaction of X and Y as measured by. the ordinal indices 
Ux and Uy which characterize the positjon of the point with respect to _ 
- the two preference fields. For example, at \ in Figure .2, Ux=300, 
Uy=200. Note again, however, that this 200 is incommensurate with 


` 
j a 
i + Ka 
. ‘ ` - 
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the 300: it does not imply that at A X is in some sense > better off than is 
Y (or indifferent, or worse off). i j 

The problem of | ‘exchange-efficiency”’ consists in finding that locus 
of feasible points within the trading box where any. increase in X’s} 
satisfaction (Ux) implies a necessary reduction in the satisfaction of Y, 
(Uy). Feasible in what sense? In the sense that we just exhaust the fixed 
apple-nut totals as denoted by 6. Again, the locus turns out to consist 
of the points of tangency, SS, and for precisely the same analytical 
reasons. Only now it is the. marginal subjective rate of substitution of > 
nuts for apples in providing a fixec level of satisfaction for X—the i 
absolute slope of X’s indifference curve—that is to be equated to the ' 
nut-apple MRS of Y, to the slope, that is, of kis indifference curve. 

From this exchange-efficiency locus,’ SS, which is associated with 
the single production point 6, we can now read off the maximal combina- 
tions of Ux and Uy obtainable from ô and plot these in utility (U xUy) 
space (S/S, Figure 3). Each such point ô in output space “maps” into 
a line in utility space—the UxUy mix is sensitive to how the fixed totals 
of apples and nuts are distributed between X and Y.’ 

There is a possible short-cut, however. Given our curvature assump- 
tions, we can trace out the. granc utility-possibility frontier—the 
envelops—by. using an efficiency relationship to pick just one point 
. from each trading box contract curve SS associated with every output 
. point 6. Go back to Figure 2. The slope of the production-possibility 

- curve at ô has already been revealed as the marginal rate of transforma- 
tion, via production, of apples into nuts. The (equalized) slopes of the. 
two sets of indifference contours along the exchange-efficiency curve SS, 
in turn, represent the marginal rates of substitution of nuts for apples 
for psychic indifference (the same for X as for Y). The grand criterion 
for efficiency is that it be impossible by any shift in production cum 
exchange to increase Uy without reducing Uy. Careful thought will 
suggest that this criterion is violated unless the marginal rate of trans- 
formation between apples and nuts as outputs-—the slope at é—just 
equals the common marginal rate of substitution of apples and nuts, 
as consumption “inputs,” in providinz psychic satisfaction. 
4 ‘This is Edgeworth’s contract curve, or what Boulding has aptly called the “conflict” curve 


—once on it, mutually advantageous trading i is nct possible and any move reflecting a gain to 
X implies a loss to Y. “ 

§ Each paint in utility space, in turn, maps into a line in output-space. Not just one but many 
possible apple-nut combinations can satisfy a specified Ux Uy requirement. It is this reciprocal 
point-line phenomenon that lies at the heart of Samuelson’s proof of the nonexistence of com- 
munity indifference curves such as would permit the derivation of demand curves for apples 
and nuts. The subjective “community” MRS between A and N for given fixed A and N, e.g., 
at ô in Figure 2, would surely depend on how the 4 and N are distributed, z.¢., on which UxUr 
point on SS is chosen. Hence the slope offa “joint?” XY indifference curve at Bis not uniquely 
fixed by AW. (See citation [11] in bibliography.) 
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If, for example, at 6 one can get two apples by diverting resources 
and reducing nut-output by one, a point on SS where the (equalized) 
marginal rate of substitution of apples for nuts along indifference curves 
is, €.g., one to one, permits the following “arbitrage” operation. Shift 
land and labor so as to produce two more apples and one less nut. Then, 
leaving X undisturbed take away one nut from Y and replace it by one 
apple. By our assumption that MRS=1 both X and Y are left indif- 
ferent:.Ux and Uy remain unaltered. But we have an extra apple left 
over; since this permits raising Ux and/or Uy, the initial situation was 
not on the UxUy frontier.‘ 


/ 





FIGURE 3 


To be on the grand utility-possibility frontier (BB of F igure 3), then,. 
MRT; must equal the (equalized) MRS of the indifference, contours. 


along the SS associated with 5. This requirement fixes the single UxUy 
point on SS that lies on the “envelope” utility-possibility. frontier, 
given the output point ô. Pick that point on SS, in fact, where the joint 
slope of the indifference curves is exactly parallel to the slope at ô of the 


production-possibility curve. In Figure 2 this point is at 6’, which gives. 
the one “efficient” YxUy combination associated with the AN mix de- 
noted by ô. This UxUy combination cen then be plotted as ô” in 


Figure 3.’ 


§ The above argument can be made perfectly rigorous in terms of the infinitesimal move- 
ments of the Cifferential calculus. ae 


T Never mind, here, about multiple optima, These eculd occur even with our special curva- 
' ture assumptions. If, for example, both sets of indifference curves show paths of equal MRS 
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Repetition of this process for each point on the production-possibility. 
curve—note that each such point requires a new trading box—will yield 
the grand utility-possibility frontier of Pareto-efficient input-output 
combinations, BB. Each point of this frontier gives the maximum of 
U x for any given feasible level of Uy and vice versa. 


C. From the U tility-Possibility Fronter to the “Constrained Bliss Point” — 


But BB, the grand utility-possibility function, is a curve and not a 
point. Even after eliminating all combinations of inputs and outputs 





FIGURE 4 


that aze nonefficient in a Paretian sense, there remains a single- 
dimensional infinity of ‘‘efficient” combinations: one for every point on 
BB. To designate a single best configuration we must be given a Bergson- ` 
‘Samuelson social welfare function that denotes the ethic that is to 
“count” or whose implications we wish to study. Such a function—it 
could be yours, or mine, or Mossadegh’s, though his is likely to be non- 
transitive—is intrinsically’ asclentific.® There are no considerations of 


that coincide with Straight lines from the origin and, further, if the two preference functions 
are so symmetrical as to give an 5.55 that hugs the diagonal of the trading box, then either ev- 
ery point on SS; will satisfy the MRS=MRT cziterion, or none will. For discussion of these 
and related fine points see Parts IV and V. 


8 Though it may provide the anthropologist or sence with interesting material for 


scientific study. 
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economic ejficiency that permit us to designate Crusoe’s function, which 
calls for many apples and nuts for Crusoe and just a few for Friday, as 
economically superior to Friday’s. Ultimate ethical valuztions are in- 
volved. 

Once given such a welfare function, in the form of a-family of indif- 
ference contours in utility space, as in Figure 4, the problem becomes . 
fully determinate.? “Welfare” is at a maximum where the utility- . 
possibility envelope frontier BB touches the highest contour of the ` 
W-function.!° In Figure 4, this occurs at Q. 

‘ Note the unique quality of that point Q. It is the only point, of 
all the points on the utility frontier BB, that has unambiguous norma- 
tive or prescriptive significance. Pareto-efficient production and com- 
modity-distribution—being on F’F’ and also on BB—is a. necessary 
condition for a maximum of our kind of welfare function, but is not a 
sufficient condition." The claim that any “efficient” point is better than 
“mefficient” configurations that lie inside BB is indefensible. It is true 
that given an “inefficient” point, there will exist some point or points 
on BB that represent an improvement; but there may well be many 
points on BB that would te worse rather than better. For example, in 
terms of the ethic denoted by the specific W-function of Figure 4, Q on 
BB is better than any other feasible point. But the efficient point & is 
distinctly inferior to any inefficient point on or northeast of W.. If I 
am X, and if my W-function, which reflects the usual dose of self- 
interest, is the test, “efficient” BB points that give a high Uy and a 
very low Ux are clearly less desirable toan lots of inefficient points of 
higher Ux.” | 


*In the absence of implicit income redistribution these curves cannot be transposed into 
output-space. They are not community indifference curves which would permit the derivation 
of demand schedules, See fn. 5 and 12, also IV-3. 


10 Tf there are several such points, never mind. If the “ethic” at hand is really indifferent, 
pick any one. If it doesn’t matter, it doesn’t matter, 


u Note, however, that Pareto-efficiency is not even a necessary condition for a maximum of 
just any conceivable W-function. The form of our type function reflects a number of ethically 
loaded restrictions, e.g., that eee preference functions are to “count,” znd count posi- 
tively. 


2 Note, however, that no consistency requirements link my set of indifference curves with 
“my” W-function. The former reflects a personal preference ordering based only on o-vn-con- 
sumption (and, in the more general case, own services supplied). The latter denctes also values 
which I hold as “citizen,” and these need not be consistent with maximizing my satisfaction 
“gue consumer.” X as citizen may prefer a state of less Vx and some Uy to moré Ux and zero 
Uy. There is also an important analytical distinction. X’s preference function is conceptually 
“observable”: confronted by various relative price and income configurations his consumption 
responses will reveal its contours. His W-function, on the other hand, is not revealed by be- 
havior, unless he be dictator, subjected by “nature” to binding constraints. In a sense only a 
society, considered as exhibiting a pclitical consensus, has a W-function subject to empirical 
inference (cf. IV-3). The distinction—it hes a pone flavor—while useful, is of course 
. arbitrary, Try it Zor a masochist; a Puritan. . 
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D. From “Bliss Point? to “Best? Inputs, Outputs and Commodity- 
Distribution : 

_ We can now retrace our steps. To Q on BB in Figure.4, there corre- 

sponds just one point, 2’, on the production-possibility curve F’F’ in 

. Figure 5. (We derived BB, point by point, from F’F’ of Figure 2: and 

~ the F’F’ of Figure 5 is copied from that of Figure 2.) Q’ fixes the output 


Nuts 
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FIGURE 5 


mix: A and N. Then, by examining the trading-box contract curve 
Soso associated with Q’ of F’F’, we can locate the one point where 
Ux and Uy correspond to the coordinates of Q in utility space. The 
equalized slope-of the indifference curves will at that point, Q”, just 
equal the slope of F'F’ at Q’. Q” fixes the apple-nut distribution implied 
by the maximum of W: Ax, Ay, Nx, and Wy. Further, we can now 
locate the point 0’”’ on the Pareto-efficient input locus, FF of Figure 1, 
that corresponds to Q’ of F’F’. It fixes the remaining variables, the 
factor allocations: L,, Da, Ly, and Dy. The maximum-welfare configura- 
tion is determinate. We have sglved for the land and labor to be used in 
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apple and nut production, for the total output of apples and nuts, and 
for their distribution between X and Y. 


XÍ I. Prices, Wages and Rents 


The above is antiseptically independent of institutional context, 
notably of competitive'market institutions. It could constitute an in- 
tellectual exercise for the often invoked man from Mars, in how “best” 
to make do with given resources. Yet implicit in the logic of this purely 
“technocratic” formulation, embedded in the problem as it were, is a 
set of constants which the economist will catch himself thinking of as 
prices. And wisely so. Because it happens—and this “duality” theorem 


is the kernel of modern welfare economics—that decentralized decisions . 


in response to these “prices” by, or “as if” by, atomistic profit and satis- ' 
faction maximizers will result in just that constellation of inputs, out- ; 


puts and commodity-distribution that our maximum of W requires.’ 

Can these .constants—prices, wages, rents—be identified in our dia- 
grammatic representations? Only partially so. Two-dimensionality is 
partly at fault, but, as we shall see, a final indeterminacy is implied by 
the usual curvature assumptions themselves. The diagrams will, how- 
ever, take us part way, and a little algebra will do for the rest. 

The exercise consists in finding a set of four constants associated with 
the solution values of the maximum problem that have meaning as the 
price of apples (pa), the price of nuts (pw), the wage rate of labor (w), 
and the rental rate of land (r)."° 

First, what can be said about w and r? Profit maximization by the 
individual producer implies that whatever output he may choose as 
most lucrative must be produced at a minimum total cost.” The ele- 


13 Note that this statement is neutral with respect to (1) genuine profit maximizers acting in 
“real” but perfectly competitive markets; (2) Lange-Lerner-type bureaucrats (“take prices as 
given and maximize or Siberia”); or (3) technicians using electronic machines and trying to de- 
vise efficient computing routines. 


14 To avoid institutional overtones, the theory literature aiy attempts verbal disembodi- 
ment and refers to them as shadow-prices. The mathematically oriented, in turn, like to think 
of them as Lagrangean multipliers. 


15 These very assumptions render this last indeterminacy, that of the absolute price level, 
wholly inconsequential, 


16 Since we are still assuming that all the functions have neoclassical curvature properties, 
hence that, e.g., the production-possibility curve, as derived, has to be concave to the origin, 
we can impose the strong condition on the constants that they-exhibit optimality characteris- 
tics for genuine, though perfect, markets. It will turn out, however, that two progressively 
weaker conditions are possible, which permit of some nenconvexities (e.g., increasing returns 


to scale), yet maintain-for the constants some Seena price-like qualities. More on this in 
Part V. 


7 In our flow model, unencumbered by capital, this is Sauiesient to prodicing the chosen 
output with minimum expenditure on inputs. ° 


t t 
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mentary tkeory of the firm tells us that, for this condition to hold, the 
producer facing fixed input-prices—horizontal supply curves—must 

“adjust his input mix until the marginal rate of substitution (MRS) of 
labor*for lend just equals the rent-to-wage ratio. It is easy to see the 
“arbitrage” possibilities if this condition is violated. If one can substi- 
tute one unit of L for two units of D, and maintain output constant, 
with w=$10 and r=$10, it surely reduces total cost to do so and kee 
doing so until any further reduction in D-by oné unit has to be matchek 
if output is not to fall, by adding no less than one unit of L. In the usual 
diagrammatic terms, then, the producer will cling to points of tangency 
between the isoquants and (iso-expenditure) lines whose absolute slope 
equals r/w. 

Reversing the train of thought, the input blend denoted by the point 
Q’’’ in Figure 1 implies a shadow z/w ratio that just equals the MRS of 
labor for lend in the production of both apples and nuts at that point 
Q”. MRSo-» is given by the (equalized) slopes of the isoquants at Q”. 
The implicit z/w, therefore, must equal the slope of the line RW that is 
tangent to (both) the isoquants at 0’’".18 

The slope of RW identifies the rent: wage ratio implied, by the maxi- 
mal configuration. Essentially analogous reasoning will establish the 
equalized slope of the indifference curves through Q”, in Figure 5, as 
denoting the #4/py ratio implied by the solution. X, as also Y, to maxi- 
mize his own satisfaction as measured by U,, must achieve whatever 
level of satisfaction his income will permit at a minimum expenditure. 
This requires that he choose an apple-nut mix such that the psychic 
marginal-rate-of-substitution between nuts and apples for indifference 
just equal pa/pw. He, and Y, will pick Q” only if p4/pw is equal to the 
absolute slope of the tangent (P4Py) at Q”. This slope, therefore, fixes 
the Q-value of paf pu 

Note that this makes p4/pw equal to the slope also of the production- 
possibility curve F’F’ at Q’. This is as it should be. If pa/py=10, 
i.e., if one apple is “worth” ten nuts on the market, it would be oddin- 


18 Again, absolute values of these slopes are implied throughout the argument. Recall from 


footnote 3 that the labor-for-land MRS, the absolute slope cf the isoquants at Q” as given bv 
RO4/WOaz, is equal to the l 

Marginal Physical Product of | ti 

Marginal Physical Product of Labor 


Our shadow r,’w, then, turns out to be just equal to that ratio. 


19 The price-ratio relates reciprocally to the axes: f4/fy = P40/PyOin Heute 5. na Egas 
X’s indifference curve (Ux at Q”) a rise in p4/ pw, i.e., a steepening of PaPy, results in a sub- 
stitution by Ž of nuts for apples; ditto for Y. 

2 Remember, in choosing the one point on SgSp that would lie on the envelope in utility 
space, we chose the point where the indiffefence curve slopes just equaled the marginal rate of 
transformatian (see p. 27 above). 
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deed, in our frictionlessly efficient world of perfect knowledge, if the 
marginal rate of transformation of nuts Into apples, via production, 
were different from ten-to-one. Producers would not in fact produce the 
apple-nut combination of Q’ if pa/py differed from MRT at Q. a 

We have identified the r/w and pa/pw implied by the maximum of 
W..These two constancies provide two equations to solve for the four 
unknown prices. Unfortunately this is as far as the. two-dimensional 
diagrammatics will take us. None of the diagrams permit easy identi- 
fication of the relationship between the input prices and the output 
prices. Yet such a relationship is surely implied. By the theory or the 
firm we know that the profit-maximizing producer facing a constant 
price for his preduct—the horizontal demand curve of the perfectly 
competitive firm—wil expand output up to where his extra revenue for 
an additional unit of output, i.e., the price, just equals the marginal cost 
of producing thet output.” And marginal cost, in turn, is sensitive to 


r ea 

would be easy to show the implied price-wage or price-rent relation- 
ships by introducing marginal productivity notions. Profit maximiza- 
tion requires that the quantity of each input hired be increased up to 
the point where its marginal physical product times the price of the 
extra output, just equals the price of the added input. Since these 
marginal physical productivities are determinate curvature properties 
of the production functions, this rule provides a third relationship, one 
between an output price and an input price. 

Alternatively, given our assumption that production functions show 
constant returns to scale, we can make use of Euler’s “product exhaus- 
tion” theorem. Its economic content is that if constant returns to scale 
prevails, the total as-if-market-imputed income of the factors of produc- 
tion just “exhausts” the total value of the product. This means, simply, 
that ewL+7D=p4,A+pyN, and it provides a third relationship between 

r, pa and py for the Q-values of L, D, A and N.” 

At any rate, the maximal solution implies a third price-equation, 
hence we can express three of the prices in terms of the fourth. But 
what of the fourth? This is indeterminate, given the characteristics of 
the model. In a frictionless world of perfect certainty, where, for exam- 
ple, nobody would think of holding such a thing as money, only relative 


2 Never mind here the “total”? requirement—that this price exceed unit cost—~if the real- 
life profit-seeking producer ?s to produce at all. More on this in Part V. 


-2 The condition also holds for each firm. In a competitive and constant-returns-to-scale 
world the profit-maximum position is one of zero profit: total revenue will just equal total cost. 
It should be said, however, that use of the Euler theorem to gain a relationship between input 
` price and output price involves a measure of sleight of hand. It is only as a consequence of the 
relationships between price and marginal producftvity (ef. the preceding paragraph) that the 
theorem assures ecuality of income with value of product. 
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prices matter. The three equations establish the proportions among 
them implied by the maximum position, and the absolute values are of 
no import. If the p4: py: wir proportions implied by Q are 20:15:50: 75, 
profit. and satisfaction maximizers will make the input-output-consump- 
tion decisions required for the maximum-of-W irrespective of whether 
the absolute levels of these prices happen to be just 20:15:50:75, or 
twice, or one-half, or 50 times this set of numbers. This is the implication 
of the fact that for the maximum problem only the various transforma- 
tion and substitution ratios matter. In all that follows we shall simply 
posit that nuts are established as the urit of account, hence that py=1. 
This then makes p4, w and r fully determinate constants.” 

Summarizing: @ have identified diagrammatically two of the tires 
shadow-pzice relationships implied by the solution to the welfare- 
maximum problem and have established, in a slightly more roundabout 
way, the existence of the third. The purpose was to demonstrate the 
existence, at least in our idealized neoclassical model, of a set, of con- 
stants embedded in the “technocratic” maximum-of-welfare problem, 
that can be viewed as competitive market prices.” In what sense? In the 
sense that decentralized decisions in response to these constants, by, or 
“as if” by, atomistic profit and satisfaction maximizers will result in 
just that configuration of inputs, outputs and commodity-distribution 
that the maximum of our W requires..x/ 


UI. Factor Ownership and Income Distribution 


Wi e have said nothing, so far, of how X and Y “pay” for their ates 
and nuts, or of who “owns” and supplies the labor and the land. As was 
indicated above, the assumption of constant. returns to scale assures 
that at the maximum welfare position total income will equal total 
value of output, and that total revenue from the sale of apples (nuts) 
will just equal total expenditures for inputs by the producers of apples 
(nuts). Also, the “solution” implies definite “purchase” of apples and 
of nuts both by X and by Y. But nothing ensures that the initial 
“ownership” of labor-hours and of land is such that w times the labor- 
hours supplied by X, wl x, plus r times the land supplied by X, rDx— 
X’s income—will suffice to cover his purchases as required by 2”, 
4.¢., paAxt py x; similarly for Y. There Coes exist some Pareto- efficient 
solution of inputs, outputs and distribution that satisfies the “income 
= outgo” ccndition for both individuals for any arbitrary pattern of 
ownership of the “means of production”—a solution, that is, that will 
place the system somewhere on the grand utility-possibility envelope 


233 For the possibility of inessential indeterminacies, however, see Part IV-2. 


A On the existence of such a set of shadew prees in the kinky and flat-surfaced world of 
linear programming, see Part V, HeT: 


7” 
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frontier (BB in Figure 43. But only ‘by the sheerest accident will that 
point on BB be better in terms of my W-function, or Thomas Jefferson’s, 
or that of a “political consensus,” than a multidimensional infinity of 
other points on or of BB. As emphasized above, only one point on BB 
can have ultimate normative, prescriptive significance: Q; and only 
some special ownership patterns of land and of labor-services will place 
a market system with an “as imputed” distribution of income at that 
special point.” 

The above is of especial interest in evaluating the optimality charac- 
teristics of market institutions in an environment of private property 
ownership/But the problem is not irrelevant even where all nonhuman 
means of production are vested in the community, hence where the 
proceeds of nonwage income are distributed independently of marginal 
productivity, marginal-rate-of-substitution considerations. If labor- 
services are not absolutely homogeneous--if some. people are brawny 
and dumb and others skinny and clever, not to speak of ‘“educated”— 
income distribution will be sensitive to the initial endowment of these 
qualities of mind and body and skill relative to the need for them. And 
again, only a very low probability accident would give a configuration 
consistent with any particular W-function’s Q.: 

Even our homogeneous-labor world cannot entirely beg this issue. It 
is not enough to assume that producers are indifferent between an hour 
of X’s as against an hour of Y’s labor-services.: It is also required that 
the total supply of labor-hours per accounting period be so divided be- 
tween X and Y as to split total wage payments in a particular way, 
depending on land ownership and on the income distribution called for 
by Q. This may require that X supply, e. 8- .„ 75 per cent of total L; each 
man working 4Z hours may well not 

- But all this is diversion. FO“ our institutional purposes it is suf- 
ficient to determine the particular Lyx, Dx, Ly and Dy that are consistent 


% It is of course possible tc break the link between factor ownership and “final” income dis 
tribution by means of interpersonal transfers. Moreover, if such transfers are effected by 
means of costless lump-surn devices—never mind how feasible—then it is possible, in concept, 
to attain the Q-iniplied distribution irrespective of market-imputations. But no decentralized 
price-market-type “game” can reveal.the pattern of taxes and transfers that would maximize 
a particular W-function. “Central” calculation~implicit or explicit—is unavoidable. 

26 Tf slavery were the rule and I could sell the capitalized value of my expected lifetime serv- 
ices, the distinction betweea ownership of labor and that of land would blur. Except in an 
“Austrian” world, however, it would not vanish. As long as men retain a measure of control 
over the quality and time-shape of their own services, there will always remain an incentive 
problem. . 

27 All this is based on the “Austrian” assumption that labor is supplied inelastically; further, 
that such inelasticity is due not to external compulsion, but rather to sharp “corners” in the 
preference-fields of X and Y in relation to work-leisure choices. More than this, the W-func- 
tion must not be sensitive to variations in the LxLyt mix except as these inGuenee income dis- 
tribution. : 
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with Q, given market-imputed, or “as if” market-imputed, distribution. 
Unfortunately the diagrams used in Part I egain fail, but the algebrai is 
simple. It is required that: 


why + rDx = padx + pnNx, 
and l 
why + rDy = paAy + pyN A 


for the already-solved-for maximal Q-values of Ax, Nx, Ay, Ny, pa, Pw, 
w andr. Together with Ly+Ly=JL and Dx+Dy=D, we appear to have 
four equations to solve for the four unsnowns: Lx, Ly, Dx and Dy. It 
turns out, however, that one of these is not independent. The sum of 
the first two, that total incomes equal fetal value of product, is implied 
by Euler’s theorem taker jointly with the marginal productivity con- 
ditions that give the solution for the eight variables, Ax, Nx, Ay,... 
which are here taken as known. Hence, we have only three independent 
equations. This is as it should be. It means only that with our curvature 
assumptions we can, within limits, fix one of the four endowments more 
or less arbitrarily and still so allocate the rest as to satisfy the household 
budget equations. 

Wo much for the income-distribution aspects of the problem. These 
have relevance primarily for marxet-imputed income distribution; but 
such relevance does not depend on “private” ownership of nonlabor 
means of production. Note, incidentally, that only with the arbitrary 
“Austrian” assumption of fixed supplies of total inputs can one first 
solve “simultaneously” for inputs, outputs and commodity-distribution, 
and only subsequently superimpose on tkis solution the ownership and 
money-income distribution problem {4i Lx, Dx, Ly, Dy, hence L and D 
were assumed sensitive to w, r, the p's and household income levels, the 
dimensions of the production-box of Figure 1, hence the position of the 
production-possibility curve of Figures 2 and 5, etc., would interdepend 
with the final solution values of Lx, Dx, Ly and Dy. We would then 
have to solve the full problem as a set of simultaneous equations from 
the raw data: production functions, tastes (this time with an axis for 
leisure, or many axes for many differently irksome kinds of labor), and 
the W-function. Three (or more) dimensional diagrams would be needed 
for a geometrical solution. 


IV. Some Extensions 


We have demonstrated the solution o? the maximum problem of 
modern welfare economics in context of tae simplest statical and sta- 
tionary neoclassical model. Many generalizations and elaborations sug- 
gest themselves, even if one remains strictly neoclassical and restricts 
oneself to a steady-state situation where none of the data change and 
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no questions about “how the system gets there” are pence to in- 
trude. To comment on just a few: 

1. The problem could well be solved for many households, many 
goods, and many factors: it has received complete and rigorous treat- 
ment in the literature. Of course the diagrammatics would not do; ele- 
mentary calculus becomes essential. But the qualitative characteristics 
of the solution of the m by 2 by q case are precisely those of the 2 by 2 
by 2. The same marginal rate of transformation and substitution con- 
ditions characterize the solution, only now in many directions. Nothing 
new or surprising happens.” 

2. The solution did skirt one set of difficulties that were not explicitly. 
ruled ‘out by assumption. We tacitly assumed that the two sets of iso- 
quants would provide a smooth locus of “internal” tangencies, FF, in 
the production box of Figure 1; similarly, that we would get such an 
“internal” SS in the trading boxes of Figures 2 and 5. Nothing in our 





FIGURE 6 


assumptions guarantees that this should be so. What if the locus of 
maximum A’s for given feasible V’s, should occur not at points of strict 
tangency inside the box, but at what the mathematician would call 
corner-tangencies along the edges of the box? Figure 6 illustrates this 
possibility. The maximum feasible output of A, for ¥=6000, occurs at 
g, where A =400; but at ø the two isoquants are not strictly tangent 
(they touch but have different slopes). The economic meaning of this is 
simple. With endowments as indicated by the dimensions of the pro- 
duction box m Figure 6, and with technology as denoted by the iso- 
quants, it is not possible to reallocate inputs until the MRS of labor for 


28 Rigorous general treatment of the mXnXq situation does highlight a number of analytical 
fine points that are of interest to the pure theorist œ.g., the difficulties encountered if the num- 
ber of factors exceeds the number of goods. But the qualitative economics is the same. For a 
full treatment frem a nonnormative point of view, see P. A. Samuelson, ‘Prices of Factors and 
Goods in General Equilibrium,” Rev. Econ. Stud., 1953-1954, XXI (1), No. 54, 1-20. 

$ 
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land is the same in apple as in. nut production. This is because apple 
technology (as depicted) is so land-using relative to nut production 
that the ; 
a productivity of = ; 
$$ | ratio 
marginal productivity of labor 


in apple production exceeds that in nut production even when, as ato, 
all land is devoted to apples. 

Space precludes further analysis of such corner-tangency phenomena. 
They reflect the possibility that the maximuni-welfare solution may re- 
quire that not every input be used in producing every output (¢.g., no 
land in nut production or no. brain surgeons in coal mining), and may 
even render one of the inputs a “free good,” so that its total use will not 
add up to the total available supply. Let it suffice to assert that by 
formulating the maximum conditions, not in terms of equalities of 
various slopes, but rather in terms of inequalities; by explicit statement 
of the proper second-order ‘‘rate-of-change-of-slope” conditions; and 
by allowing inequalities in the factor-balance conditions (e.g., 
La+ Ly SL), such phenomena of bumping into the axes can be handled; ° 
further, that only inessential indeterminacies occur in the implied 
shadow-price configuration.” 

29 All this can perhaps be made clearer by two examples, The essential requirement for A, 
to be at-a maximum for N=6000 is that the intersection at the boundary be as in Figure 6 
rather than as in Figure 7. In the latter, o’ gives a minimum of A for N =600C; the true maxi- 
mum is at e”. The distinction between o in 6 and o’ in 7 is between the relative rates of change 
of the two MRS’s. The price indeterminacy implied by the maximum, 7.e., the fact that o is 
consistent with an r/w that lies anywhere between the two isoquants, turns out to be inessen- 
tial. A second example concerns the theory of the firm. It has been argued that if the marginal 
cost curve has vertical gaps and the price-line hits one of these gaps, then the MC = p condition 
is indeterminate, hence that the theory is no good. As has been pointed out in the advanced 
literature (e.g., by R. L. Bishop, in “Cost Discontinuities . . . ” Am. Econ. Rev., Sept. 1948, 
XXXVI, 607-17) this is incorrect: What is important is that at smaller than equilibrium 


output MC be Jess than price and at higher outputs MC exceed price. It is true, but quite 
harmless to the theory, that such a situation does leave a range of indeterminacy in the price 
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3. We stressed, above, the nonexistence of community indifference 
contours such as would provide a unique ranking, for the community as 
a whole, of various output combinations.** Individual marginal rates of 
substitution between, e.g, apples and ‘silk shirts, equalized along a 
trading-box contract curve to give a‘‘‘community.”’. MRS, are likely to 
be sensitive to the distribution of income*! between gourmets and dan- 
dies; accordingly, community MRS at a given point in commodity space, 
1.¢., the slope of a curve of community indifference, will vary with move- 
ments along the associated utility-possibility curve. However, once the 
most desirable VxUy combination for a given package of A and N is 
fixed, MRS at that A.V-point becomes determinate. It follows, as re- 
cently pointed out and proved by Samuelson,* that if the observed com- 
munity continuously redistributes “incomes” in utopian lump-sum 
fashion so as to maximize, in utility space, over the W-function implied 
by a political consensus, then there does exist, in output space, a de- 
terminate soczai indifference function which provides a ranking for the 
community as a whole of all conceivable output combinations. This 
function, which vields conventionally convex social indifference con- 
tours, can be treated as though a single mind were engaged in maxi- 
mizing it. Moreover, in concept and if granted the premise of con- 
tinuous redistribution, its contours are. subject to empirical inference 
from observed price-market data. 

This existence thecrem justifies the use of social indifference maps— 
maps “corrected” for distribution—in handling problems of production 
efficiency, international trade, etc.—a substantial analytical conven- 
ience. More important, it provides a conceptual foundation, however 
abstract, for prescription based not cn just any arbitrary ethic, but 
rather on the particular ethic revealed by a society as reflecting its own 
political consensus. 

4, It is useful, and in a Patience treatment not difficult, to drop 
the “Austrian” assumption of inelastically supplied inputs, and intro- 


that will elicit sat level of output. Such phenomena do change the mathematics of computa- 
tion. Inequalities cannot in general be used to eliminate unknowns by simple substitution. On 
all this, see the lizerature of linear programming (e.g., citations [10] and [13}). 

30 See fn, 5. 

41 In terms of abstract PCa Ps power. 

32 See citation [11]. 


33 Note, however, that none of this eliminates ‘he need for a W-function: social indifference 
contours are a convex function of individual taste patterns of the usual ordinal variety taken 
jointly with an -mplicit or explicit W-function of “regular” content and curvature. Further, 
no ultimate superiority attaches to the W/-function implied by a particular political consensus. 
One may disapprove of tne power relationships on which such consensus rests, etc. 

34 Needless to say, feasibility is not here at issue. Even on this level of abstraction, however, 
matters become much more difficult once accougt is taken of the fact that the world is not 
stationary. 
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duce leisure-work choices.” The.analytical effect is to sensitize the pro- 
duction-possibility curve to the psychic sensibilities—the preference 
functions—of individuals. Note that the empirical sense of doing -ŝo is 
not confined to an institutional or ethical context of nonimposed choice. 
A dictator, too, has-to take account of such.choices, if only because of 
feasibility limitations on coercion. 

5. We assumed away joint-product situations. This i is convenient for 
manipulation but hardly essential; the results can be generalized to 
cover most kinds of jointness. It turns out, in fact, that in dynamical 
models with capital stocks, one means for taking account of the dura- 
bility of such stocks is to allow for joint products. A process requiring 
a hydraulic press “produces”? both stamped metal parts and a “one- 
year-older” hydraulic press. 

6. In our system the distinction between inputs (Z, D) and outputs 
(A, N) could be taken for granted. But the distinction is clear only in 
a world of completely vertically-mtegrated producers, all hiring 
“primary” nonproduced inputs and producing “final” consumable 
goods and services. In a Leontief-like system that allows for inter- 
producer transactions and intermediate products, many outputs: 
electricity, steel, corn, beer, trucks, etc., are simultaneousy inputs. It 
is of interest, and also feasible, to generalize the analysis to take account 
of, e.g., coal being used not only to heat houses, but to produce steel 
required in the production of mining machines designed for the produc- 
tion of coal. Moreover, none of the essential qualitative characteristics 
of our maximum problem is violated by such generalization.* 

7. What if instead of assuming that production functions show con- 
stant returns to scale, we permit diminishing returns to proportional 
expansion of inputs? This could be due either to inherent nonlinearities 
in the physics and topography of the universe, or to the existence of 
some unaccounted-for but significant input in limited, finite-elastic 
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3 Tf we assume only one commodity, say apples, and replace the second good by leisure (or 
by negative labor input); and if we let the second-good production function be a simple linear 
relation, our previous geometry will portray the simplest goods-leisure situaticn. 


% Analytically, this is done by designating all produced goods as X3, X2, X3.... The gross 
production of, e.g., X1 has two kinds of uses: It is partly used up as an input in the production 
of Xa, Xs... and perhaps of X, (the automobile industry is a major user of automobiles). 
What remains is available for household consumption. Tae production functions have x ’s on 
the right- as well as the left-hand side. 


3? Tf “output” varies as the surface area of some solid bedy and “input” as its cubic-volume, 
a doubling of input will less than double output—this is an example of the first kind. A typical 
example of the second is the instance where the production function for fishing does not include 
an axis for the “amount” of lake, hence where beyond a c2rtain point doubling of man-hours, 
boats, etc. less than doubles the output. There is a slightly futile literature on’ whether the 
first kind could or could not exist without some element of the second. If every input is really 
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Diminishing returns to scale, as distinct from increasing returns, 
does not give rise to serious trouble, either for the analytical solubility 
of the svstem, or for the market-significance of the intrinsic price-wage- 
rent constants. It does introduce some ambiguities, however. For one 
thing, the “value” of output will exceed the total cf market-imputed 
income. This makes intuitive sense in terms of the ‘unaccounted-scarce- 
factor” explanation of decreasing returns; the residual unimputed value 
of output reflects the income “due” the “hidden” factor. If that factor 
were treated explicitly and given an axis in the production-function 
diagram, returns would nc longer diminish—since, on this view, the 
relative inexpansibility of that input gave rise to decreasing returns to 
scale to begin with—~and the difficulty would vanish.** 

In a market context, this suggests the explicit introduction of firms 
as distinct from industries. In our constant-returns-to-scale world the 
number of apple- or nut-producing firms could be assumed indeterminate. 
Every firm could be assumed able to produce any output up to Ag 
(or Ng) at constant unit cost. In fact, if we had a convenient way of 
handling incipient moriopcly behavior, such as by positing frictionless 
entry of new firms, we could simply think of one giant firm as producing 
all the required apples (nuts). Such a firm would be compelled, never- 
theless, to behave as though it were an “atomistic” competitor, t.e., 
prevented from exploiting the tilt in the demand curve, by incipient 
competitors ready instantaneously to jump into the fray at the slightest 
sign of profit. . ; 

It is, however, natural, at least in a context of market institutions, 
to think of decreasing returns to scale, as associated with the qualita- 
tively and quantitatively scarce entrepreneurial entity that defines the 
firm but is not explicitly treated as an input. Then, as apple production 
expands, relatively less efficient entrepreneurs are pulled into production 
—the total cost curve of the “last” producer and the associated shadow 
price of apples become progressively higher—and the intramarginal 
firms make “profits” due directly to the scarcity value of the entrepre- 
neurial qualities of their “entrepreneurs.” The number of firms, their 
inputs and outputs, gre determinate. The last firm just breaks even at 
the solution-value of the shadow-price.*? 
doubled, so'say the proponents of one view, output must double. The very vehemence of the 
assertion suggests the truth, to wit, that it is conceptually impossible to disprove it by refer- 
ence to empirical] evidence. Luckily, the distinction is not only ar>itrary—it depends on what 
one puts on the axes of the production-function diagram and what is built into the curvature 
of the production surface; it is also quite unimportant. One can think of the phenomenon as 
one will—~nothing will change. 

38 The fact that the “hidden scarce factor” view is heuristically useful does not, however, 
strengthen its pretension to status as a hypothesis about reality. 


39 More precisely, the “next” firm in line could not break even. This takes care of discon- 
tinuity. 
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At any rate, no serious damage is done to the statical system by de- 
creasing returns to scale. When it is a matter of actually computing a 
maximum problem the loss of linéarity is painful, but the trouble is in 
the mathematics.® . | 

8. There is one kind of complicaticn that does vitiate the results. 
We have assumed throughout that there exists. no direct interaction 
among producers, among households, and between producers and house- 
holds—that there are no (nonpecuniary). external economies or dis- 
economies of production and consumption. The assumption is reflected 
in four characteristics.of the production functions and the preference 
functions: 
ya. The output of apples was assumed uniquely Seieanined by the 
quantities of land and labor applied to apple production—A was. as- 
sumed insensitive to the inputs and.outputs of the nut industry; 
similarly for nuts. This voids the possibility that the apple production 
function might shift as a consequence of movements along the nut 
production function, t.e., that for given Da and La, A may vary with 
N, Ly and Dy. The stock example of such a “technological external 
economy” (or diseconomy) is the beekeeper whose honey output will 
increase, other things equal, if the neighboring apple producer expands 
his output (hence his apple blossom “Supply”’). 4 The very pastoral 
quality of the example suggests that in a statical context such. direct 
interaction among producers—interaction that is not reflected by prices 
—is probably rare. To the extent that it does exist, it reflects some “‘hid- 
den” inputs or outputs (¢.g., apple blossoms), the benefits or costs of 
which are not (easily) appropriated by market institutions. 

It should be emphasized that the assertion that such phenomena are 
empirically unimportant is defensible only if we rule out nonreversible 
dynamical phenomena. Once we introduce changes in knowledge, for 
example, or investment in changing the quality. of the labor force via 
training, “external” effects become very important indeed. But on our 


40 It should perhaps be repeated, however, that there remains considerable ambiguity about 
how the imbalance between income and outlay in decreasing-r2turns-to-scale situations is best 
treated in a general equilibrium setup. 

41 The other type of externality treated in the neoclassical literature, the type Jacob Viner 
labeled “pecuniary,” does not in itself affect the results. It consists in sensitivity of input prices 
to industry output, though not to the output of single firms. External pecuniary economies (as 
distinct from diseconomies) do, however, signal the existence of either fechnological external 
economies of the sort discussed here, or of internal economies among supplier firms. These 
last reflect increasing returns to scale along production functions—a most troublesome state 
discussed at length in Part V. 

42 The full “benefits” of most changes in “knowledge,” of most “ideas,” are not easily cap- 
tured by the originator, even with strong pagent and copyright protection. If, then, the energy 
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- stratospheric level of abstraction such considerations are out of order. 

b. The “happiness” oi X, as measured by Ux, was assumed uniquely 
determined by his own consumption of apples and nuts. He was per- 
mitted no sensitivity to his neighbor’s (Y’s) consumption, and vice 
versa. This rules cut not only Veblenesque “keeping up with...” 
effects, but such phenomena as Y tossing in sleepless fury due to X’s 
“consumption” cf-midnight television shows; or X’s temperance sensi- 
bilities being outraged by Y’s quiet and solitary consumption of Scotch. 
Nobody with experience of a “neighborhood” will argue that such things 
are illusory, but it is not very fruitful to take account of them in a formal 
maximizing setup.* 

c. X and Y were assumed insensitive; also, to the input-output con- 
figuration of producers, except as this affected consumption choices. 
Insensitivity to the allocation of. their own working time is subsumed 
in the “Austrian” assumption, but more is required. Y’s wife must not 
be driven frantic by factory soot, nor X irritated by an “efficiently” 
located factory spoiling his view. 

d. There is still a fourth kind of-externality: X’s satisfaction may be 
influenced not only by his own job, but by Y’s as well. Many values 
associated with job-satisfaction—status, power, and the like—are 
sensitive to one’s relative position, not only as consumer, but as supplier 
of one’s services in production. The “Austrian” assumption whereby 
Ux and Uy are functions only of consumption possibilities, voids this 
type of interaction also. 

Could direct interaction phenomena be introduced into a formal 
maximizing system, and if so, at what cost? As regards the analytical 
solubility of some maximum-of-W problem, there is no necessary reason 
why not. The mathematics of proving the existence or nonexistence of 

“solution,” cr of a unique and stable “solution,” or the task of devising 
a computational routine that will track down such a solution should one 
exist, may become unmanageable. But the problem néed nct be rendered 
meaningless by such phenomena. | 

Unfortunately that is saying very littlé indeed, except on the level of 
metaphysics. Those qualities of the system that are of particular interest 
to the economist—(i) that the solution implies a series of “efficiency 


and resources devoted to “creating new knowledge” are sensitive to private cost-benefit cal- 
culation, some potential for social gain may well be lost because such calculation will not cor- 
rectly account for cost and benefit to society at large. All this is complicated by the peculiarity 
of “knowledge” as a scarce resource: unlike most other scarcities, just because there is more 
for you there is not necessarily less for me. As for training of labor: the social benefit accrues 
over the lifetime services of the trainee; the private benefit to the producer accrues until the 
man quits to go to work for a competitor. 


43 For an important exception, however, see fn, 44 below. 
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conditions,” the Pareto marginal-rate-of-substitution conditions, which 
are necessary for the maximum of a wide variety of W-functions, and 
(ii) that there exists a correspondence between the optimal values 
of the variables and those generated by a system of (perfect) market 
institutions cum redistribution—those qualities are apt either to blur or 
vanish with ‘direct interaction.” Mest varieties of such interaction 
destroy the “duality” of the system: the constants embedded in the 
maximum problem, if any, lose significance as prices, wages, rents. They 
will not correctly account for all the “costs” and “benefits” to which the 
welfare function in hand is sensitive.“ 

In general, then, most formal models rule out such phenomena. There 
is no doubt that by so doing they abstrect from some important aspects 
of reality. But theorizing consists in just such abstraction; no theory 
attempts to exhaust all of reality. The question of what kinds of very 
real complications to introduce into a formal maximizing setup has 
answers only in terms of the strategy of theorizing or in terms of the 
requirements of particular and concrete problems. For many purposes 
it is useful and interesting to explore the implications of maximizing in 

“world” where no such direct interactions exist. 


V. Relaxing the Curvature Assumptions: Kinks and Nonconvextties 


None of the above qualifications and generalizations violate the 
fundamentally neoclassical character of the model. What happens if 
we relinquish some of the nice curvature properties of the func- 
tions? 

1. We required that the production functions and the indifference 
curves have well-defined and continuous curvatures—no sharp corners 
or kinks such as cause indeterminacy in margiral rates of substitution. 
Such smooth curvatures permit the use of the calculus, hence are 
mathematically convenient for larger than 2 by 2 by 2 models. They are, 
however, not essential to the economic content of the results. The 
analysis has been translated—and in part independently re-invented— 
for a world of flat-faced, sharp-cornered, production functions: Linear 
programming, more formally known as activity analysis, is the resulting 


“ Tt should not be concluded, however, that the different types of direct interaction are all 
equally damaging. All will spoil market performance, almost by definition; but some, at least, 
permit of formal maximizing treatment such as will yield efficiency conditions analogous to 
those of Part I—conditions that properly account for fell social costs and benefits. So-called 
“public goods,” e.g., national defense, which give rise tc direct interaction since by definition 
their consumption is joint—more for X means not less but more for Y—are an important ex- 
ample. Maximizing yields MRS conditions that bear intriguing correspondence to those which 
characterize ordinary private-good situations. But these very MRS conditions serve to reveal 
the failure of duality. (Samuelson’s is again the original and definitive treatment, See citation 


[12}.) 
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body of theory. All the efficiency conditions have their counterparts in 
such a system, and the existence of implicit “prices” embedded in the 
maximum problem is, if anything, even more striking.” 

2. Easing of the neoclassical requirement that functions be smooth 
is not only painless; in the development cf analytical economics it has 
resulted in exciting new insights. Unfortunately, however, the next step 
is very painful indeed. In our original assumptions we required that 
returns to scale for proportional expansion of inputs be constant (or at 
least nonincreasing) and that isoquants and indifference curves be “‘con- 
vex to the origin.”- These requirements guarantee a condition that the 
mathematicians call convextty. The violation of this condition, as by | 
allowing increasing returns to scale in production—due, if you wish, to 
the inherent physics and topography of the universe or to lumpiness and 
indivistbilities—makes for serious difficuities. 

The essence of convexity, a concept that plays a crucial role in mathe- 
matical economics, is rather simple. Take a single isoquant such as MM 
in Figure 8a. It denotes the minimum inputs of Z and D for the produc- 
tion of 100 apples, hence it is Just the boundary of all technologically 
feasible input combinations that can produce 100 apples. Only points 
on MM are both feasible and technologically eficient, but any point 
within the shaded region is feasible: nobody can prevent me from 
wasting L or D. On the other hand, no point on the origin side of MM 
is feasible for an output of 100 apples: given the laws of physics, etc., 
it is impossible to do better. Mathematical convexity obtains tf a straight 
line connecting any two feasible points does not anywhere pass outside the 
set of feasible points. A little experimentation will show that such is the 
case in Figure 8a. In Figure 8b, however, where the isoquant is of 
“queer” curvature—MRS of L for D increases—the line connecting, 
e.g., the feasible points y and ¢ does pass outside the “feasible” shaded 
area. Note, incidentally, that an isoquant of the linear programming 
variety, as in Figure 8c, is ““convex’’—this is why the generalization of 
(1) above was painless.” 

What kind of trouble does nonconvexity create? In the case of con- 
cave-to-the-origin iscquants, t.e., nonconvex isoquants, the difficulty is 


45 [Tsoquants in such a setup consist of linearly additive combinations of processes, each proc- 
ess being defined as requiring absolutely fixed input and output proportions. This gives iso- 
quants that look like that in Figure 8c. 


48 A little diagremmatic experimentation will show that the geometric techniques of Part I 
remain fully adequate. 


47 Tt is important not to confuse mathematical convexity with curvature that appears “‘con- 
vex to the origin.” Mathematical convexity is a property of sets of points, and the set of feasi- 
ble output points bounded by a production-possibility curve, for instance, is convex if and only 
if the production-possibility curve itself is “concave to the origin” (or a straight line). Test this 
by the rule which defines convexity. s 
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FIGURE 8 


easy to see. Look back at Figure 1 and imagine that the old nut- 
isoquants are really those of apple producers, hence oriented to thé 
southwest, and vice versa for nuts. Examination of the diagram will 
show that the locus of tangencies, FF, is now a locus of minimum com- 
binations of A and NW. Hence the rule that MRS’s be equalized will-re- 
sult in input combinations that give a minimum of WN for specified 4.8 

3. This is not the occasion for extensive analysis of convexity prob- 
lems. It might be useful, however, to examine one very important 
variety of nonconvexity: increasing returns to scale in production. Geo- 
metrically, increasing returns to scale is denoted by isoquants that are - 
closer and closer together for outward movement along any ray from 


A 





Da 


FIGURE 9 


48 A minimum, that is, subject to the requirement that no input be “wasted” from an engi- 
neering point of view, z.¢., that each single producer be on thé procuction function as given by 
the engineer. ° 
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the origin: to double: output, you less than- double the inputs. Note 
that the isoquants still bound convex sets in the LD plane (they arè 
still as in Figure 8a). But in the third or output dimension of a two- 
input, one-output production surface, slices by vertical planes through 
the origin perpendicular to LD. will cut the production surface in such 
a way as to give a boundary such as_VV in Figure 9. It is evident that 
VV bounds a nonconvex set of feasible points, so the full’ three- 
dimensional set of feasible input-output points is not convex. 

The effect of such nonconvexity in input-output space can be classified 
with respect to its possible implications for (a) ‘thé slopes of producers’ 
average cost (AC) curves; (b) for the slopes of marginal cast (MC) 
curves; (c) for the curvatiire of the production-possibility curve. 





`- Frevre 10 


' a. Increasing returns to scale and AC curves. It is a necessary conse- 
quence of increasing returns to scale that at the maximal configuration 
of inputs, outputs and mput prices, producers’ AC curves decline with 
increasing output. By the definition of increasing returns to scale at a 
given point 7 of a production function, successive isoquants in the 
neighborhood of r lie closer and closer together for movement “‘north- 
east” along the ray from the origin through r (Z in Figure 10). As 
Figure 10 is drawn, the ray Z happens also to correspond to an expansion 
path for the particular r/w ratio denoted by ‘the family of isocost 
lines R'W’: each R'W” is tangent to an isoquant along Z. Given 
r/w=|tangent 6|, a profit-maximizing apple producer will calculate his 
minimum total cost for various levels of output from input-output 
points along Z. But along Z the equal cost R’W’ tangents in the 
neighborhood of 7 lie closer and closer together for increasing output, 
as do the isoquants. This implies that the increase in total cost for equal 


ra 
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successive increments in output declines. Ergo, the AC curve at r for 
r/w= {tangent 8| must be falling. 

Suppose the expansion path for r,/w=|tangent 0| happened not to 
correspond to the ray Z, but only tc cross it at r. The intersection of 
A, with Z would not then mark the minimum-cost input-mix for an out- 
put of 44, hence the increase in minimized total cost between A; and 
A, would be even less than in Figure 10: the negative effect on AC 
would be reinforced. The point is, simply, that if for movement along 
a ray from the origin cost per unit oi output declines, AC will decline 
even more should production at minimized total cost call for changes 
in the input-mix, t.e., departure from the ray Z. 

What, then, if the maximum-of-IV input-output combination re- 
quired of this particular producer 1s dsnoted by the point 7? It has just 
been shown that AC at 7 is falling. A falling AC implies a marginal cost 
curve (MC) that lies below the average. But if r is the Q’’’-point, the 
shadow-p, will just equal MC of r. It follows that the maximum-of-W 
configuration requires pa <AC, t.e., perpetual losses. Losses, however, 
are incompatible with real life (perfect! markets; hence where increasing 
returns to scale prevails correspondence between market-directed and 
W-maximizing allocation fails. In an institutional context where pro- 
ducers go out of business if profits are negative, markets will not do.* 

Increasing returns to scale has also a “macro” consequence that is 
associated with <AC. For constant returns to scale, we cited Euler’s 
theorem as assuring that total factor incomes will just equal total value 
of output. In increasing-returns-to-scale situations, total imputed factor 
incomes will exceed the total value of output: rD-+wl>psA+pyN.™ 

b. Increasing returns to scale and MC curves. Where nonconvexity of 
the increasing-returns-to-scale variety -esults in falling AC curves, real- 
life (perfect) markets will fail. What of a Lange-Lerner socialist bur- 
eaucracy, where each civil-servant plant-manager is instructed to 
maximize his algebraic profits in terms of centrally quoted “shadow” 
prices regardless of losses? Will such a system find itself at the maximum- 
of-W configuration? 

It may or may not. If AC is to fall, MC must lie below AC, but at 
the requisite Q-output, MC’s may nevertheless be rising, as for example 
at e in Figure 11. If so, a Lange-Lerner bureaucracy making input and 
output decisions as atomistic ‘‘profit-maximizing” competitors but ig- 
noring losses will make the “right” decisions, t.e., will “place” the sys- 

4 Needless to say, comments on market effectiveness, throughout this paper, bear only on 
the analogue-computer aspects of price-market systems. This is a little like talking about sex- 
less men, yet it is surely of interest to examine such systems viewed as mechanisms pure and 
simple. 


60 The calculus-trained reader can test this for, say, a Cobb-Douglas type function: 
A=L4"D4f, with (a+8)>1 to give increasing returns to scale. 


BATOR: WELFARE MAXIMIZATION 49 


tem at the maximum-of-W. Each manager equating his marginal cost 
to the centrally quoted shadow price given out by the maximum-of-W 
solution, will produce precisely the output required by the Q-configura- 
tion. By the assumption of falling AC’s due to increasing returns to 
scale either one or both industries will show losses, but these are irrele- 
vant to optimal allocation. 

What if for a maximum-of-W producers are required to produce at 
points such as e’, where p= MC but MC is declining? The fact that 
e shows AC>MC=p, hence losses, has been dealt with above. But 
more is involved. By the assumption of a falling 4/C-curve, the horizon- 
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FIGURE 11 


tal price line at e’ cuts the MC curve from below, hence profit at e’ is not 
only negative: it is at a minimum. A “real-life” profit maximizer would 
certainly not remain there: he would be losing money by the minute. 
But neither would a Lange-Lerner bureaucrat under instruction to 
maximize algebraic profits. He would try to increase his output: 
“extra” revenue (p4) would exceed his MC by more and more for every 
additional apple produced. In this case, then, not only would real life 
markets break down; so would p e wandea decentralized maximizing 
of profits by socialist civil servants." 
Paradoxically enough, the correct rule for all niste whose MC is 


St There is an ambiguity of language in the above formulation. Jf at the maximum-of-W 
configuration losses prevail, the maximum profit position “in the large” will be not at p=MC 
but at zero output. Strictly speaking, a Lange-Lerner bureaucracy must be instructed to 
equate marginal cost to price or profit-maximize “in the small” without regard to the absolute 
value of profit. “Make any continuous sequence of small moves that increese algebraic profits, 
but do not jump to the origin.” It is precisely the ruling-out of the zero-output position, unless 
called for by A{C> + everywhere, that distinguishes Lange-Lerner systems from “real-life” 
perfect markets, both viewed as “analogue computers.” 


8 This would necessarily ke the case, for instance, with Cobb-Douglas type increasing-re- 
turns-to-scale functions. Such functions imply ever-falling MC curves, for whatever r/w ratio. 


€ Note that a falling MC curve is simply a reflection of nonconvexity in the total cost curve. 
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falling at the Q-point is: “minimize your algebraic profits.” But no such 
rule can save the decentralized character. of the Lange-Lerner scheme. 
In a “convex” world the simple. injunction to maximize profits in re- 
sponse to centrally quoted ‘prices, together with raising (lowering) of 
prices by the responsible “Ministries” according to whether supply 
falls short of (exceeds) demand, is all that is needed. Nobody has to 
know ex ante, e.g., the prices associated with the Q-point. In fact the 
scheme was devised in part as a counter to the view that efficient alloca- 
tion in a collectivized economy is impossible due- simply to the sheer 
administrative burden of calculation. With increasing returns to:scale, 
however, the central authority must evidently know where MC’s will 
be falling, where rising: it must know, before issuing any instructions, 
all about the solution. 

c. Increasing returns to scale and the production-possibility curve. 
What is left of “duality”? Real-life markets and unsophisticated Lange- 
Lerner systems have both failed. Yet it is entirely possible, even in 
situations where the Q-constellation implies AC>MC with declining 
MC, that the maximizing procedure of Part I remains inviolate, and 
that the constants embedded in the maximum probiem retain their 
price-like significance. To see this we must examine the effect of in- 
creasing returns to scale on the production-possibility curve. There are 
two possible cases: | 

i. It is possible for both the apple and the nut production functions 
to exhibit increasing returns to scale, yet for the implied production- 
possibility curve to be concave to the origin, 7.¢.,; ; Mathematically çon- 
vex (as in Figure 2). While a proporticnal expansion:of La and Da by 
a factor of two would more than double apple output, an increase in A 
at the expense of WV will, in general, not take place by means of such 
proportional expansion of inputs. Examination of FF in Figure 1 makes 
this clear for the constant-returns-to-scale case. As we move from any 
initial point on FF toward more A’ and less NV, the Ea/D a and Ly/Dy 
proportions : change. 39 

The point is that if, as in Figure 1, Jerdi is important relative to labor 
in producing apples, and vice versa for nuts, expansion of apple produc- 
tion will result in apple producers having to use more and more of the 
relatively nut-prone input, labor, in preportion to land. Input propor- 
tions in apple production become less “favorable.” The opposite is true 
of the input proportions used in nuts as nut procuchen declines. This 


5 Not quite all. Even in a statical context, the lump-sum i income transfers called for by Q 
require central calculation. And if adjustment paths are explicitly considered, complex ques- 
tions about the stability of equilibrium arise. (Z/.g., w-ll excess demand always he corrected by 
raising price?) 

55 Only if FF should coincide with the diagonal of the box will proportions not change. Then 
increasing returns to scale would necessarily imply an inward-bending production-possibility 
curve. 
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phenomenon explains why with constant returns to scale’ in both 
functions the production-possibility curve shows concave-tc-the-origin 
curvature. Only if FF in Figure 1 coincides ‘with the diagcnal: 2.e., if 
the intrinsic “usefulness” of L and D is the same in apple production as 
in nut production, will F’F’ for constant returns to scale be a straight 
line. 

The above argument by Soros -remains valid if we now intro- 
duce a little increasing returns to scale in both functions by “tele- 
scoping” each isoquant successively farther towards the origin. In fact, 
as long as the FF curve has shape and curvature as in Figure 1, the 
production-possibility curve, F’F’ in Figures 2 and 5, will retain its 
convexity. 

In this “mild” case of increasing returns to scale, with a still convex 
production-possibility curve, the previous maximizing ru-es give the 
correct result for a maximum-of-W. Further, the constants embedded 
in the maximum problem retain their meaning. This is true in two 
senses: (1) They still reflect marginal rates of substitution and trans- 
formation. Any package of L, D, A and N worth $1 will, a! the margin, 
be just convertible by production and exchange into any other package 
worth $1, no more, no less: a dollar is a dollar is a dollar. .. . (2) The 
total value of maximum-welfare “national” output: p44 + bul , valued 
at these shadow-price constants, will itself be at a maximum. A glance 
at Figure 5 makes this clear: at the price-ratio denoted by the line 
P’,P'y, X is the point of highest output-value. As we shall see, this cor- 
respondence between the maximum welfare and “maximum national 
product” solutions is an accident of convexity. | 

ii. It is of course entirely possible that -both production functions 
exhibit sufficiently increasing returns to scale to give, for a 
totals of. L and D, a production-possibility curve such as F”F” 
Figure 12.’ This exhibits nonconvexity in output space, What now 
happens to the results? 

If the curvature of F’’F’”’ is not “too sharp,” the constants given out 
by the maximum-of-W problem retain their “dollar is a dollar” meaning. 
They still reflect marginal rates of substitution in all directions. But 
maximum W is no longer associated with maximum shadow-value of 
output. A glance at Figure 12 confirms our geometric intuition that in 
situations of nonconvex production possibilities the bliss point coincides 
with a minimized value-of-output. At the prices implied, as denoted by 
|tan y|, the assumed Q-point p is a point of minimum p4 A+ py N.53 


& For the infinitesimal movements of the calculus, 
67 Try two functions which are not too dissimilar in “factor intensity.” 


58 For d4/ N= | tangent wl, (paA+ PNN) is at i maximum at the intersection -of F” R" 
with the A-axis, Recall, incidentally, that in situations of falling MC producers were required 
to minimize profits. 


52 THE AMERICAN ECONOMIC REVIEW ` 


But with nonconvexity in output space, matters could get much more 
complicated. If the production-possirility curve is sharply concave out- 
ward, relative to the indifference curves, it may be that the “minimize 
profits’ rule would badly mislead, sven if both industries show de- 
chining MC’s. Take a one-person situation such as in Figure 13. The 
production-possibility curve F’’’F’’’ is more inward-bending than the 
indifference curves (U), and the point of tangency A is a point of 





FIGURE 12 


minimum satisfaction. Here, unlike above, you should rush away from 
A. The maximum welfare position is at AW—a “‘corner tangency”’ is 
involved. The point is that in nonconvex situations relative curvatures 
are crucial: tangency points may as well be minima as maxima.** 


59 Recall that in our discussion of Part IV corner-tangencies were important in situations 
where no feasible internal tangencies existed. Here there exist perfectly good and feasible in- 
ternal tangencies—but they are loci of minima rather than maxima. The second-order condi- 
tions, expressed as inequalities, constitute the crucial test of optimal allocation. 

It is tempting, but a mistake, to think that there is a unique correspondence between the 
curvature of the production-possibility curve, and the relative slopes of the nut and apple 
MC curves. It is true that the [4£C4/MCy' ratio associated with a point such as Q’ in Figure 
5 must be smaller than [M/Ca/MCwy] at any point of more A and less N on F’F” (e.g., ô): the 
absolute slope of F’F’ has been shown to equal pA/py=[MC4/MCy], and at 0’ the slope is 
less steep than at 6. It is also true that along a nomconvex production-possibility curve, such 
as that of Figure 12, an increase in A and a decrease in N are associated with a decline in 
[mx Ca/M Cr}. But it ‘does not follow, e.g., in the first case of Figure 5, that at Q’ MCa must be 
rising for an increase in A sufficier:tly to offset a possibly falling M Cx. (Remember, in moving 
from 9’ to ô we move to the right along the A-axis but to the left along the N-axis.) For any 
departure from Q will, in general, involve a change in input shadow-prices, hence skiftis in the 
MC curves, while the slopes of the curves at Q’ were derived from a total cost curve calculated 
on the basis of the given, constant, Q-values of w and r. The point is that cost curves are par- 
tial-equilibrium creatures, evaluated at fixed prices, while movement along a production-possi- 
bility curve involves a general-equilibrium adjustment that will change input prices. Hence 
itis entirely possible that at say 0’, in Figħre 5, both MCy and MCa are falling, though F’F’ is 
convex, 
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So much for nonconvexity. In its mildest form, if isoquants and in- 
difference curves retain their normal curvature and only returns to. 
scale “increase,” nonconvexity need not violate the qualitative charac- 
teristics of the maximum-of-W problem. The marginal-rate-of-substitu- 
tion conditions may well retain their validity, and the solution still 
could give out a set of shadow prices, decentralized responses to which 
result in the maximal configuration of inputs, outputs and commodity 
distribution. But certain nonmarginal total conditions for effective real- 
life market functioning, e.g., that all producers have at least to break 





Ficure 13 


even, are necessarily violated. The shortcoming is in market institutions: 
the maximum-of-W solution requires such “losses.” The important 
moral is that where increasing returns to scale obtains, an idealized 
price system is not an effective way to raise money to cover costs. It 
may, however, still be an effective device for the rationing of scarcities." 


VI. Dynamics 


We have examined in some detail what conditions on the allocation 
and distribution of inputs and outputs can be derived from the maximi- 
zation of a social welfare function which obeys certain restrictions.“ We 


69 No mention has been made of the case that is perhaps most interesting from an institu- 
tional point of view: production functions that show increasing returns to scale initially, 
then decreasing returns as output expands further. No profit-seeking firm wi-] produce in the 
first stage, where AC is falling, and Ap and Ng may only require one or a few firms producing 
in the second stage. If so, the institutional conditions for perfect competition, very many firms, 
will not exist. One or a few firms of “efficient’”’ scale will exhaust the market. This phenomenon 
lies at the heart of the monopoly-oligopoly problem, 


81 See in. 11. 


54 THE AMERICAN ECONOMIC REVIEW 


have done so, however, using a statical mode of analysis and have 
ignored all the “dynamical”. aspects:of the problem: To charge that 
such statical treatment is “‘unrealistiz” is to.miss, I think, the essential 
meaning and uses of theorizing. It is true, however, that such treatment 
buries many interesting problems—problems, moreover, some of which 
yield illuminating insight when subjected to rigorous analysis. Full 
dynamical extension is not possible here, but some indication of the 
directions which such extension. might take is perhaps warranted: 

1. The perceptive reader will have noticed that very little was said 
about the dimensions of A, N, La, Da, Ly, and Dy. The static theory of 
' production treats outputs and inputs as instantaneous time rates, 
“‘flows’’—-apples per day, fabor-hours per week, etc. This ignores the 
elementary fact that in most production processes outputs and the 
associated inputs, and the various inpvts themselves, are not simultane- 
. ous! Coffee plants take five years to grow, ten-year-old brandy has to 
age ten years, inputs in automobile manufacture have to follow a cer- 
tain sequence; it takes time to build a power station and a refinery (no 
matter how abundantly “labor and land” are applied): One dynamical 
_ refinement of the analysis, then, consists. in “dating” ‘the inputs and 
resultant outputs of the production functions, relative to each other. 
In some instancés only the ordinal sequence is of interest; in others, 
- absolute elapsed time, too, matters—plaster has to dry seven days be- 

fore the first coat of paint is applied. 

2.‘ Another characteristic of production, on this planet at least, (is 
that service flows are generated by stocks of physical things which yield 
their services only through time. “Turret-lathe operations can be 
generated only by turret-lathes and these have congealed in them 
service flows which cannot be exhausted instantaneously but only over 
time. In a descriptive sense, a turret-lathe’s services of today are “Joint” 

‘and indivisible from some turret-lathe’s services of tomorrow. Strictly 
speaking, this is true of most service flows. But some things, like food, 
or coal for heating, or gasoline, exhaust their services much faster than, 
e.g., steamrollers, drill presses; buildings, etc. The stock dimension of 
the former can be ignoréd in many problems; this is not true of the latter 
set of things, which are usually labeled as fixed capital.” A second 
dynamical extension, then, consists in 2 Ae tromueing stock-flow relation-_ 


ships into the production functions.. 


3. Lags and stock-flow relations are re implied also by thé _goods-in- 
process phenomenon. Production takes place over pae and transport 





& Much depends on arbitrary or specia] institutional assumptions abdut how much optinii- 
zation we leave in the background for the “engineer. ” For example, machines of widely vary- 
ing design could very likely yield a giv@n kind of service. “A Jathè is not a lathe is. 
Further, no law of nature precludes the rather speedy using-up of a Mthe-aby using i ita Epe 
as scrap metal. In some situations it could even be ecor:omic to do so. ; 
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takes time, hence seed cannot be produced. at the instant at which it is 
planted, nor cylinder, heads the moment they are required on the as- 


sembly line. They have to be in existence for some finite time before 
they are used. ae | 


4, One of the crucial intertemporal interrelations in allocation and dis- 
tribution in a world where stocks matter and where production takes 
time, is due to the unpleasant (or pleasant) fact that the inputs of any 
instant are not manna from heaven. Their supply depends on past out- 
put decisions. Next year’s production possibilities-will depend, in part, 
on the supply of machine tools; this, in turn, partly depends on the re- 
sources devoted this year to the construction of new machine tools. 
This is the problem of investment. From today’s point of view invest- 
ment concerns chcice of outputs; but choice of what kinds and amounts 
of machines to build, plants to construct, etc:, today, makes sense only 
in terms of the input-uses of these things temorrow. Input endowments, 
L and D, become unknowns as well as data. 

5. Tomorrow’s input availabilities are also affected by how inputs 
are used today. The nature and intensity of use to.which machines are 
subjected, the way in whick soil is used, oil wells.operated, the rate at 
which inventories are run down, etc., partly determine what will be left 
tomorrow. This is the problem of physical capital consumption, wear 
and tear, etc.—the problem of what to subtract from gross investment 
to get “net” capital formation, hence the net change in input supplies. 

How do these five dynamical phenomena fit'into the maximum-of- ` 
welfare problem? Recall that our W-function was assumed sensitive to, 
and only to, X’s.and Y’s consumption. Nothing was said, however, 
about the timing of such consumption. Surely not only consumption of 
this instant matters.) In a dynamic context,. meaningful welfare and 
preference functions have to provide a ranking not only with respect to 
all possible current consumption mixes but also for future time. They 

ust, provide scme means for weighing apples next week againsi nuts 
and apples today. Such functions will dafe each unit of A and N, and 
the choice to be made will be between alternative time-paths of con- 
sumption.® 

Given such a context, the above five dynamical phenomena are 
amenable to a formal maximizing treatment entirely akin to that of 
Parts I, IT and II. They are, with one qualification,™ consistent with 





i 


8 Note how little weight is likely to be given to current consumption relative to future 
consumption if we pick short unit-periods. This year certainly matters, but what of this 
afternoon versus all future, or this second? Yet what of the man who knows he'll die tomorrow? 
Note also the intrinsic philosophical dilemmas: e.g., is John Jones today the “same” person he 
was yesterday? 


“ Capital is characterized not only by the fact oe durability, but also by lumpiness or indi- 
visibility “in scale.” Such lumpiness results in.nonconvexity, hence causes s2rious analytical 
troubles, a 
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the convexity assumptions required “or solubility and duality. The re- 
sults, which are the fruit of some very recent and pathbreaking work 
by R. M. Solow and P. A. Samuelson (soon to be published), define 
intertemporal production efficiency in terms of time-paths along which. 
no increase in the consumption of any good of any period is possible 
without a decrease in some other consumption. Such paths are charac- 
terized by the superimposition, on top of the statical, one-period or 
instantaneous efficiency conditions, or certain intertemporal marginal- 
rate-of-substitution requirements. But the statical efficiency require- 
ments retain their validity: for full-fledged dynamical Pareto-efficiency 
it is necessary that at any moment in time the system be on its one- 
period efficiency frontier. 
Incidentally, the geometric techniques of Part I are fully adequate to 
the task of handling a Solow-Samuelson dynamical setup for a 2 by 2 
by 2 world. Only now the dimensions of the production box and hence 
the position of the production-possibility curve will keep shifting, and 
the solution gives values not only for inputs, outputs and prices but also 
for their perlod-to-period changes. | 
There are many dynamical phenomena less prone to analysis by a 

formal maximizing system than the five listed above. The qualitative 
and quantitative supply of labor-input <n the future is influenced by the 
current use made of the services of people. There are, also, important 
intertemporal interdependences relatirg to the fact of space—space 
matters because it takes time and resources to span it. Moreover, we 
have not even mentioned the really “difficult” phenomena of “grand 
dynamics.” Production functions, preference functions, and even my or 
your welfare function shift over time. Such shifts are compounded by 
what in a sense is the central problem of nonstationary dynamics: the 
intrinsic uncertainty that attaches to the notion of future.” Last, the 

“yery boundaries of economics, as of any discipline, are intrinsically arbi- 
trary. Allocation and distribution interact in countless ways with, the 
politics and sociology of a society ... “everything depends on every- 
thing.” But we are way beyond simple analytics. 


A HISTORICAL NOTE ON THE LITERATURE 


Note: For a short but substantive history of the development of thought in this field, the 
reader is referred to Samuelson’s synthesis (nonmathema*tical), pp. 203-19 of Foundations [1]. 


* For possible exception to this, due to sensitivity of the volume of saving, hence of invest- 
ment, to “as imputed” income distribution, cf. my “On Capital Productivity, Input Alloca- 
tion and Growth,” Quart. Jour. Econ., Feb. 1957, LXXI, 86-106. 

66 Although labor is in many respects analytically akin to other kinds of physical capital— 
resources can end need be invested to expand the stock of engineers, as to expand that of cows 
and ‘machines. Machines, however, are ng} subject to certain costless “learning” effects. 


67? While formal welfare theory becomes very silent wher. uncertainty intrudes, much of eco- 
nomic apalysis—e.g., monetary theory, trade fluctuations—would have little meaning except 
for the fact of uncertainty. 
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See also Bergson, “Socialist Economics,” Survey of la Economics, Vol. I [2] and 
Boulding, “Welfare Economics,” Survey, Vol. II [3]. 


The foundations o: modern welfare theory are well embedded i in the soil 
of classical economics, and the structure, too, bears the imprint of the line 
of thought represented by Smitt, Ricardo, Mill, and Marshall. But in class- 
ical writing prescription and analysis are inseparably intertwined, the un- 
derlying philosophy is unabashedly utilitarian, and the central normative 
concern is with the echcacy of market institutions. In contrast, the develop- 
ment of modern welfare economics can best be understood as an attempt to 
sort out ethics from science, anc allocative efficiency from particular modes 
of social organization. | 

The classical tradition reached its culmiration in Frofessor Pigou’s 
Wealih and Welfare [4].. Pigou, the last of the great premoderns was also, 
_ as witness the Economics of Welfare [5], among the first of the moderns. But 
he was not the first. Vilfredo Pareto, writing during the first years of the 
century, has a pre-eminent claim [6]. It is his work, and Enrico Barone’s 
after him [7]—with their focus on the analytical implications of maximiza- 
tion—that constitute the foundations of the modern structure. Many 
writers contributed to the construction, but A. P. Lerner, Abram Bergson, 
and Paul Samuelson come especially to mind {8]. Bergson, in particular, in 
a single article-in 1938, was the first to make us see the structure whole. 
More recently, Kenneth Arrow has explored the logical underpinnings of 
the notion of a social welfare function in relation to social choice [9]; T. C. 
Koopmans, Gerard Debreu and others have tested more complicated 
systems for duality [10]; Samuelson has developed a meaningful species of 
social indifference function [11] and derived efficiency conditions for “‘public 
goods” [12]; and Robert Solow and Samuelson, in work soon to be published, 
have provided a dynamical extension [13, 14]. 

There is, also, ar important modern literature devoted to the. possible 
uses of the structure of analysis for policy prescription. Three separate sets 
of writings are more or less distinguishable. There was first, in the ’twenties 
and ’thirties, a prolonged controversy on markets versus government. 
L. von Mises [15] and later F. A. Hayek [16] were the principal proponents of 
-unadulterated laissez faire, while H. D. Dickinson, Oscar Lange, Lerner 
and Maurice Dobb stand out on the other side [17]. The decentralized social- 
ist pricing idea, originally suggested by Barone and later by F. M. Taylor, 
was elaborated by Lange to counter the Mises view that efficient allocation 
is impossible in a collectivized economy due simply to the sheer scale of 
the administrative burden of calculation and control. 

Second, in the late 1930’s, Nicholas Kaldor [18] and J. R. Hicks [19] took 
up Lionel Robbins’ [20] challenge to economists not to mix ethics and | 
science and suggested a series of tests for choosing some input-output con- 
figurations over others independently of value£8 Tibor Scitovsky pointed 
out an Important asymmetry in the Kaldor-Hicks test [21] and Samueison 
in the end demonstrated that a “welfare-function” denoting an ethic was 


68 The Hicks-Kaldor line of thought has some ties to an earlier literature by Marshall, Pigou, 
Fisher, etc., on “what is income.” 
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-needed after all [22]. I: M. D. Little tried, but I think failed; to shake this 
conclusion [23]. The Pareto conditiors are necessary, but never sufficient. 

Third, there is a body of writing, some of. it in a partial-equilibrium mode, 
which is concerned with policy at a lower level of abstraction. Writings by - 
Harold Hotelling, Ragnar Frisch, J: E. Méade, W: A. Lewis, are devoted 
to the question of optimal pricing, marzinal-cost or otherwise, in public 
utility (M.C.<A.C.) situations. [24]. Hotelling, H. P. Wald, M. F. W. 
Joseph, E. R. Rolph and G. F. Break, Little, and more récently Lionel 
McKenzie, have, in turn, analyzed alternative fiscal devices for covering 
public deficits [25]. Last, a number of the above, notably Lerner, Kaldor, 
Samuelson, Scitovsky, Little, McKenzie and, most exhaustively, Meade, as 
well as R. F. Kahn, Lloyd Metzler, J. de V. Graaf, H. G. Johnson and others 
have applied the apparatus to questions of gains from international trade, 
optimal tariffs, etc. [26]. 
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ANTITRUST AND THE CLASSIC MODEL 


By SHOREY PETERSON* 


“Outsiders,” wrote John Neville Keynes in introducing his Scope and 
Method, “are naturally suspicious of a science, in the treatment of which 
_ anew departure is so often and so loudly proclaimed.”! It is a curious 
and disturbing fact that at the traditional center of economics—the role 
of markets in solving the general problem of order in economic life— . 
new departures have been proclaimed so often. 

Outsiders become aware of econcmics mainly when economists ap- 
praise the working of the economy or propose guides for its control; 
and it is here that the theory of values and markets, more than in its 
abstract expression, has chief impact. In the quarter-century since 
Chamberlin put monopoly and competition together in a single formu- 
lation, economists have stressed the prevalence of monopoly elements 
in markets, but have differed in interpreting this condition, especially 
in its beering on policy. Commonly they relate it to pre-Chamterlin 
thought regarding the nature and place of competition, and bring a 
putative “classic” model, at least implicitly, into their discussion. In 
doing so they will agree that such a model describes badly how markets 
really work, but will often disagree as to its normative role. They may 
accept its guidance in defining the necessary working of markets in a 
free system, and then despair of the future of control through markets 
that do not and cannot work in that manrer. Or, more hkely ncw, they 
may reject the model as a false guide because our present economy seems 
to do very well without meeting its requirements. As substitutes for it 
they may rely on theories of “workable competition” and “counter- 
vailing power.” 

The present contention is that both of these views misrepresent 
earlier analysis when they deduce policy implications from models used 
in static theory. How wrong the deduciion can be is apparent when we 
examine the work of such economists as John Bates Clark and Alfred 
Marshall who brought their theory into the -practical realm. Their 
handling of market problems, running the gamut from static theory to 
policy proposals, warrants neither the pessimism nor the rejection. 
Indeed it would be more accurate to say that their thinking set a course 


* The author is professor of economics at the University of Michigan. 
2 The Scope and Method of Political Economy (London, 1891), p. 8. 
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which we are still largely following, and perhaps without being much 
farther down the road. The senior Keynes should find merit in a fuller 
sense of the continuity in this development. 


I. Current Interpretations of the Earlier View of Markets 


Galbraith, for example, proceeds in his American Capitalism from the 
position that a “vast distance separates oligopoly from the competition 
of the competitive model.” “It is a measure of the magnitude of the 
disaster of the old system,” he says, “that when oligopoly or crypto- 
monopoly is assumed it no longer follows that any of the old goals of 
social efficiency are realized.” And again: “By evolution, from a system 
where nearly everything worked out for the best, economists found 
themselves with a system where nearly everything seemed to work out 
for the worst.’” 

‘As thus stated, this view of earlier thinking may lead to a denial 
merely of its descriptive validity, or also of its normative worth. In 
The Decline of Competition Arthur R. Burns displayed the first of these 
‘leanings, He-pegai. by adopting the usage common since Chamberlin of 
employing the term “competition to mean pure competition and of re- 
ferring to situations departing therefrom, that is, to most markets, as 
noncompetitive or monopolistic. Under a variety of circumstances 
business firms act in light of “the effects of changes in their output, or 
their price policy, upon the market as a~whole,” and thus “find them- 
selves in the position of a monopolist” fee and output decisions. 
In a context not of abstract theory but of market appraisal and policy 
recommendation, Burns finds it significant that “price añd production 
policies would be expected to differ from those associated with perfect- 
competition.” In his long and impressive recital of the monopoly ele- ~~. 
ments in markets, it seems to be enough to show that these elements are 
present—unnecessary to determine how seriously they cause price and 
output adjustments to depart from an acceptable norm that embraces 
all elements of public interest. More recently Burns has affirmed his 
view that, under the antitrust laws, ‘‘we have failed to achieve a com- 
petitive system at all closely resembling that which was in the minds 
of the economists of the last century... ,”’ and presumably has indi- 
cated his conception of the earlier view when he says: “Only pure price 
competition can produce the results which most people have in mind 
when they defend what they call in general terms ‘the competitive 


system.’ 7’ ; 


2 J. K. Galbraith, American Capitalism—The Concept of Countervailing Power (Cambridge, 
Mass., 1952), pp. 45, 46, 51. See also Ch. 2. 


3A. R. Burns, The Decline of Competition (New York, 1936), pp. 3-6, 40-41. The second 
reference is to his contribution to the “The Effectiveness of the Federal Antitrust Laws: a 
Symposium,” D. M. Keezer, ed., Am. Econ. Rev., June 1949, XXXIX, 691-94. 
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But to Galbraith the lack of fit of the competitive model has quite a 
different meaning. While, according to it, things should work out for 
the worst under present conditions, they have not done so. The Ameri- 
can economy appears wonderfully effective. The model must thus be 
rejected as guide as well as description; there can be no need of promot- 
ing the competition it envisages. In Galbraith’s theory the offsetting 
power of groups on opposite sides of the market ‘fills the breach, and 
market power is thereby kept from upsetting the allocative and dis- 
‘tributive mechanism. i - aa 

The equally optimistic and more widely accepted view of present 
markets is that competition, to succeed as regulator, need not approach 
the perfection of the model—indeed, it should not do so. This is the 
view that is now variously formulated under the caption of “workable | 
competition.” The essence of it is that even such rivalry as prevails 
when competitors are few can serve quite well in assigning resources and 
dividing income, and is greatly superior to its improbable purer cousin 
in promoting productivity and progress. In developing this view 

Schumpeter doubted the complete success of pure compet lon CVE lam 
a static maximizing agent, but stressed ryan sie an ideal aisposition 
of resources at a given point in time is of saj] consequence when com- 


pared with the development of produseish through time. The compe- 
tition that counts is “the compet ón 


from thë new commodity, the 
new technology, the new SOME of supply, the new type of organiza- 
tion... ”; and for it ty Operate, substantial elements of market power 


are P E the concomitant of requisite firm size but as 
steadying innuencésin what would otherwise be too turbulent an eco- 
nomic sea. The present point is that Schumpeter regarded this theory 
a of market operation as almost completely at odds with traditional 
thought. Despite some recognition of monopoly, “neither Marshall and 
Wicksell nor the classics,” he.said, “saw that perfect competition is the 
exception and that even if it were the rule there would be much less 
reason for congratulation than one might think.’ . 
With similar optimism respecting big-firm capitalism A. A. Berle, in 
his recent The 20th Century Capitalist Revolution, joins in the rejection 
of older thinking, but with his own characteristic interpretation. Under 
the corporate system it is not true, he says, that ‘‘competition of great 
units (which does exist) produces the same results as those which used 
to flow from competition among thousands of small producers. ... And 

it is indefensibly disingenuous to assert that these operations are -° 
primarily following economic laws more or less accurately outlined by 
` the classic economists a century ago when the fact appears to be that 


4 J. A. Schumpeter, Capitalism, SociaMsm, and Democracy, 2d ed. (New York and London, 
1947), pp. 74~78 and Ch. 7, 8. 
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they are following a slowly emerging pattern of sociological and political 
laws, relevant to the rather different community demands cf our time.” 
For urging the effectiveness of competition among the giants, Sumner 
Slichter is put in the category of the disingenuous, “since competition 
within the system of corporate concentrates produces results quite dif- 
ferent from the balanced economy expounded by Adam Smith.’’> What- 
ever the looseness of his history, whether of markets or of economic 
thought, Berle joins with Schumpeter and Galbraith in finding that 
present results are generally good. 

Galbraith and Berle wrote for a wide audience and Schumpeter has 
been widely read; and their rejection for present use of a supposed classic 
model is now echoed in abler segments of the public press. Thus Business 
Week, under the heading “Clobbering Theory,” reports the 1953 
American Economic Association meetings in which Galbraith’s thesis 
was discussed: “Classic economics teaches that only a competitive 
economy can be sound and prosperous. ... But the fact is that the 
United States economy bears only a remote likeness to the classic pic- 
ture of a competitive system—and yet it has prospered enor- 
mously.... 78 And Fortune, in an article on “The New Competition,” 
points out that “the word competition no longer means what it once 
did.” It is a competition that prevails even among oligopolists and it 
has been a ‘‘stunning succéss.”’ This competition is said to be essentially 
different from what competition meant “to most of the economists and 
experts who have until recently shaped the accepted notions of com- 
petition. `.. Competition to them is a way of life that can be defined 
fairly rigidly. They conceive competition in terms of the grand old 
original or classic model of Adam Smith and his followers.’”? 

To economists trained in the 1920’s and before, as this writer was— 
and especially to economists who have long followed the theory under- 
lying antitrust policy—-the foregoing oft-repeated view of what has 
happened to economics must seem mildly shocking. Contrary to this 
view, it would be truer to say that the trend represented by the phrase 
“workable competition” is a natural outgrowth of the thinking fifty 
years ago of such economists as J. B. Clark and Alfred Marshall. The 
policy conclusions objected to by workable-competition advocates really 
rest on the broadened definition of monopoly in much more recent 
theory. Some would recast earlier theory in line with this definition, 
but Marshall and Clark, and other theorists of realistic outlook from 
Adam Smith on, quite surely would have rejected the policy implica- 


6 A. A. Berle, Jr., The 20th Century Capitalist Revolution (New York, 1954), pp. 11-12, 43- 
52. 
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tions of any such reconstruction of their thought. Their conception of 
welfare was never confined to the norm of precise efficiency in allocation 
and their pratical judgments moved well beyond the narrow boundaries 
of static analysis. 


II. Older Thinking as to Economic Goals, Especially 
in a Dynamic Setting 

When economists give their main attention to a theoretical problem — 
they are not in effect declaring that the solution of that problem meets 
all the requirements, or even the principal requirements, of well-being. 
Economists of the nineteenth century, especially the classical, Aus- 
trian, and neoclassical economists, gave their greatest effort to the 
problem of value. Smith, Ricardo, and the classical writers were unable 
to relate utility and cost meaningfully, or the values of factors and prod- 
ucts fundamentally, and it required generations of economists to define 
the value conditions of economic behavior. The problem was fascinating 
in itself, and it seemed vital because prices were an obvious basis of 
action and of income in a specialized and exchanging society. A full 
grasp of the system-wide problem of economy in using resources, and 
the inherent relation of distribution to it, seems to have come only 
gradually, and with it a full realization of the role of a system of values 
in solving the general problem of order; but as thinking acquired this 
focus, the necessity of dealing with so complex a problem under simpli- 
fied assumptions became evident. Very naturally the analysis was 
carried forward, especially by mathematically inclined economists, to 
an attempted final formulation of the condition of ideal maximization 
in the whole economy. The problern was worthy of the effort given it; 
but the inference is unwarranted that economics thereby limited its 
concern to a nice allocation of resources, or viewed the assumptions of 
` allocation theory as descriptive of the real world. 

The supposed need today of a new theory of economic performance, 
at sharp variance from the traditional, may indeed reflect some shift in 
emphasis among the several economic goals, There is great stress now 
on progress in total output, and earlier theory may have dealt inade- 
quately with it. Schumpeter doubtless judged rightly in asserting the 
superiority of this objective over the niceties of assigning and rewarding 
factors; but he was wrong, nevertheless, in unputing neglect of it to the 
leading economists of earlier periods, or the advocacy by them of con- 
ditions which would impede its accomplishment. These economists 
seemed to think that coordination of activities through markets was 
the most fruitful problem for economists to attack; but most of them 
took it for granted that welfare depends primarily on high output and 
on the conditions necessary to it. Adam Smith struck the keynote in 
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beginning his Inquiry into the Nature and Causes of the Wealih of N ations 
with a treatment “Of the Causes of Improvement in the Productive 
Power of Labour...” and in his obviously greater concern over 
‘Progress of Opulence” than over any model that might now be de- 
scribed as “grand old original or classic.” J. S. Mill concluded the intro- 
duction to his Principles with the statemert: “The laws of Production 
and Distribution, and some of the practical consequences deducible 
from them, are the subject of the following treatise.” His long first Book 
deals with production; and when, following Books II and IIT on distri- 
bution and value, he passes in Book IV from the “statics of the subject” 
to its “dynamics,” he views the progress of society largely in terms of 
expanding production.?®. 

No one should attempt to state briefly the criteria by which Marshall 
was guided in the incidental appraisals that appear in his broad picture 
of economic organization. Advance in output is implicit as a leading 
element in many of his remarks on progress; but his main concern was 
with nothing less than the whole improvement of man.. Certainly it 
would misrepresent him grossly to say that he thought the success of a 
system depended on achieving certain marginal relationships in using 
resources. “The main concern of economics,” he said, “is thus with 
human beings who are impelled, for good and evil, to change and- 
progress. Fragmentary statical hypotheses are used as temporary 
auxiliaries to dynamical—or rather biological—conceptions: but the 
central idea of economics, even when its Foundations alone are under 
discussion, must be that of living force and movement.’”® 

In the present context John Bates Clark is the most instructive 
spokesman for traditional economics, since he was both an eminent 
expositor of neoclassical doctrine and a leading student of monopoly 
and antitrust policy, writing in the midst of early excitement over the 
threat of concentrated market power to the economic structure. In 
formulating in his Distribution of Wealth his static, perfect-market 
theory of factor pricing and resource use, he characterized his effort 
with the concluding statement that “all real knowledge of the laws of 
movement depends upon an adequate knowledge of the laws of rest.” 
He saw this approach as only a part of economics since ‘‘a static state 
...1S Imaginary. All natural societies are dynamic; and those which 
we have principally to study are highly so.” “A theory of disturbance 
and variation,” he said then, would be ‘‘included in the science of eco- 

8 J. S. Mill, Principles of Political Economy (New York; 1883, from 5th London edition), 
Vol. I, p. 42; Vol. II, pp. 271-72. As to his personal choice among the tests cf a good system, 
Mill said he could not “regard the stationary state of capital and wealth with the same unaf- 


fected aversion so generally manifested toward it by political economists of tke old school’! 
(Vol. i, P. 336). : e 
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nomic dynamics; but the most important thing that is included in it is 
a theory of progress,’ Clark essayed this larger task in his Essentials 
of Economic Theory, though only as a “provisional statement of the 
more general laws of progress” ; and in it he set forth his views of monop- 
oly and of related policy, as will be noted below." For the moment we 
need only observe Clark’s perspective of goals, as when he stated in his 
The Conirol of Trusts that “...progress is in itself the summum 
bonum in economics, and that society is essentially the best which im- 
proves the fastest.” ” 

But it is only part of the story to see that leading economists of the 
- past gave no special pre-eminence to the value matters they studied so 
thoroughly, and looked on their static hypotheses as something less 
than realistic description. While they stressed high and growing produc- 
tion, did this result not depend in their theory on a degree of competition ` 
impossible under modern conditions? Galbraith, notably, rests his 
criticism on this interpretation. Among “the old goals of social effi- 
ciency” he includes “getting the most for the least—the common en- 
gineering view of efficiency,” together with “appropriate incentive to 
change—the adoption of new and more efficient methods oi produc- 
tion”; and he lumps these production goals with those of optimum 
allocation and distribution in declaring that when competitors are few 
“it no longer follows that any of the old goals of social efficiency are 
realized.” Indeed, for all of these goals to be reached, as Galbraith inter- 
prets the requirements of earlier theory, competition should be con- 
strued even more rigorously than was done; and he applauds the more 
recent economists who “began to require of competition a meaning 
which would cause it, in turn, to produce the economic and social 
consequences which earlier economists had associated with it.’ 

The opposite view seems more pléusible. Only when traditional eco- 
nomics is thus “perfected” is it vulnerable to the charge that, by its 
rationale, everything should work out for the worst in modern capital- 
ism. We should not inflict on it so damaging a refinement. It is true that 
competition has always been assigned a central place among the condi- 
tions of productivity and progress; it has been counted on to spur 
improvement, rid industries of weak producers, prevent gain through 


10 The Distribution of Wealth (New York, 1899), pp. 442, 31, 33. 

1 Essentials of Economic Theory—as Appitec to Modern Problems of Industry and Public 
Policy (New York, 1907), p. v. 

2 The Control of Trusts (New York, 1901), pp. 82-83. 

18 Galbraith, op. cit., pp. 16-20. Very properly Galbraith includes among the main ecoromic 
goals—along with high productivity, effective allocation, and acceptable distribution—the 
stable high-level employment of resources. Ir: dealing with this goal traditional economics 
comes off less well; but here the matter at issue is only incidentally, if at all, the competition 
that was assumed. 
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restricting performance. But the competition that serves these ends 
need not be perfect—-in major respects it should not be—and earlier 
economists knew this, much as we do. Whatever the perfection formerly 
thought necessary for markets:to perform certain allocative and dis- 
tributive functions—the topic of the following section—no such con- 
dition should be read into their analysis of the more dynamic, on- 
moving aspects of economic performance. 

Again, J. B. Clark’s thinking is pertinent—a natural source for stu- 
dents who would link their thinking with the past. Clark did indeed in- 
sist that monopoly is decidedly “unfavorable to continued improvement 
in the productive arts” whereas “competition is the assured guarantee 
of all such progress.” But Clark wrote prior to that unfortunate usage 
by which all that is not pure competition is labeled monopoly. By 
monopoly he meant unified control of a market, and by competition, 
in this context, “healthful rivalry in serving the public.” He feared the 
trusts that were developing and saw that “partial monopolies” were 
prevalent and dangerous.“ But he saw the advantages of large estab- 
lishments and also of consolidations, including even their contributions 
to research and innovation, which Galbraith says was slow to be recog- 
nized. The following may summarize Clark’s view: 


A vast corporation that is not a true monopoly may be eminentlv pro- 
gressive. If it still has to fear rivals, actual or potential, it is under the 
same kind of pressure that acts upon the independent producer— 
pressure to economize labor. It may be able to make even greater prog- 
ress than a smaller corporation could make, for it may be able to hire 
ingenious men to devise new appliances, and it may be able to test them 
without greatly trenching on its income by such experiments, When it 
gets a successful machine, it may Introduce it at once into many mills. 
Consolidation without monopoly is favorable to progress." 


Thus, in the manner of Schumpeter and others, Clark was saying not 
merely that productivity and progress can persist in the face of an 
admixture of monopoly, but that within limits they are promoted 
positively by it. This view appeared most clearly in his appreciation of 
patent policy: “If an invention became public property the moment 
that it was made, there would be small profit accruing to any one from 
the use of it and smaller ones from making it.... This fact affords a 
justification for one variety of monopoly. . . . Patents are a legal device 
for promoting improvements, and they accomplish this by invoking the 
_ principle of monopoly which in itself is hostile to improvement.” He 
recognized the possibility of abuses, but he sensed the principle, which 


4 Essentials, pp. 364, 374, 382, 533-34. å 
15 Thid., p. 534. 
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he stated elsewhere more abstractly, that perfect competition instead of 
being a condition of progress would actually prevent it. 

There is another quite different resp2ct in which the fullest competi- 
tion is often deemed harmful and unwerkable. It lies in the fact that in 
modern industry with its indivisibilities, fixed costs, and lumpy expan- 
sion in anticipation of demand, whelly unrestricted competition is 
likely to make profit-seeking too difficult, losses too prevalent, for firms 
to remain healthy and vigorous. This view was also common a half- 
century and more ago and was urged zs a reason for accepting, though 
with misgiving, the limitations that size and combination bring. In his 
early work, The Philosophy of Wealth, Clark applauded the “‘conserva- 
tive competition in which economists of a few years ago were able to 
see realized a general harmony of social interests”; and with it he con- — 
trasted “the fiercer contest in which eventual success comes to a par-. 
ticipant through the extermination of rivals, the process well-named 
‘cut-throat’ competition.” “Easy and tolerant competition,” Clark said, 
“is the antithesis of monopoly; the cut-throat process is the father of 
in 

Later he provided an explanation, £s we would now, in terms of fixed 
costs and unused capacity and the possibility that competition will drive 
prices down close to the level of variable costs. Such competition he 
pointed out, in discussing water transportation in the Essentials, results 
usually in “a merely tacit agreement to ‘live and let live’’’; and he 
thought “a normal kind of competition will stop short of the warfare 
which drives both rivals into bankruptcy.’ Still later, in the second 
edition of The Control of Trusts, the situation in industry in general was 
explained, and the case presented and conditions set forth for “a 
tolerant and normal competition” under which big industry can remain 
vigorous.!*® This fear of wholly unrestricted competition was quite 
general among American economists of the period.” That Marshall 
questioned the wisdom of unlimited competition was evident both in 
his Principles and in his Industry and Trade, as will appear incidentally 
in the following section. 


16 Thid., pp. 360, 366, 373. Clark’s “five organic changes,” the basis of his “economic dynam- 
ics,” included growth of population and of capital and changes in methods and organization 
of production and in consumers’ wants. Shifting cf production to new products did not receive . 
separate recognition but appeared under the last heading. Ibid., 203-06. 

17 The Philosophy of Wealth (Boston, 1886), p. 120. 

18 Essentials, pp. 414-15. 

19 J, B. Clark and J. M. Clark, The Control of Trusts, rev. ed. (New York, 1912), pp. 168-83. 

20 See, for example, A. T. Hadley, Economics (New York and London, 1896), CH. 6; J. W. 
Jenks, The Trust Problem, rev. ed. (New York, 1935), pp. 140, 16-20; F. W. Taussig, Principles 
of Economics, 2d ed. (New York, 1911), Vol. IT. pp. 434-36. 
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II. Workability of Imperfect Competition, as Seen 
| by Earlier Economists 


Now let us turn, in this comparison of past with present eines 
from the conditions of expanding productivity and general industrial 
health to the distortions commonly attributed to monopoly. To say 
that a system with some mixture of monopoly in its competition may 
do a good job in developing productive power is not to say that it 
escapes serious misallocation and exploitation. Much that is now claimed 
on behalf of a new concept of competition, supposedly different from 
that of the older economists, amounts to saying that our economy does 
so well in expanding output that we can afford to overlook the distor- 
tions. This, in part, is what Schumpeter said. But theories of “workable 
competition,” as of “countervailing power,” go further and give reasons 
why departures from purity in competition do little harm to price rela- 
tionships. Are these reasons much different from the views of econo- 
mists of fifty or more years ago? Again, the present theme is that they 
are not—that they differ only as more fully developed concepts differ 
from their origins. 

To begin with, we need perspective of the place that pure competition, 
or whatever the ‘‘classic model” implies, had in relevant earlier thinking. 
A plausible conclusion, when we scan the long attack on value problems, 
is that particular features and degrees of competition had a much smaller 
place in the whole analysis, even implicitly, than is now often supposed. 
The main struggle of economists over a century or more was not in 
spelling out marginal refinements but in putting the main building 
blocks in some sort of order: in relating utility and cost; in recognizing 
other costs than labor; in seeing the broad dependence of factor prices 
on product prices, as well as the narrower reverse relationship; in assign- 
ing separate values to factors used in combination—all, of course, with 
incremental logic but with the main structure transcending the static 
niceties. In a society faced with vast possibilities of gross error in adapt- 
ing complex resources to satisfying countless wants, formulation in value 
terms of the main elements of system-wide order was the goal to be 
sought and is the achievement now to be applauded. 

In this setting the problems of allocation and distribution do not de- 
pend for their solution on a certain kind of competition; the essential 
solution is largely independent of the type of market. It is often said 
that competition is the regulator of a market economy; but, on the con- 
trary, the chaos that would prevail in the absence of effective control is 
obviated not by competition alone but by the more general operation of 
the whole price mechanism. This is evident when we observe that even 
a monopolist can derive revenue only¥ by producing what people will 
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buy, and that he is best off when he aims at the most valuable flow of 
products from tae resources he uses. Nor can he get the most profit 
without employmg effective techniques of production, and in other re- 
spects selecting and combining factors to best advantage. His demand 
. enters into the total demand for each factor, and this demand, with the 
supply,-sets the price of the factor and the cost of its use, and thus pro- 
vides the essential barrier to inferior applications of it. True, his market 
power creates stresses that prevent full maximization from the social 
standpoint and his income may be greater than his performance re- 
quires. But the main elements of order are still present. A degree of _ 
competition tha- will keep these distortions within acceptable bounds 
has always been thought of as an essential part of the mechanism, but 
it is only a subcrdinate part of the whole, scheme of control that the 
older economics 2xplained for us, 

This is elementary and is said only because lack of perspective re- 
garding it has been common and has appeared in widely influential 
writing. The corfusion may be explicit, as in assuming that a market 
economy is pracczically unregulated unless competition approaches per- 
fection—or that the older economics. held this to be the case. Or it may 
be implicit, as, for example, in Berle’s contention that corporate opera- 
tions are no longer guided by the market forces of traditional theory but 
by the mores of essentially political entities. Berle is offering a plausible 
theory of behav-or within a limited zange of decision- making; but, so 
far as traditional economics is concerned, he overlooks the main point, 
namely that the greatest corporation is still subject to the tyranny of 
the income statement and can prosper only as it directs production in 
keeping with buyer preferences and uses resources with an eye to costs 
determined in a setting of alternative uses. 

Thus viewed, this value structure defines the broad ondion of 
order in a market economy even when competitors are few. But its 
formulators may still be charged with setting up misleading guideposts 
if, implicitly, they made the ultimate niceties the crux of the alloca- 
tion process. THis, however, does not seem to have been the case, at 
least among leading economists who related theory to practical issues. 
_ In this connection also, J. B. Clark is the best example of an able 
theorist concerred specifically with monopoly and antitrust. Clark 
seems generally to have recognized the difficulties that economists of 
the period are now said to have ignored, and his resolution of them sug- 
gests much present thinking. In his Essentials he says: 

The most striking phenomenon of cur time is the consolidation of in- 

dependent esteblishments by the forming of what are usually called 
-© trusts; and this and all the approaches to it are precluded by the static 

hypothesis. There is a question whether, after competition has reduced 
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establishments in one subgroup to a half dozen or less, they would not, 
even without forming a trust, act as a quasi-monopoly.*! 


.He saw the danger: “What we have is neither the complete monopoly 
nor the merely formal one, but one that has power enough to work in- 
jury and to be a menace to industry and politics.” But markets still . 
provide protection: even when the entire product comes from a single 
company, ) 


... the price may conceivably be a normal one. It may stand not much 
above the cost of production to the monopoly itself. If it does so, it is 
because a higher price would invite competition. The great company 
prefers to sell all the goods that are required at a moderate price rather 
than to invite rivals into its territory. This is monopoly in form but nct 
in fact, for it is shorn of its injurious power; and the thing that holds 
it firmly in check is potential competition. ...Since the first trusts 
were formed the efficiency of potential competition has been so con- 
stantly displayed that there is no danger that this regulator of prices 
will ever be disregarded.” 


But, said Clark, this “check works.imperfectly. At some points it re- 
strains the corporations quite closely and gives an approach to the ideal 
results, in which the consolidation is very productive but not at all op- 
pressive; while elsewhere the check has very little power, oppression 
prevails, and if anything holds the exactions of the corporation within 
bounds, it is a respect for the ultimate power of the government and an 
inkling or what the people may do if they are provoked to drastic 
action.” He was hopeful that a policy aimed at “keeping the field open 
for competitors” might obviate more drastic action. This would require 
prevention of unfair and predatory methods. “The preservation of a 
normal system of industry and a normal division of its products requires 
the suppression of all those practices of great corporations on which 
their monopolistic power depends.’ 

While Clark saw the possibility of quastmonopoly wher. competitors 
are few, he believed “‘that competition usually would, in fact, survive 
and be extremely effective among as few as five or six competitors, till 
they formed some sort of union with each other.’** No well-formed 
theory of oligopoly governed his thinking, and thus he saved himself 
the ordeal, first, of assuming full joint profit maximization when there 
are few competitors, and then of finding later a complex of reasons for 
doubting whether in fact this outcome is likely under dynamic cendi- 


21 Essentials, p. 201. 

2 Ibid., pp. 380-82; italics in original. 
23 Ibid., pp. 383, 395. 

2 Ibid., pp. 201-02. 
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tions. With only moderate skepticism he might have accepted 
Schumpeter’s view that the monopoly elements may be just sufficient to 
offset the forces of “creative destruction” which threaten the disappear- 
ance of profit. Clark observed: 


The actual shape of society at any one time is not the static model of 
that time; but it tends to conform to it, and in a very dynamic society . 
is more nearly like it than it would be in one in which the forces of 
change are less active. With all the transforming influences to which 
American industrial society is subject, it today conforms more closely 
to a normal form than do the more conservative societies of Asia.* 


Marshall, like Clark, fits poorly the supposed pattern of older think- 
ing that we are questioning—a pattern of implied optimism respecting 
capitalism mistakenly resting on its assumed close resemblance to some 
model of near-perfect competition. Marshall was at least in part aware 
of the theoretical import of that ideal competitive state in which pro- 
ducers sell “in a large open market ic such small quantities, that cur- 
rent prices will not be appreciably affected by anything which they 
may do or abstain from doing...*’; but he disliked pushing his 
hypotheses so far. For better or worse, a “principle of continuity,” as 
he had called it, animated his thinkins, and he saw “great mischief” in 
_ “drawing broad artificial lines of division where Nature has made 
none.’”’ Thus, even in his Principles, in explaining “normal” pricing 
in manufacturing and merchandising, he did not adopt as his starting 
point the fluid, market-determined pricing of agriculture, but instead 
assumed the condition of quoted prices which prevails in such markets, 
with each seller dependent not on an impersonal body of purchasers but 
on specific patronage. For instance, in <onsidering the common situation 
of firms that immediately must operate below capacity, he says: 


In a trade which uses very expensive plant, the prime cost of goods is 
but a small part of their total cost; znd an order at much less than 
their normal price may leave a large surplus above their prime cost. 
But if producers accept such orders in their anxiety to prevent 
their plant from being idle, they glut the market and tend to pre- 
vent prices from reviving. In fact however they seldom pursue this 
policy constantly and without modera-ion. If they did, they might ruin 
many of those in the trade, themselves perhaps among the number; 
and in that case a revival of demand would raise violently the prices of 
the goods produced by the trade. Extreme variations of this kind are 
in the long run beneficial neither to producers nor to consumers; and 
general opinion is not altogether hosti.2 to that code of trade morality 


% Ibid., p. 197. 

7 Alfred Marshall, Industry and Trade @Londor., 1927), p. 401. Much of this volume was 
written long before its appearance in 1919, part of the type having been set in 1904, 

1 Principles, preface to the ist edition as appearing in the 8th, p. ix. 
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which condemns the action of anyone who “spoils the market” by being 
too ready to accept a price that does little more than cover the prime 
cost of his goods, and allows but little on account of his general ex- 
penses,?8 


Thus, in his theory of short-run use of plant capacity, Marshall im- 
plicitly rejects pure competition as his expository framework, and he 
rejects also the allocative result of pure competition as a sufficient 
criterion in judging control through markets. 

Marshall’s Principles was devoted to what he called “foundations,” 
the exposition of the “normal” in equilibrium terms; and the more 
“biological” approach required by the development of modern industry 
he put aside for separate analysis in his Industry and Trade.” In this 
analysis the prevailing theme is that even “open” markets display only 
a qualified competition, and monopoly and competition “shade into 
each other by imperceptible degrees.” “Every manufacturer, or other 
business man, has a plant, an organization, and a business connection, 
which put him in a position of advantage for his special work”; and thus 
“for the time being he and other owners of factories of his class are in 
possession of a partial monopoly. ... Combinations for regulating 
prices aim at consolidating provisionally this partial monopoly, and at 
putting it in good working order. ... ’%° In this setting he examines at 
length the growth of plant size for technical reasons and the many- 
rooted development of corporate combination and cartelization in 
Germany, Britain, and America. 

Competition has a central place in neociassical theory; but Marshall, 
its great exponent, remained unexcited by his impressive evidence that 
competition is manifest mainly in rough approximate ways. Monopoly 
power is a continual threat, but ‘‘absolute monopolies,” he believed, 
“are of little importance in modern business as compared with those 
which are ‘conditional’ or ‘provisional ” and the latter keep their 
place only if “they do not put prices much above the levels necessary 
to cover their outlays with normal profits.” Like Clark, Marshall 
thought a “severely monpolistic price policy” unlikely because “a man 
of sound judgment... will keep a watchful eye on sources of possible 
competition, direct and indirect.” Potential competition, the competi- 
tion of substitutes, a long-run concern over the welfare of customers, 
were all stressed as significant restraints. 


238 Thid., p. 375. 
29 As explained in the preface to the 8th edition of the Principles, pp. xii-xiv. 


30 Industry and Trade, pp. 178, 196. Marshall’s extensive pre-Chamberlir exposition of the 
theme of monopolistic competition is set forth by H. H., Liebhafsky in “A Curious Case of 
Neglect: Marshall’s Industry and Trade,” Can. Jour. Econ. and Pol. Sci., Aug. 1955, XXI, 
339-53. 


3 Indusiry and Trade, pp. 395-98, 405-09, 523-26. 
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Marshall saw also the restraining effect of product differentiation. 
Though it violates the purity of competition, it obstructs all arrange- 
ments for price control, which are difficult to bring about when products 
are not standardized. At the same time Marshall observed that stand- 
ardized goods, which include “raw materials or half-finished products, 
or implements” used in business, are likely to be bought by firms that 
possess market power and “therefore are likely to meet the danger of 
oppressive action on the part of a combination, in control of things 
which they need to buy, by a counter-federation of their own. That is 
apt in its turn to stimulate the growth of similar federations on the 
part of traders or producers who need to buy some of their products; 
and so on till the end of the chain. . .. ’** So “countervailing power,” 
and the condition tending to produce it, received a respectful nod. 

Nothing like the “classic model” seems to have been considered 
seriously by Marshall as a policy goal. Early industrial competition, 
back to Ricardo, had not resembled any sort of market ideal, though the 
contrary is now often assumed. It was rather the “aggressive competi- 
tion” of “crude, though energetic men,” a “species of warfare,’ and 
was not likely, as the preceding section indicated, to produce a ‘“‘solid 
prosperity.” For most of British industry Marshall found adequate the 
more restrained kind of competition, with the greater admixture of 
monopoly, which came in his day. Even in America, he thought, 
“Anglo-Saxon moderation and stability have enabled competitive and 
monopolistic abuses to be kept within -elatively narrow limits, with but 
little direct intervention of authority.” At the same time, monopoly 
was more dangerous than was generally realized, with greater menace 
in ‘monopolistic association” than in “monopolistic aggregations”; and 
a policy more positive than publicity, which he generally favored, 
might become necessary.” 

With such spokesmen as Clark and Marshall writing in this vein, it 
is surprising that Schumpeter should have belittled neoclassical doctrine 
as he did. To him the competition of his predecessors was a “competition 
within a rigid pattern of invariant conditions,” and not at all the com- 
petition of new and better products and processes that he thought im- 
portant. He failed to note that this emphasis of his was essentially an 
unfolding of earlier thought and that he was quite in the earlier vein in 
saying of this latter competition that it “acts not only when in being 
but also when it is merely an ever-present threat...” and that “in 
many cases, though not in all, this will in the long-run enforce behavior 
very similar to the perfectly competitive pattern.’™ It is surprising, too, 

z2 Ihid., p. 549. 


8 Jbid., pp. 179, 655, 400. ° 
“ Schumpeter, op. cit., pp. 84-85. 
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that Schumpeter, in these allusions to traditional economics, failed to 
credit it with explaining the broad market and value structure that his 
theory implicitly relied on in circumscribing the distortions of crudely 
competitive markets, He saw the older economics not in its whole rele- 
vant expanse but only in its effort to sharpen particular relationships 
with the tools of static theory. In another context, however, that of Lis 
“socialist blueprint,” he paid neoclassical economics the ultimate tribute 
of relying almost step by step on its essential structure in showing hew 
socialism may solve the general problem of economy in using resources.® 


IV. Models and Policy 


There has been looseness at all times in perceiving the role of static 
models of competitive market operation. Such models are useful, 
indeed essential, in rendering manageable the numerous elements in the 
general problem of order in the economy. They supply the framework 
for tracing allocative effects of given practices and policies, and in this 
role provide a starting point in observing when market power is mani- 
fest. But static models may also mislead: through being supposed to re- 
flect closelv the actual processes of markets; through suggesting that they 
embrace all elements of welfare and afford a basis for judging economic 
performance as a whole; through tempting the user to toss all departures 
from their exact conditions into a common pot called monopoly and 
leading him, without guidance as to the seriousness of the deviations, in- 
to unhappy conclusions as to how the economy is working, or should be 
expected to work. 

However, economists who seem at times to insist in supposed 
traditional fashion on near-perfect competition as a conditicn of accept- 
able economic performance may not carry this insistence into their 
more practical judgments. Galbraith supports his conception of earlier 
thinking by repeated use of Hayek’s statement in The Road to Serfdom 
that “the price system will fulfill this function [of general control] only 
if competition prevails, that is, if the individual producer has to adapt 
himself to price changes and cannot contrel them.” But the context of 
this statement does not imply purity of competition, since Hayek is only 
declaring the general superiority of control through markets over 
“central planning for the growth of our industrial system,” which, he 
says, is by comparison ‘incredibly clumsy, primitive, and limited in 
scope.” And he indicates that he finds acceptable a competition that 
can ordinarily be reconciled with the economies of size—one in which 
the firm, while it cannot control prices, can certainly influence them. 


% Ibid., Ch. 16. 


3% F. A. Hayek, The Road to Serfdom (Chicago, 1944), Ch. 4, The first quotation is from p. 49 
and is used by Galbraith, op. cit., pp. 15, 35. 
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Pigou, with his elaborate concern over deviations from equality in 
marginal social net products, may likewise be thought of as intolerant 
of imperfect market adjustments. But Pigou was explicit that “simple 
competition,” as he called it, is not feasible technically; and he pre- 
ferred a limited antitrust approach, such as Clark favored, to a more 
drastic control of business.*? 

But even though they were not purists in their conception of adequate 
competition in a policy context, should not all these exponents of older 
thinking have been overwhelmed by the full impact of modern oligopoly 
theory? While granting some latitude to business decision in a dynamic 
system, could they digest the idea that business firms, separate but few 
in number, may so calculate each sther’s moves that they arrive at 
the price and output conclusions of the single monopolist? However 
loosely their frame of thought is construed, can modern markets be 
made to operate successfully within it? 

The answer is yes, if we accept Clark and Marshall as spokesmen of 
earlier thinking and are not ourselves overwhelmed by the first approxi- 
mations of modern theory. Indeed, without certain present insights, 
they came close to the spot where we now find ourselves, as conflicting 
insights begin to cancel out. Unworried by the neat logic of joint profit 
maximization when competitors are few, they were not bound to in- 
vestigate the exacting and unusual conditions of that logic: its assump- 
tions of a common view of demand and cost functions, of lack of aggres- 
sive desire for a larger share of markets, of standardization not only of 
products but of market terms in general, of pricing that is open and 
above-board, of absence of fear of new entries and substitute products 
and all the dynamic hurly-burly thet Schumpeter made the center of 
his thinking. About the same position can be reached, in an unsophisti- 
cated way, without first falling into the oligopoly trap and then freeing 
one’s self from it. 

Thus the views mainly to be corrected are not those of the older 
economists. They had a fair sense of the impact of modern industry, 
and on tenable grounds held that roarkets might still exercise adequate 
control, while permitting desirable progress. Perfect competition must 
fail as a useful policy norm not merely because markets do not operate 
in that way but because we would not want them to. The views to be 
corrected now by theories of a “new competition” that is “workable,” 
or even by theories of “countervailing power,” are rather those of fol- 
lowers of Chamberlin who fell into the bad habit of equating competi- 
tion with pure competition, of confusing theoretical benchmarks with 


a7 A. C. Pigou, The Economics of Welfare, 4th 2d. (London, 1950), Ch, 21. In this chapter 
Pigou notes the possible restraining efiect’of the countervailing power of opposed monopolies; 
but he doubts its effectiveness in protecting the public. 
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policy norms, of expecting highly monopolistic behavior in most 
markets where competitors are few. 

Undoubtedly the study of markets has been revitalized in the last 
quarter-century. New theory has suggested what to look for, industry 
characteristics have been revealed with new significance, new insights 
into policy have been gained. But still, in the field of practical policy, 
these developments have worked little effective change; nor is it clear 
that they will. It has seemed useful , for instance, with competition and 
monopoly commingling over a wide range, to devise means of measuring 
the degree of monopoly in markets. Ingenious techniques have been 
contrived in the abstract, and there has been some attempt to apply 
them, especially in the case of- concentration indexes. But one easily 
agrees with Machlup when, after reviewing these efforts, he concludes 
that such measurement is “even conceptually impossible,” quite apart 
from its applicability." Oligopoly theory seems less promising now then 
it once did, not only because of its profusion of elements but because 
factors other than numbers are seen to be widely significant.*® It is al- 
most shocking to recall the view of commentators after tae Tobacco 
decision (1946) that this theory had therewith been made part of 
judicial standards and might properly dominate them in such cases. 

The nature of policy problems forces us back toward the looser ap- 
proach of earlier economists, and indeed of competent lawyers and 
judges. Even if we could measure degrees of deviation from pure com- 
petition, we would accomplish little unless pure competition were the 
market condition really desired—the condition that would promote a 
balanced achievement of diverse economic goals; and surely it is not. 
And even if we had a significant measurement, relAted to a truly opti- 
mum market norm, the policy question would remain: In a society in 
which ideal blueprints never materialize, what degree of departure 
from the norm is reasonably acceptable, in light of political as well as 
economic factors? More theory and more research will aid us; but there 
can be no answer except through the kind of experienced judgment 
always relied on in such matters. 

Views differ greatly as to the desirable form and rigor of antitrust 
policy; but the differences do not really spring from a theoretical 
cleavage. They arise, as in the past, from dissimilar appraisals of in- 
commensurable goals and market factors as seen in a framework that 
remains about the same. Economists who stress the nice equating of 
marginal results are more alarmed by monopoly elements than are 


38 Fritz Machlup, The Political Economy of Monopoly (Baltimore, 1952), Ch. 12, esp. pp. 
526-28. 


33 See, for instance, Carl Kaysen in the Nationa Bureau of Economic Research volume, 
Business Concentration and Price Policy (Princeton, 1955), p. 118. 
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economists who stress productivity and progress. The former have also 
a stricter idea of what reasonable pzofit means. Such groups may view 
differently the contribution of greet firms in lowering costs and im- 
proving products, the competitive potency of product and technical 
substitutes, the need of market restraints to induce innovation and to 
prevent harmful price-cutting where reserve capacity ‘accompanies 
growth. But these grounds for disegreement are as explicable in the 
theory of Clark and Marshall as of today. 

To this point our theme has been developed without mention of 
John Maurice Clark, son of John Bates and leading formulator of the 
reasons why competition may be effective in an economy in which 
monopoly elements are common. In his well-known paper, ‘“Toward a 
Concept of Workable Competition,” Clark, it seems, was not trying to 
close a gap caused by failure of the older theory, but was concerned 
rather with recent refinements of the competitive model which, he said, 
“may serve as a starting point of aralysis” but which, when used as a 
guide in approaching policy have “seemed at times to lead to undesira- 
ble results... . %0 In a sense he bridged the periods by paralleling the 
exacting modern idea of pure competition with an equally sophisticated 
conception of the realizable and acceptable working of markets, and thus 
formulated with added fullness and precision a basis of policy toward 
which his father and his father’s contemporaries- were moving. 

Elsewhere J. M. Clark has said, in writing of his father: “What may 
reasonably be asked of the theorists of the current generation is that 
they integrate their findings with those elements of the thought of the 
preceding generation which have enduring value, and which they tend 
to neglect.’ The present theory -of pure competition and of departures 
from it grows naturally out of the older static analysis of markets; 
present theories of workable competition, even when stretched to make 
room for elements of countervailing power, likewise particularize 
older thinking regarding feasible market operation under dynamic con- 
ditions. Analysis of this side of modera capitalism ae no revolution 
in economic thought. 


1 Am. Econ. Rev., Jane 1940, XXX, 241; reprinted in Readings in the Social Control of In- 
dustry (Philadelphia, 1942), p. 453. 

4 “Tohn Bates Clark,” in H. W. Spiegel, ed., The Development.of Economic Thought (New 
York, 1952), p. 612. 


INTEREST RATES AND MANUFACTURERS’ 
FIXED INVESTMENT 


By FRANZ GEHRELS AND SUZANNE WIGGINS* 


The postwar revival of monetary policy as an economic regulator in 
Britain and America has been accompanied by lively discussion and 
some new contributions to monetary theory. Important among them 
is the credit-rationing doctrine. Briefly, this is the doctrine that central 
bank operations on the money market affect investment, not mainly 
through the cost of credit, but through its availability. When the central 
bank pushes up the yields of short-term government securities, banks 
and nonbank lenders will increase the share of short-term governments 
in their portfolios at the expense of other earning assets. This action 
reduces reserves for the banking system as a whole and causes iurther 
restriction of loans to business borrowers. Conversely, when the 
central bank pushes down money-market rates, the decreased attractive- 
ness of short-term yields, and the increase of reserves, will lead to in- 
creased availability of loan funds at relatively unchanging cost. In 
addition, it is sometimes argued that banks and nonbank lenders 
consider probable future movements of intermediate- and long-term 
security prices. The fear of capital losses induced by a rising pattern of 
interest rates may cause prospective bond purchasers to hold off until 
they expect no further rise of rates. At the same time, pctential bor- 
rowers who expect to need additional credit in the future may become 
fearful of not getting suitable accommodation at a future date, and in 
consequence restrict their present borrowing and expenditure commit- 
ments.! ¢.* 

The foregoing argument implies that, under the credit-rationing 
hypothesis as under the classical interest-cost doctrine, there should be 
an observable negative relation between interest variations and invest- 
mént. Only the mechanism relating interest and investment will be 
a different one under credit rationing from that under the older doctrine. 
Since security yields of different maturities usually move sympatheti- 
cally, a variety of rates ought to show a significant relation to invest- 


* The authors are, respectively, assistant professor of economics anå graduate assistant in 
economics at Indiana University. They are indebted for help and criticism to B. Marks, 
University of Minnesota, E. Kuh, formerly of Johns Hopkins, and to W. H. Andrews, C. U. 
Burke, W. C.. Cleveland and J. G. Witte, ail of Indiana University. They also wish to thank 
the staff of the Research Computing Center, Indiana University, for its cooperation. 


1 An extensive and provocative discussion of tht crecit-rationing doctrine is contained in 
two full issues of the Budi. Oxford Inst. Stat., Apr. and May, and Aug. 1952 Vol. XIV. 
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ment. A number of them should be satisfactory barometers of the ease 
or difficulty of obtaining loans, which in turn affects the rate of 
investment. 

However, empirical findings have usually been discouraging both for 
the classical and the modern view. Business executives, in answering 
questionnaires, have given low importance to the cost of borrowing and 
to the availability of outside funds.* Regression studies on investment 
either did not take the interest rate into account, or found that it had 
importance only for special types of investment, notably in railroads, 
utilities, and residential construction. Liquidity variables appeared 
unimportant in both types of studies.® 

Here we shall present evidence that with the proper combination of 
explanatory variables, the appropriate time lags, and sufficiently short 
periods, an interest-investment relationship is present in the manu- 
facturing sector as well. While the present writers are partial to the 
credit-rationing version of the interest-investment relation, the evidence 
presented below does not tend to refute the classical view. Rather, the 
evidence appears consistent with both descriptions of the regulating 
mechanism. However, the advocates of active monetary policy may 
derive only limited comfort from the 2vidence. For the time lags which 
seem to give the highest significance for interest rates are great enough 
to imply a difficult timing problem for monetary measures. 

Section I gives some results of mu_tiple-regression computations for 
fixed investment in the postwar period. Section IT discusses the explana- 
tory variables used. Section III gives estimates of the parameters in the 
structural demand equation derived rom a two-equation model using 
the same data. Section IV summarizes some results on postwar manu- 
facturers’ inventories. Section V compares postwar monetary events 
with our time-lag hypothesis; and Section VI gives some findings on 
prewar fixed investment which agree in some respects with those for the 
postwar period in Section I. 


I. A Multiple Regression Computarion: Postwar Fixed Investment 


Our examination of manufacturers’ investment deals primarily with 
the period from the middle of 1948 to the middle of 1955. Taking this 


2 See W. Heller, “The Anatomy of Investment Decisions,” Harvard Bus. Rev., Mar. 1951, 
XXIX, 95-103; I. Friend and J. Bronfenbrenner, “Business Investment Programs and Their 
Realization,” Surv. Curr. Bus., Dec. 1950, XXX, 11-22; R. Eisner, Determinants of Capital 
Expenditure, University of Illinois Bull. (Urbana, 1956). 

3 See, in particular, J. Tinbergen, Statistical Testing of Business Cycle Theories, Vols. I and 
II (Geneva, 1939); L. Klein, Economic Fluctuations in the United Stctes, 1921-1941 (New 
York, 1950); J. Meyer and E. Kuh, “Acceleraticn and Related Theories of Investment: An 
Empirical Inquiry,” Rev. Econ. Stat., Aug. 1955, XXXVII, 217-30; L. R. Klein and A. S. 
Goldberger, An Econometric Model of the Onited States, 1919-1952 (Amsterdam, 1955); C. F. 
Christ, “Aggregate Econometric Models,” Am. Econ. Rev., June 1956, XLVI, 385-408. 
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period has a number of advantages: It leaves out the immediate post- 
war time of shortages, when the rate of investment depended mainly on 
the supply of equipment and materials. It has two periods of mild re- 
cession—1949 and 1953-54—follawed by recoveries. Monetary policy 
was reflected in fluctuating interest rates, especially after 1950. Data 
are available from the Securities and Exchange Commission on manu- 
facturers’ liquidity from the second half of 1947. 

We have concentrated on plant and equipment investment because 
this accounts for almost one-fourth of total capital formation in most 
years; the factors going into investment decisions for the entire sector 
are homogeneous; and it is an area where the interest rate has hitherto 
not been credited with much importance by empirical studies. 

Of the numerous regression equations fitted by least squares, the two 
following gave the highest multiple correlations: 


I, = 1,812.6 + .13267:2 + 7,367P 2 — 130,540R:. — 33890, 
(.1181) (6,923) (74,230) (2193) 
r = 9203 
I, = — 3658.7 + 17592 + 9,218 Pp» ~ 55,140 RK: 2 — 3,2040; 
(.1755) (11,260) (61,380) (2,843) 
r = .8640 


(1) 


(2) 


I is plant and equipment outlay by manufacturing firms in real terms. 

x is profits, deflated by wholesale prices excluding farm products and 
food. 

P is the price index for capital goods, also deflated by wholesale 
prices. 

R is the rate of interest—the industrial bond yield in equation (1), 
and the three-month treasury-bill yield in equation (2). 

Q is the “quick ratio,” the ratio of cash plus government securities to 
current liabilities for manufacturing firms only. 
r is the multiple-correlation coefficient adjusted for degrees of free- 
dom. | 

The periods are semi-annual. Aside from increasing the number of 
observations, taking six-month periods increases the homogeneity of the 
periods with respect to credit conditions. Three important .turning 
points in monetary conditions occurred at midyear—ain 1947, 1949, and 
again in 1953. Taking calendar years would have obscured these changes 
by lumping together half-years which are dissimilar, monetarily speak- 
ing. Some problem of seasonality may result; however, we did not regard 
this as serious enough to call for a corre€tion. 

The subscript ż refers to the particular 6-month period. r- is profits 


e 
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in the six-months ending a year earlier, while R,_2 is the interest rate at 
the beginning of the period a year earlier; and Q, is the quick ratio at 
the beginning of period ż. Time lags of zero, six months, and one year 
were tried in a variety of combinations before equations (1) and (2) 
were arrived at. The 95 per cent confidence intervals ‘are given in 
parentheses under the regression coefficients.* 

With periods only six months in length the possibility arises of the 
deviation of investment from its predicted value depending on its devia- 
tion in the previous period. This wculd mean that the assumption of 
independence of the disturbances, made for least-squares computations, 
does not hold. We tested for serial correlation of the disturbances in 
equation (1) by taking the ratio of zhe mean-square successive differ- 
ences to the variance, and found this to have a value of 3.08. From 
B. I. Hart’s table of random probabilities for this ratio, we found that 
there is little ground for rejecting the hypothesis of no serial correlation, 
as the ratio is well beyond the 1 per cent significance level.® 

The theoretical basis for lags of such length is that firms plan their 
major outlays for plant and equipment well in advance. It takes time 
to draft engineering plans, to negotiate with suppliers, to arrange 
financing, and to obtain agreement among those in the firm sharing 
responsibility for the decision. In large firms having more complex or- 
ganizations the lapse of time is prcbably greater than in small-and 
medium-sized companies, and the lag is greater for large projects than 
small ones. Friend and Bronfenbrenrer, on the basis of their question- 
naire-survey, came to the conclusion that “aggregate expenditures for 
plant and equipment can be estimated one year ahead with reasonable 
accuracy on the basis of the amounts which businessmen anticipate 
spending.’ 

The variables relevant for decisions made a year, more or less, in 
advance would also be those prevailing around the time of decision 
rather than at the time the project is carried out. Thus the conditions 
under which funds are available, the prices of investment goods, and the 
level of profits prevailing around the time of the decision would seem 
more significant than those at the time of the investment itself. How- 
ever, a subsequent sharp change in any of these variables may cause 
firms to modify their plans before they are carried out; if the period had 
been characterized by violent changes, our equations (1) and (2), with 
their long lags, might have given a much poorer fit. 


4 The two-tail test was applied to the liquidity and price coefficients; the one-tail test was 
applied to profits and interest, as their signs were assumed to be known a priori. 

5 See B., I. Hart, “Table of Probabilities for the Ratio of the Mean Square Successive Dif- 
ference to the Variance,” Annals Math. Stat., 1942, XIU, 213. 

è Friend and Bronfenbrenner, op. ci., p. 11. 
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Figure 1 (for which Table I provides the data) compares the actual 
level of investment (solid line) with the levels predicted by equation (1) 
(broken line) and by equation (2) (dotted line). It shows that both 
equations successfully predicted the direction of all the substantial 
changes in investment, with the exception cf the moderate downturn 
from the second half of 1951 to the first half of 1952. This feilure may 
have been due to the abnormal situation created by the Korean boom 
and its aftermath. The rapid price-level rise had ceased, and inventory 


ACTUAL AND PREDICTED MOVEMENTS 
INVESTMENT OF MANUFACTURERS' INVESTMENT 
$ MILLIONS 1948-1955 BY HALF - YEARS 
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FIGURE 1 


growth had diminished sharply, thus creating uncertainty and causing 
downward revision of investment plans. On the other hand, the drop of 
investment in 1949, and again in 1954, was correctly predicted; and the 
rapid increase of 1950-51 was successfully registered. Finally, bcth 
equations predicted the increase of investment for the second half of 
"1955; although understating the magnitude of the increase. Data jor 
this period were not available when theequations were computed, and 
thus were not included in the time series. 
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II. The Predicting Variables 


A. The different rates of interest. The industrial bond rate gives a sub- 
stantially better fit than the treasury-bill rate probably for two reasons. 
It reflects conditions on a market to which the industrial borrower re- 
sorts directly, whereas the bill market is only an indirect indicator of 
the conditions facing him. In addition, the yield on industrial bonds is 
not a pure rate; it contains a variable risk premium which reflects 
changing business expectations of both borrowers and lenders. The 
significance of the bond rate is probably only in limited degree due to 


TABLE L.—ACTUAL AND PREDICTED MOVEMENTS oF MANUFACTURERS’ INVESTMENT 


1948-1955 
(in $ millions) 

: Prediction from Prediction from 
Period Actual Investment Equation (1) Equation (2) 
1948, IT 4,216 4,270 4,373 
1949, I 3,488 3,701 3,839 
1949, II 3,220 3,061 3,042 
1950, I 2,982 3,010 3,061 
1950, IT 3,893 3,974 3,890 
1951, I 4,146 4,282 4,096 
1951, H 4,968 4,595 4,371 
1952, I 4,779 5,219 5,054 
1952, O 5,096 4,829 4,843 
1953, I 4,940 4,804 4,799 
1953, IT 5,110 4,790 4,756 
1954, I 4,480 4,648 4,485 
1954, II 4,500 4,572 4,738 
1955, I 4,116 4,186 4,577 
1955, IX 4,903 4,474 - - 4,863 


N 


its effect on the cost of borrowing; rather it serves as a good general 
barometer of the difficulty of getting funds from the capital market, 
banks, and institutional lenders. 

In addition to the two rates above, we tested the yield on long-term 
government bonds. The regression equation gave a fairly good fit, but 
the explanatory variables had much weaker statistical significance than . 
in the other two cases. This may indicate that, under present institu- 
tional arrangements, the short-term rate is a better indicator of credit 
conditions than the purest of the long-term rates. However, iz the Fed- , 
eral Reserve were to operate in the bond market with the same objec- 
tives as it does today in the money market, bond yields might well 
become the better indicator. 

It is of interest that the coefficient of the treasury-bill rate, though 
not significantly less than zero at the 5 per cent level, is significant at 
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the 10 per cent level. Central bank action to influence economic activity 
traditionally operates through short-term rates, which then exert a pull 
on the other markets for funds. However, it is at least a little disturbing 
that the effect of interest-rate changes on investment should have such 
a long time lag. The bill rate showed no significance with shorter lags. 
If changes in monetary policy have their main effect on an important 
segment of aggregate investment only a year hence, and much less effect 
on current capital formation, a difficult timing problem exists. Action 
is usually not taken until symptoms of recession or inflation actually 
appear; by the time the action has its main efect, conditions may have 
changed, and the measures taken may no longer be appropriate. Thus 
monetary tools appear subject to many of the same difficulties as the 
Keynesian fiscal tools; and the difficulties in the case of monetary policy 
may be more intractable, since they are due to the nature of investment 
decisions, rather than to outmoded administzative procedures.’ 

B. Profits. Profits make a good showing as an explanatory variable, 
whether taken for the six months immediately preceding the invest- 
ment, one period earlier than this, or two periods. This is not surprising, 
as profits have a strong autoregressive tendency. However, it is of 
interest that profits for the six months ending a year before appear to 
serve so well for prediction. 

It was difficult to decide on the deflator appropriate to obtain “real” 
profits. One might argue for deflation by the price index of investment 
goods, since it is real expenditure for investment that is being measured. 
It turned out that the multiple correlation coefficient was almost 
equally good whether one deflated profits by prices of investment goods 
or by wholesale prices. But the regression coefficients for profits and 
interest had better confidence intervals in the latter case. 

C. Prices of investment goods. The price coefficient has the “wrong” 
sign in both regression equations above. Price has an influence on the 
rate of investment and in turn is influenced by investment; here the 
latter relation appears to be strong enough to make the coefficient 
positive. At the same time, the fact that lags of less than a year gave no 
significant relation implies that prices respond to the placing of orders, 
which may occur a year or more in advance of the investment, rather 
than to the investment itself. 

While we have not found a correct demand equation for investment, | 
the one-year lead of investment-goods prices over investment may 


? The following comment, based on interview results, is found in Eisner, of. cit, p. 34: 
“One lag to which the interviews called the writer’s attention is that from the borrowing 
of money to its utilization in capital expenditures. This lag may apparently be fairly long. 
To the extent that it is, efforts to control the rate of{nvestment by manipulating the money 
market and/or the rate of interest involve a serious complication, ...” 
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make them a good predictor. For they reflect the volume of orders 
placed in advance of the investment. 

D. Liquidity. The attempt to find any effect of liquidity cn invest- 
ment was unsuccessful. This was true for all time lags; and it appeared 
to make no difference whether the quick ratio was taken or the difference 
between current assets and total liabilities. 

The approach used was probably not appropriate for testing the 
liquidity hypothesis; aggregate changes over time in liquidity of firms 
reflect changes in profits, dividend policy, taxes and rebates, attitude 
toward expansion, access to outsid2 financing. It is probably only in 
special situations, such as the early postwar period, that one can find 
a positive relation between liquidity and investment.’ At that time the 
business sector had acquired liquid funds involuntarily, and now the 
accumulated demand was released. The more liquid a firm, the better 
able it was to carry out expansion. However, even in this case one may 
surmise that sufficiently elastic bank credit might equally well have 
supported the whole of the investment boom that tock place from 1945 
to 1948. 

It appears that, in is aggregate, liquidity changes are as much a 
consequence of investment decisions as they are a cause, because the 
amount of liquid holdings of firms is a residual. However, the SEC 
sample is dominated by the larger firms, and it may be that liquidity 
is more important for small firms, who have less easy access to outside 
funds.? When the large firms accumulate liquid assets, this may reflect 
pessimism about sales prospects and consequently a low rate of invest- 
ment; when small firms accumulate funds, this may reflect plans to 
finance expansion out of internal funds. 

The fact that liquidity with a negative sign shows significance when 
taken at the beginning of the period, but none when taken either six 
months or a year earlier, implies that the liquidity changes might be 
taken as a barometer of investment. If the other three variables have 
predicted, say, a rise of investment, a drop of liquidity would confirm 
that the investment plans are being carried out. A rise of liquidity in 
this situation might indicate that something had gone awry and had led 
to a change of plans. 

However, liquidity alone as an indicator of investment for the j im- 
mediately following period is not very reliable. For the first half of the 


3 See the comparison between postwar agricultural and industrial experiences made by 
R. N. McKean, in “Wartime Monetary Events and Monetary Theory,” Am. Econ. Rev., Pro- 
ceedings, May 1952, XLII, p. 124-33. 

8 Internal availability of funds was important to the firms interviewed in Minnesota, and 
reported by Heller. Even when outside funds were available, the successful firms preferred 
delaying expansion to permitting outsiders to take part in the firm’s decisions. See “Anatomy 
of Investment Decisions,” ot. cit., p. 101-02. 
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period, to the end of 1951, liquidity performs rather well, only once 
moving in the same direction as investment. But for the sezond half, 
1952 to 1955, it moved in the same direction four times in seven. 

A fairly good, although poorer, fit is also obtained when liquidity is 
omitted from equation (1), and only profits, the industrial bond rate, 
and investment prices are taken. In this case the correlation coefficient 
is .8217, and the explanatory variables all appear highly significant. 
However, the lower correlation indicates that liquidity improves sub- 
stantially the predictive value of the equation. 


MI. An Estimate of a Structural Demand Equation 


While the foregoing regression equations both appear satistactory for 
predicting investment, they are not satisfactory demand equations. For 
the price index of investment goods has been treated as an independent 
variable, although there is reason to believe that the prices of invest- 
ment goods and the level of investment interact on each other. In addi- 
tion, liquidity is probably dependent partly on investment, on profits, 
and perhaps on the rate of interest. However, in order to concentrate 
on the effect of interest variations, and in order to retain a simple model, 
we shall continue to treat liquidity as independent. 

The interaction of investment and the prices of investment goods is 
taken into account by introducing an equation for the supply of invest- 
ment goods: 


Tet = dg + Pia + Gel io (ay > 0, a < 0) 


The supply of investment goods is assumed to be an increasing function 
of price and a decreasing function of the average hourly wage rate (W) 
in investment-goods industries, deflated by the wholesale price index. 
This gives us two equations in the two endogenous variables, invest- 
ment and the price index of investment goods. By simple algebra we 
eliminate the price variable to give an equation for investment in terms 
of the exogenous variables only; then we eliminate investment to obtain 
an equation for price alone in terms of the same set of exogenous 
variables. y 
The two reduced-form equations are: 


Ii = 6,570 + .1092mr,-2 — 176,000Ri2 — 3,6470: + 2,972W i2 
(1276) (115,800) (2,490) (3,880) 
r = .9007 . 
uy Pen 6057 — .0000025149, 2 — 7.044Ri2 + .02100, + 4341W i3 
(000007855) (7.124) (1241) (1934) 
r = .9222 


(3) 
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The structural demand equation is then: 
(5) IP = 2,430 + .1256m,-2 — 127,890R: — 3,7910; — 6,837 Pio 


The price coefficient now has the “correct” sign, for investment is a 
decreasing function of the price of investment goods. The price elas- 
ticity of demand is then computed to be —1.5970, that is, not much 
greater than unity. This finding is consistent with the widely held belief 
that demand for capital goods is not highly elastic.‘° However, as the 
price-slope coefficient is the ratio of the two wage coefficients, its reli- 
ability is rather less than that of either of these coefficients. 

The process of getting back from the observed parameters in equa- 
tions (3) and (4) to the structural parameters of equation (5) is com- 
paratively easy providing that just one coefficient relating investment 
to an exogenous variable in (5) is zero. This condition is just met here 
because wages in the investment-goods industries are not included 
among the variables in (5), and th: wage coefficient is therefore zero. 
We then solve first for the price coefficient, which is (with opposite sign) 
the ratio of the wage coefficient in (3) to that in (4). Each of the other 
coefficients is then found by adding to the corresponding one in (3) the 
product of the coefficient in (4) by the parameter already found for the 
price. 

More formally, we can say that Investment and the price variable are 
related to the exogenous variables in two independent ways, the ob- 
served relations of (3) and (4) and the structural relations of (5). We, 
in effect, eliminate investment and price by equating the right-hand 
sides of (3) and (4) combined, with the right-hand side of (5). This gives 
an aggregative equation in only the exogenous variables, which holds 
term-by-term as well as in the aggregate. When we take the separate 
equations, each in one term, we can solve for the structural parameters 
by factoring out the common term. One of these equations will be in a 
single unknown, and so we can use the solution of this equation to solve 
the others. 


IV. Postwar Manufccturers’ Inventories 


It has sometimes been maintained that interest-rate variations have 
a stronger and quicker impact on inventory levels than on the rate of 
fixed investment." In an.attempt to find statistical support for this view, 
we have followed a procedure similar to that above for fixed investment. 


16 Eisner’s interview results indicated that construction costs were “not a significant factor 
in determining the physical volume of investments.” This finding, may, however, be due to 
the buoyant state of demand existing in 1951 and 1952, the time of interviews. At that time 
the business executives questioned believed thaz they could easily raise their product anne 
prices. See Eisner, op. cit., p. 26. 

1t See, for example, R. G. Hawtrey, Capite? and Employment, 2nd ed. (London, 1952), pp. 
45-54, 
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Profits, interest, and the quick ratio were taken as the determining 
variables, with the level of inventories as dependent. On the assumption 
that profits vary rather closely with the price level, we have omitted 
price as an explicit variable. 

Profits when taken for the six months immediately preceding had a 
negative coefficient, perhaps indicating that inventories over short 
periods act as a buffer to unanticipated sales variations. When taker 
for the period ending six months earlier profits had a positive coefficient, 
perhaps indicating that inventories are adjusted positively with profits 
and sales expectations, when enough time is allowed for the adjustment. 

The market yield on treasury bills had a positive coefficient whether 
taken instantaneously or six months earlier. Thus there was no evidence 
of interest influencing the level of stocks. 

As in the case of fixed investment, the quick ratio had a negative co- 
efficient for both time lags, but had the higher significance when taken 
with a zero time lag. As with fixed investment the explanation is proba- 
bly that liquidity reflects changes in holding of stocks, rather than being 
an important cause of such changes. 


V. Comparison with Postwar Monetary Events 


While there is nothing conclusive about such an examination, a 
cursory review of postwar monetary events may show whether there are 
obvious contradictions between our time-lag hypothesis and the events. 
The large dips in investment occurred in earlv 1949 and early 1954; the 
big upswings were in the middle of 1950 and the fall of 1955. On the 
other hand, significant credit restraints were effective in the middle of 
1947, the middle of 1949, late in 1952, and early in 1953. Measures to 
ease credit were undertaken in mid-1949 and the fall of that year, and 
in the summer and fall of 1953. 

The sharpest tightening of credit in the postwar, pre-Korea period 
came in the summer and early fall of 1947. Up to the summer treasury 
bills, certificates, and bonds had been pegged. When the pegs were 
removed, the bill rate jumped immediately from 3/8 per cent to nearly 
1 per cent, and the other rates moved up more gradually until December, 
when they leveled off. The year 1948 saw only slight further increases. 
If there had been an immediate impact on investment one would have 
expected to see it in the fall of 1947 rather than at the end of 1948. 
However, this episode does not contradict our hypothesis cf the one- 
year lag. 

Efforts to ease credit conditions did not occur until 1949 when the 
recession was already under way. After a reduction of reserve require- 
ments in the spring, the Open-Market Committee announced in June 
that henceforth its operations would have “primary regard to the gen- 
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eral business and credit situation.” However, their actions appear not 
to have been very aggressive; for although industrial bond yields de- 
clined substantially, treasury-bill rates fluctuated little. Again, there is 
no evidence of any effect of these changes on investment until almost a 
year later, in the late spring of 1950. 

In the boom that followed the outbreak of Korean hostilities succes- 
sive measures of monetary restraint, at first hampered by Treasury re- 
funding, led to a slow but continued rise of security yields. Neverthe- 
less, manufacturers’ fixed investment rose to the end of 1951 and then 
maintained itself at a high level; activity generally behaved in a similar 
fashion. Once more, the time lag between monetary changes and the 
investment response, if any, appeared considerable. 

A fourth episode is that from 1953 to 1955. Security vields were 
pushed up during the first half of 1953; then the authorities reversed 
themselves in June, driving yields down again sharply and holding them 
low until 1955. Manufacturers’ investment remained above the previous 
year’s level during the fall of 1953; but industrial output declined, 
owing probably to involuntary accumulation of inventories, in turn 
caused by lagging consumer demend.* Investment fell in 1954 and 
dropped further in the first half of 1955, thus lagging behind production 
both in the decline and in the recovery. Again, whatever effect tighten- 
ing and then relaxing credit in 1953 had on investment, the impact seems 
to have been felt in the two succeeding years. 


VI. Prewar Investment 


A statistical analysis of manufacturers’ fixed investment in the period 
1933 to 1940 yielded results in some respects similar to and in others 
notably different from those obtained for the 1948-55 period. The one- 
year time lags as used in the previous case gave a fairly satisfactory fit 
when the industrial bond rate was used, but a much poorer one when 
the treasury bill rate was taken. Eowever, in both cases the interest 
rate appeared to be significant and had the proper negative sign. 
Profits and prices of investment goods both appeared significant when 
the bond rate was used; but, in contrast to the postwar observations, 
both carried a negative sign. Because of the difficulty of obtaining ap- 
propriate liquidity data, we omitted any liquidity variable. The regres- 
sion equation employing the bond rate is as follows: 


Is = 6,490 — 438.512 — 49,520R:2 — 2,964 Pi» 
(6) (323.5) (21,010) (3,715) 
: r= 7566 


13 See the Fed. Res. Bull., Dec. 1949, XXXV, 1435. 
18 See the Fed. Res. Bull., Feb. 1954, XL, 126. 
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In contrast to the postwar period, the best fit was not obtained from 
the use of one-year lags. When the determining variables were dated 
at the beginning of the period, profits took a positive sign, price became 
quite insignificant and interest retained the negative sign but with a 
lower significance. With six-month lags, profits had a negative sign but 
low significance, while interest and price bath had negative signs and 
appeared highly significant. Both of these choices of lags gave multiple 
correlation coefficients of about .83. 

These differences from the postwar period may be due te structural 
differences affecting inducements to invest between a period of pro- 
longed depression and one of general prosperity. During most of the 
1930’s substantial excess capacity existed; an increase of sales, reflected 
in profits, would therefore not be a strong inducement to create addi- 
tional capacity. On the other hand, there was probably strong pressure 
for cost-reducing investment, particularly in low-profit years. Such a 
thesis would explain the negative regression of Investment on profits, 
and also the apparently greater strength of investment-goods prices as 
a determinant of investment. 

The reason that profits moved from negative to positive in sign, as 
the profit variable was moved closer to investment in time, may be that 
profits became a reflection of investment through the multiplier, rather 
than a determining variable.“ 

Finally, the poor fit obtained when the treasury bill rate was employed 
may be due to the predominantly cheap-money policy after 1933. Bill 
rates showed little absolute variation around their very low yield and 
thus were not a satisfactory variable for statistical purposes. 


VIL. Summary 


1. In order of statistical significance, variations in yields on industrial 
bonds, on treasury bills, and on government bonds appear to have an 
effect on manufacturers’ fixed investment, but only with a one-year lag. 
The explanation offered for the relationship is that considerable time 
elapses between initial planning and carrving-out of investment, and 
that interest rates serve as indices of credit availability. 

2. The prices of capital goods appear to affect the rate of fixed invest- 
ment, but the coefficient of price elasticity found was not very much 
greater than one. 

3. We were unsuccessful in finding the expected causal connection 
between liquidity and investment outlay; but this result was probably 
due to incorrect specification of the model for this purpose. 


14 More exactly, as profits have a fairly high degree af autoregression, those in period ¢—1 
would move with those in period #. The latter wouldgbe a function of the rate of aggregate in-. 
vestment in period #, which has determined the level of national income through the multiplier. 
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4. Inventories showed a relation to profits and liquidity, but not to 
the rate of interest. | 

5. Prewar fixed investment did not show as sharply defined a lagged 
response to the exogenous variables as did postwar capital outlay: both 
one-year lags and shorter lags gave satisfactory fits, with the profits 
coefficient changing sign according to the lag. This suggests that our 
simple model may have good predictive value for a period of general 
prosperity and moderate fluctuations, but that it may have less value 
for a period of depression and great uncertainty. 


Notes on DATA AND SOURCES 


A. Postwar jixed investment. (1) Investment data were taken irom the 
Survey of Current Business, “New Plant and Equipment Expenditures, 
Manufacturing.” They were expressed in millions and deflated by the aver- 
age price index during the period for machinery and motive products, also 
from the Survey. (2) Corporate profits were taken from the Securities and 
Exchange Commission Quarterly Finarcial Report for Manufacturing Cor- 
porations. They were deflated by the wholesale price index for the period 
following for “commodities other than farm products and food,” from the 
Survey, and expressed in millions. (3) Tae quick-ratio data are also from the 
SEC Quarterly Reporis. (4) The price of investment goods is the same index 
as in (1) above, but deflated by the wholesale price index used in (2), above, 
so as to give relaitve price. (5) The interest data are from the Federa! Reserve 
Bulletin. (6) Average hourly earnings in durable-goods-industries are from 
the Survey. 

B. Postwar inventories. Inventory data, seasonally adjusted, are from the 
Survey. They are at lower of cost or current market price; we have de- 
flated them by the same wholesale price index as above. 

C. Prewar fixed investment. (1) Profits, Survey, Supplements, 1936, 1938, 
1952. (2) Interest rates, Board of Governors, Banking and Monetary Sia- 
tistics, 1943. (3) Price of investment, wholesale price index of metals and 
metal products, from the Survey, and deflated by wholesale prices. (4) In- 
vestment in plant and equipment from “Capital Expenditure for Manu- 
facturing Plant and Equipment,” Survey, March, 1951, deflated, as above, 
by wholesale prices. 


GROWTH IN CAPACITY AND CANADA’S 
BALANCE OF PAYMENTS 


By James C. Incram*® 


The purpose of this paper is to point out the way in which changes 
in productive capacity may have affected the Canadian balance of pay- 
ments during the period 1900 to 1913. It is not to be claimed that change 
in capacity was the sole or even the predominant factor in the adjust- 
ment process, but that it was a powerful force which has been largely 
omitted from the principal studies of the period. When it is used to 
supplement these earlier studies, the explanation of Canadian experience 
becomes neater and more complete. Some facts, hitherto unsatisfac- 
torily explained, are accounted for. The modification suggested here for 
a particular case also has implications for the theory of transfers when- 
ever net capital formation is involved. i 

In his classic study of the Canadian episode, Viner tested the tradi- 
tional theory of adjustment derived from Thornton and Mill.? On the 
whole he found this theory, or its implications, to be consistent with the 
facts, with some qualifications for institutional peculiarities. This 
theory is too familiar to require restatement here, and we shall give only 
the barest outline of it. | 

An initial equilibrium is disturbed by an increase in loans to Canada 
from foreign sources. Under the gold standard the increased supply of 
foreign exchange drives the exchange rate to the gold-import point; the 
inflow of gold causes the Canadian money supply to rise; and consequent 
price changes cause Imports to rise, exports to fall.’ In this way the 
trade balance is turned against Canada, thus enabling the real transfer 
of capital to occur. Viner found that movements of reserves held in New 
York largely replaced gold flows in the Canadian case. Aside from this, 


* The author is associate professor of economics at the University of North Carolina. He 
wishes to thank E. P. Hickman for his assistance. 

1G. M. Meier, “Economic Development and the Transfer Mechanism,” Con. Jour. Econ. 
Pol. Sci., Feb. 1953, XIX, 1-19, explicitly connects Canadian expansion and the balance-of- 
payments adjustment. The reader is referred to this article for a carefully documented record 
of economic growth in the period. 

3 Jacob Viner, Canada’s Balance of International Indebtedness, 1900-1913 (Cambridge, Mass., 
1924). See esp. Ch. 7, 9. 

3 Throughout this paper we shall use the terms “exports” and “imports” to refer to the total 
credits and debits on current account except for interest and dividends. 
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in all major respects he considered the observed events to be a con- 
firmation of the theory.* i 

Later writers added an “income effect” to this analysis. 5 The inflow 
of funds causes money income and 2xpenditure to rise in Canada and, 
as Income rises, imports rise still further and exports fall. This addition 
helped to explain the speed with which the adjustment process worked 
and the relatively small gold flows required to accomplish the real 
transfer.’ 

There is, however, one significant Jaw in this analysis, at least for the 
Canadian experience from.1900 to 1913. Both the classical and the 
modern parts of the theory of adjustment yield a prediction that exports 
will decline, but the indubitable fect is that Canadian exports rose 
steadily from 1900 to 1913. The rise in imports exceeded the rise in 
exports and thus enabled the real transfer to take place, but a modi- 
fication of the theory is required to enable it satisfactorily to account 
for this sequence of events.’ 

The traditicnal theory of transfers makes no real distinction between 
a reparations payment and a capital movement. This is true for both the 
income approach and the price-specie-flow analysis. An inflow of funds 
is expected to set in motion changes in prices and incomes through 
which a real transfer is effected, but the productive resources of the 
recelving nation are tacitly assumed to remain unchanged during the 
adjustment process.’ In some cases this procedure may be Justified, but 
where the inflowing funds form pert of an economic process in which 
the productive resources are fundamentally changing, the theory is in- 
evitably incomplete. Indeed, it may be that the inflow of funds is itself 
induced by such changes in the economy, and thus the structural 
changes become an intégral part of the transfer mechanism. If the theory 
of transfers dealt only with the very short run, the omission might be 
justifiable. But where, as in the case under examination, the transfer 
process though a number of years is being studied, the omission is a 
serious defect in the analysis. ‘i 


4 This does scant justice to the careful and thorough analysis that won Viner’s study an im- 
portant place in the literature of international econcmics. 


5 See, e.g., L. A. Metzler, “The Theory of International Trade,” in H. S Ellis, ed., Survey of 
Contemporary Economics (Philadelphia, 1948), Vol. I, pp. 211-22. 

6 These matters puzzled Taussig, as he suggested in a famous passage. International Trade 
(New York, 1928), p. 239. 

7 This does not imply that a theory must be realistic in all details. But it should yield ac- 
curate implications for the essential aspects of reality. The contention is that the behavior 
of exports is one of the essential aspects of the theory being examined. 

8 The income approach permits changes in utilization, and both approaches taka into ac- 
count shifts in resources; but neither congiders change in total resources. 
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I. Economic Growth and the Balance of Payments: A Simple Model 


Viner advanced the hypothesis that the disturbing factor in the period 
1900-1913 was an increase in the flow of funds into Canada, and the 
problem he wished to examine was the response in the Canadian econ- 
omy to this initial disturbance. An alternative hypothesis, equally if 
not more plausible, is that the rapid expansion of the Canadian economy 
after 1900 created investment opportunities and attracted ar: inflow of 
funds. Of course it is true that if the foreign funds had not been forth- 
coming the Canadian boom would have been halted, and thus the two 
forces are inextricably linked together over the whole period. Still it 
may be argued that domestic expansion in Canada was the initial 
disturbance.!® 

‘Fortunately we do not have to settle this question of priority. Under 
either hypothesis, we can argue that the expansion of productive 
capacity during the period enabled supply to expand, enhanced Can- 
ada’s ability to export, reduced the pressure to import, and thus in- 
fluenced the adjustment in the balance of trade. That the trade balance 
nevertheless turned against Canada simply indicates a rate of expansion 
so rapid that the demand effects exceeded the supply effects of that 
expansion, thus necessitating a continued (and rising) inflow of capital 
if the rate were to be sustained. Domestic expansion and capital inflow 
may be regarded as coordinate, and we need not choose one causal 
sequence or the other. 

The writer has tried to show elsewhere that there exists a rate of 
increase in domestic investment which a nation can maintain with 
inflow of capital or loss of exchange reserves." If the nation exceeds a 
rate it must import capital or lose exchange reserves.” The essentia 3 
is a simple one, and represents an application of the Harrod- 
theory of equilibrium growth to the balance of payments. ya a 

Let us assume that resources are fully employed at = pomt m 
` time during the period to be studied. If population e abor force) 
` is growing, if net capital formation is taking place, aí ¥ previously 


? Viner, op. cit., pp. 16, 145. 

10 Meier, op. cif. takes this view. He points out that expansip“ Pegan in earnest in 1895, 
though no capital inflow appeared until 1905. In the three = prior to 1895 Canada im- 
ported capital, however. 

n apita Imports and the pins of Payments,” So. F Jour., Apr. 1956, XXII, 41 l= 
25. 


12 We assume fixed exchange rates and thus rule out the third possibility, a fall in the value — 
of its currency. Pd 


4R. F. Harrod, Towards a Dynamic Econcmics, (Londan, 1948); E. D. OE a of Capital 
and Employment, » Am. Econ. Red., Mar. 1947, YXXVIL, 34-55, and “The Problem of Cap 
Accumulation,” ibid., Dec. 1948, XXXVII, 717-94., l 
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unused land is brought into use, the full-employment output will grow 
over time. The increase in capacity in year ¢ (compared to year /—1) 
we will call J;-1-0, where I,- represents net investment in year ‘—1, 
“and ø is the ratio of the increment ir output to the increment of capital. 
We will assume ø to be constant. The term J,1:¢ represents the incre- 
ment in aggregate supply in year ¢ Part of this increase in output will 
be purchased by domestic, consumezs or by businessmen for new capital 
formation. That portion rot taken sy domestic buyers we assume to be 
exported, and world demand is assumed to be of such high elasticity 
that no fall in price is required. We assume the marginal propensity to 
consume to be constant fraction, equal to (1—s—m) where s is marginal 
propensity to save, m is marginal propensity to import. The portion of 
the increment in supply that is avai_able for increase in domestic invest- 
ment and for export thus equals J;_;-0(s-+m). That is, if AX is the in- 
crease in exports: 


AI + AX = (s+ mmia, (1) 
and | 
AX = (s + mIo — Al. 

Exports and domestic capital formation are competing uses for the ex- 

cess of new supply over domestic consumption. 
The rise in money income we take to be equal to I;-1-¢, and we have 


Y.=Y.1+J:-1-¢, where F, is aggregate money income in the year ż. 
' ‘The rise in imports" is: 


AM = mliia. l (2) 
.<* * we impose a condition that AX=AM, we have, from (1) and (2): 
— (st mio — Al =m Iw. 


Al 
——= $0. | (3) 
Fii 


a 


That is, the Tal. of growth the economy can achieve with no adverse 
movement in the isJance of trade is equal to s-e." If the rate of growth 


H ‘The | s. 
a cane in outputs not attributable solely to the increase in the stock of capital. 
| ead, the contributions of i.creases in labor force and in land utilization are included in e. 


15 Heri FER 
i Here we assume a constant xarginal propensity to import. Actually, it might not be con- 
stant, as in the case of investment'n import-competing industries. | 


% This i q . 
This is comparable to Domar’s tnclusion for a closed economy. It differs from the au- 


. thor’s previous statement (op. cit.) becasge of a cifference in an underlying assumption. There 
it was assumed 


i that annual increases in Dyestment produced a multiplier effect upon money 
nee and output in addition to the rise in*ncome associated with the expansion of capacity. 
i ere we are assuming the annual increase ininvestment generates a rise in income that just 

eeps pace with the expansion of capactty: ‘Essentially, the present formulation expands e to 
take account of the growth in factors of produ:tion other than capital. If properly stated, 
both methods wil! yield the same result. eee 


i A 
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in domestic investment exceeds this limit, the trade balance will turn 
passive. Exports may rise, but not so much as imports.” . 

Under the assumption that the authorities permit an expansion of the 
money supply sufficient to permit money incomes to rise by.the same 
proportion as output rises, we have a basis for predicting the behavior 
of income, exports, and imports. After estimating values for s, m, and 
c, we may take the actual values for annual investment and cbtain pre- 
dictions for the variable under study. 

The domestic expansion is likely to lead to changes in prices which 
will further strengthen the effects described above. Expected price 
changes are In every way consistent with those indicated Ly conven- 
tional analysis. We do not challenge this part of the accepted analysis; 
we wish merely to supplement it. To show the suggested supplement in 
the most forceful way, we shall assume thet no price charges: occur. 
Even in this extreme case the necessary balance-of-payments adjust- 
ment may take place, and ina more '‘realistic”’ case, where price changes 
are permitted, the adjustment process becomes much easier to explain. 


TI. Application of the Model to Canada, 1900-1912 


The rapid growth of the Canadian economy in the period 1900 to 
1913 is well known. The labor force was augmented by a lazge natural 
increase as well as by heavy immigration. A vast supply of unused fertile 
land existed, large amounts of which were drawn into use as population 
grew and transport facilities were extended. The rate of capital forma- 
tion was high, and tended to rise during the period. Table I contains 
some statistics which illustrate the growth in productive capacity. - 
Buckley" has estimated that gross national product rose from an aggre- 
gate of $5.65 billion for the five-year period 1901-05 to $8.48 billion for 
the period 1906-10 and to $12.18 billion for the period 1911-15. _ 

It seems clear that the full employment output rose steadily over the . 
period. Although minor recessions of economic activity occurred, 
especially in 1904 and 1908, our assumption of full employ-nent i is not 
too wide of the mark. 

Using Buckley’s estimates of gross national product end Viner’s 
estimates of imports,/* we obtain an estimate of the marginal propensity 


1? When A7 is so great that AX is zero, we have: i 
= (s + m) Trace l i r > 
AI fm OB 
Tn = (s -+ m) ae 


At this rate of growth, imports rise but exports do not, because domestic demand rises enough 
to purchase the whole of the increment in SUED: ‘If the rate of growth were still greater, ex- 
ports would decline. 
18 K. A. Buckley, Capital Formation in Consida; 1896-1930 (Toronto, 1955’, p. 135, 
: 8 Viner, Canada’s Balance, Pt. I., op. cit, We omit interest and gold imports from Viner’s 
gures. | 
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TABLE I.—SELECTED INDICATORS or GROWTH 


1901 1906 1911 


Populations £,371,000 | 6,171,000 7,207 ,000 
Labor force? 1,783,000 2,724,000 


Value of capital in manufacturing’ $447 ,000,000 | $846,000,000 | $1,247,000,000 
Value of product in manufacturing’ $481 ,000,000 | $718,000,090 | $1, 166,000,000 


Area of occupied land (acres)? 63,000,000 110,000,000 
Value of agricultural capital (ex. land)* | $780,000,000 $1, 705 ,000 , 000 
Value of agricultural output’ $365 ,000, 000 $ 663,000,000 
National index of urban building activ- 

ity (1900=100)4 120 409 797 


a 1901, 1906—Canadian Yearbook, 1931; 1911—Sixty Years of Canadian Progress, 1867~ 
1927 (Ottawa, 1927). ~ 

d Canadian Yearbook, 1915. 

o Canadian Yearbook, 1905, 1909, 1913. 

d Canadian Yearbook, 1913. 


e Board of Inquiry into the Cost of Living, Canada, Report of the Board (Ottawa, 1915), 
Vol, II, Ch. 3. 
t Buckley, op. cit., p. 141. 


to Import of 25 per cent. Buckley’s work also suggests a marginal 
propensity to save of 15 to 20 per cent. We shall use 15 per cent. On the 
basis of slender statistical evidence concerning incremental changes in 
output and capital, some of which is contained in Table I, we set o=.5. 
We assume a one-year gestation period. Annual estimates of fixed capital 
formation are given by Cairncross,” who obtained them from Buckley. 
This series is an unsatisfactory one to use as “investment” in our model 
. on three counts: it is gross, not net; it excludes inventory changes which 
are not available on an annual basis; and it excludes government 
capital formation except in government enterprises. Nevertheless it is 
the best available series. The most serious omission Is inventory change; 
- the other defects may partly counteract each other. - 

Given the actual amount of domestic Investment and the assumed 
values for s, m, and o, we may calculate AY, AX and AM for the years 
1900 to 1913. These projections are shown in Table II. If we take the 
actual value of exports and imports in 1900 as a starting point, we may 
use the calculated changes to project total imports and exports for each 
year of the period. These projections are also exhibited in Table II, 
along with the projected balance on current account (cols. 7—9). 

The projections made on the basis of our simple model may now be 
compared with the actual figures. The latter are given in Table IT, cols. 


20 A. K. Cairncross, Home and Foreign Investment, 1870-1913 (Cambridge, Eng., 1953), p. 
45. Cairncross’ essay (Ch. 3 in this volume) is an excellent account of the Canadian episode 
1900-1913. He stresses the growth in the #conomy, but despite his introduction he dees not ex- 
plicitly incorporate changes in capacity into the balance-of-payments mechanism. 
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10-12. Actual exports rose in most years, but not so rapidly as did im- 
ports, and the current account deficit widened during the period. Our 
projections display trends similar to those of the actual figures. This 
may be seen in Figure 1, where actual and projected exports and im- 
ports are compared, and in Figure 2, where the actual and projected 
balances on current account are shown graphically. 

The model clearly produces a behavior of exports, imports, and bal- 
ance on current account that corresponds well with the observed experi- | 
ence. Explicit allowance for the role of growth in capacity thus supplies 
an explanation for the flaw in conventional analysis. 

Our model is also consistent with the known facts about the state of 
the money market in Canada, whereas the conventional model is not. 
If the causal sequence were to run from an influx of foreign funds to a 
rise in the supply of money, and then to the effects thereby involved, 
it would imply an initial increase (ard subsequent additional increases) 
in the supply of funds such that downward pressure would be exerted 
on the interest rate. Money would ke easy. This is the direct opposite 
of what we find, however. This was a period of tight money and rising 
rates of Interest, which suggests that domestic expansion was at least 
coordinate with the inflow of foreign funds if not the leading cause of 
the observed events. 

Viner was of course aware of Canada’s growth. He refers to a sugges- 
tion put forward by the Dominion statistician, R. H. Coats,” that the 
price behavior and capital inflow might be the results of domestic ex- 
pansion in Canada, but Viner gives this argument short shrift. He says, 
in a curlously dated passage, that: 


- If expansion ...in a given country was financed from domestic sav- 
ings, it would simply mean... that those having purchasing power 
were voluntarily shifting their demand from consumers’ goods to pro- 
ducers’ goods and from labor engaged in producing consumers’ goods 
to labor engaged in industrial development. What might be expected 
to happen would be that producers’ goods would rise and consumers’ 
goods would fall in price. The general price level should not be affected 
by this change in the character of the demand. On the other hand, if 
the expansion was financed by borrowings from abroad, there would 
still be available the normal supply of consumers’ goods, the extra 
supply of goods and labor necessary for the industrial development 
being provided directly or indirectly by the lending country. Insofar as 
the industrial expansion per se was concerned, there would again be no 
obvious reason why prices should rise more rapidly in this than in other 


i Board of Inquiry into the Cost of Living, Resort of the Board, op. cit. This remarkable state 
document contains a thorough analysis of the nature and causes of Canadian expansion and 
inflation in the period 1900-1913. Emphasis is placed upon the expansion of productive capac- 
ity in explaining the rise of prices and thé adverse balance of trade. 
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Source: Table IL 
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countries, and there would even be some reason for expecting 2 relative 
fall in prices.” 


Viner appears to deny that an increase in aggregate demand is possi- 
ble, even in the short run. He suggests that an increase in demand for 
capital goods can occur only if demand for consumers’ goods is simul- 
taneously reduced—except when an inflow of foreign funds occurs— 
and thus he sees no way for Canadian industrial expansion to cause 
rising prices or to affect the balance of payments. Our thesis is that the 
expansion of aggregate demand may cause incomes and prices to rise 
and this, though modified by the expansion of supply, may cause an , 


2 Viner, op. cit., p. 249. e 
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adverse trade balance to appear. Unless an inflow of foreign capital then 
occurs,.the domestic expansion will be halted:* 

Viner recognized that exports did not behave ‘as his theory would 
indicate. He discussed this briefly, but devoted much more space to the 
argument that exports were “checked” by the capital inflow—that is, 
exports rose less than they would have risen in the abserce of the 
capital inflow.* This is a dificult comparison to make, however, because 
the ceteris paribus assumption cannot hold. Had the capital inflow not 
occurred, the rate of expansion would have been smaller, productive 
capacity ‘would have grown less rapidly, and exports might have been 
smaller, not larger. If the capital inflow could be separated from the 
process of growth in the Canadian economy, Viner’s argumen= would be 
valid. Our contention is that the two are inseparable so žar as the 
analysis of. Canadian experience in this period is concerned, though not 
theoretically. 

Except for his discussion of the “check” and “restrictive effect” of 
capital inflow on exports; Viner doés not grapple with the fact that 
exports rose in both volume and value. He notes that the theory calis 
for a fall in exports and says: “The general expansion of industry and 
trade operated independently of the influence of the capital borrowings, 
to increase both imports and exports.” But, since industrial expansion 
and capital borrowing are closely related, as Viner himself recognizes, 
it would seem necessary to incorporate both factors into a theory of 
balance-of-payments adjustment. 

If Canadian investment had risen more rapidly tkan it did, our 
theory suggests that demand might have risen enough to reduce ex- 
ports. But in such a case capacity would also have risen mare rapidly, 
and in time the supply effects would have caught up with trae demand 
effects—unless, of course, the rate of increase In investmert was sus- 
tained. On the other hand, a smaller rate of growth could have been 
achieved with no adverse balance of trade, and hence with no capital 
inflow. 

IHI. Limitation on Results 

The preceding demonstration that Canadian balance-of-payments 
experience can be explained without reference to price changes will not 
lead us to claim that price movements were of minor importance. No 
such suggestion is made here. Nor is the relatively good fit considered 
_ to be particularly significant. Both Viner and Meier explicitly rejected 

23 We do not insist that domestic expansion must be the leading cause, but merely that it is 
possible. Viner denies the possibility. 

2 Viner, op. cit., pp. 261 f. 

% Ibid., p. 261. l e 
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any attempt to use the available statistics for precise analytical pur- 
poses, and we have no wish to venture into this forbidding area. All we 
have shown is that it is possible for Canadian expansion to affect the 
balance of payments in a manner consistent with the observed facts. 
Intermingled with the price and income effects of conventional analysis, 
we suggest that there is a capacity effect whose presence adds to the 
clarity and completeness of the theory. 

Some efforts were also made to analyze other decades of Canadian 
experience and to demonstrate the role of the capacity effect through 
time. In most cases, however, powerful forces were present whose effects 
were so dominant that they obscured the issue. It became ever more 
apparent that Taussig and Viner had indeed chosen an ideal “laboratory 
case” for the study. 

For the period 1933 to 1941 it is possible to distinguish the capacity 
effect. Gross investment rose rapidly and steadily in these years, and 
there was a surplus on current account.” Exports rose more than im- 
ports did. The size and changes in the current-account balance were 
consistent with our general hypothesis, and price movements were not 
very substantial. 

The experience following the second world war also seems consistent 
with our theory. Investment has been high and (with occasional excep- 
tions) rising every year. In the early postwar years Canada had a sur- 
plus on current account, and exports steadily rose to match or exceed the 
rise in imports. Later the rate of expansion (and also heavy government 
outlays) outstripped the capacity effect and Canada began to experience 
a deficit on current account and an inflow of foreign capital. Even in 
these years (1950-52) exports continued to rise. 

% National Accounts Income and Expenditure, 1926-1950, Canada, Bureau of Statistics (Ot- 


tawa, 1953); The Canadian Balance of International Payments, 1926 to 1948, Canada, Bureau 
of Statistics (Ottawa, 1949). ` 


INPUT-OUTPUT COEFFICIENTS AS MEASURES 
OF PRODUCT QUALITY 


By-Hans Brems* 


` 


It has long been recognized that the nonprice variables in the theory 
of the firm are at least as important as the price variable. But the road 
to a satisfactory quantitative treatment of those variables has been 
blocked by the following dilemma. Some aspects of product quality and 
selling effort are thought of as being nonquantitative. As far as selling 
effort is concerned, this difficulty traditionally has been overcome by 
using not selling effort itself but selling-effort expenditure, which is 
always quantitative, as the variable to be optimized. If this were a 
satisfactory approach, it could obviously be used for nonquantitative 
aspects of product quality, too. But it is not a satisfactory approach for 
selling effort any more than for product quality, for selling effort and 
product quality are both multidimensional. Moreover, from the point 
of view of demand, alternative dimensions may be substitutional. For 
example, quantity sold might rise if the input of aluminum were to be 
substituted for the input of steel, or if television advertising were sub- 
stituted for magazine advertising. It is not enough, then, to seek the 
optimal total expenditure. Somewhere in the firm, a decision-maker 
must know exactly how far to go in each particular dimension of quality 
and selling effort.’ 


- * The author is professor of economics at the University of Illinois. For encouraging criti- 
cism of earlier drafts of this paper he is grateful to Carl F. Christ, Sven Danë, Robert Dorf- 
man, Wassily Leontief, Norregaard Rasmussen, Frederick Williams, and Frederik Zeuthen. 


1 Most of the literature fails to answer this question. Chamberlin, in his Monopolistie Com- 
petition, was the first to ask it but felt that the answer would be hampered by the small extent 
to which quality might be reduced to quantitative terms. He now thinks that the extent was 
definitely underestimated in Monopolistic Competition; cf. his “The Product as an Economic 
Variable,” Quart. Jour. Econ., Feb. 1953, LXVII, 8. Four other prominent contributions have 
assumed either that quality and selling effort are both ane-dimensional or that the expendi- 
ture on quality variation and selling effort can be taken to represent quality itself or selling 
effort itself, ż.e., H. v. Stackelberg, “Theorie der Vertriebspolitik und der Qualitatsvariation,” 
Schmollers Jahrbuch, 1939, LXIII, 43-85; L. Abbott, “Vertical Equilibrium under Pure Qual- 
ity Competition,” Am. Econ. Rev., Dec. 1953, XLIII, esp. 830-31; R. Dorfman and P. O. 
Steiner, “Optimal Advertising and Optimal Quality,” ibid., Dec. 1954, XLIV, esp. 827, 332; 
and A. Rasmussen, Pristeori eller parameterteort (Copenhagen, 1955), pp. 195, 203. But Stack- 
elberg and Dorfman-Steiner clearly saw and solved the substitution problem as between qual- 
ity as a whole and selling effort as a whole. A refined graphical! solution of the substitution prob- 
lem as between different advertising media was offered twenty years ago by Børge Barfod, 
Reklamen i teoretisk-skonomisk Belysning (Copenhagen, 1937). Two contributions have solved 
the substitution problem as between all the dimgnsions of quality and selling efort, ¢.¢., 
T. Scitovsky, Welfare and Competition (Chicago, 1951), n. 7,259, and my own Product Egui- 
librium under Monopolistic Competition (Cambridge, Mass., 1951), Ch. 5. 
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The present paper suggests that certain assumptions developed by 
Leontief for entirely different purposes may provide a satisfactory solu- 
tion to the dilemma just described. Quality and selling effort can simply 
be defined as a complete specification of the production and distribution 
process of the product in question. Sich a complete specification has two 
elements in it. First, a specification of the following form. Tc produce 
and sell the physical quantity X; per unit of time of the product of the 
jth industry takes the input of the physical quantity x per unit of time 
of the product of the tth industry, including labor, where t=1 em. 
Such inputs are purchasable and have prices attached to them, and they 
should not be confused with their -2wn properties.? A specification of 
the inputs can also be stated in terms of input coefficients aè follows. 
To produce and sell the physical quantity X; per unit of time of the 
product of the jth industry takes the input of a physical units of 
product of the ith industry per unit of product of the jth industry. 

Under Leontiefian assumptions, for a given product, &;; is independ- 
ent of the level of output X;. Precisely for that reason we are free to 
let aş represent quality and selling effort. If the Leontiefian assump- 
tions were not used, we would not know whether a change in Gs would 
reflect a change in the level of output or would reflect a change in the 
quality of the product or the selling effort accompanying it. Leontiefian 
assumptions exclude the former possibility. Thus a change in the input 
coefficient for labor will always reflect a change in the workmanship of 
the product, a change in the input coefficient for a certain material 
will always refiect a change in the product property depending upon 
that material, say purity, hardness, tensile strength, heat resistance, 
etc. Even for selling effort, in fact, such an approach comes very close 
to the businessman’s mode of thinking. There is some evidence that 
most businessmen try to maintain a constant proportion between adver- 
tising and sales.’ They would think of an increase in that proportion as 
more intensive selling effort, of a decrease as less intensive selling effort. 

- The second element needed for a complete description of how to pro- 
duce and distribute the product is a specification of the order in time 
of the inputs. Certainly it would do no good to perform the process of, 

2 H. B. Chenery, in “Engineering Production Furctions,” Quart. Jour. Econ., Nov. 1949, 
LXII, 507-31, and “Process and Production Functions from Engineering Data,” Studies in 
the Structure of the American Economy (New Yo-k, 1953), 297-325, has emphasized the dis- 
tinction between the inputs and their properties. The former are purchasable and have prices, 
the latter do not. The former are called “physicalinputs” or “economic quantities,” the latter 
are called “engineering variables.” 

3R. W. Jastram, “Advertising Outlays under Oligopoly,” Rev. Econ. Stat., May 1949, 


XXXI, 106-09. Similar findings are reported by the Committee on Price Determination, Na- 
tional Bureau of Economic Research in Cost Behavior and Price Policy (New York, 1943), 
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say, painting an automobile body by first applying the baked enamel, 
then two primer coats, and finally doing the bonderizing. The timing, 
however, is frequently so obvious that no explicit reference to it is 
found. Such is the case in the Leontief system. 


I. The Model 


Everything now being measurable, we can make the theory of non- 
price competition every bit as quantitative as, say, the theory of pro- 
duction. The following notation will be used: 


a,;;= the number of physical units of the product of industry 7 absorbed 

per unit of product of a firm in industry f. 
c;= the number of dollars of cost incurred annually by a firm in indus- 

try 7. 

p;= the number of dollars of profits earned annually by a firm in indus- 
try]. 

r= the price of the input absorbed from industry 7, a parameter. 

j= the price of the output produced by a firm in industry 7. 

xy = the number of physical units of the product of industry 7 absorbed: 
annually by a firm in industry j. 


X;=the number of physical units of product produced and sold an- 
nually by a firm in industry J. 


Our firm in industry 7 is assumed to produce only one product and 
to absorb as inputs the products of industry 7, where z stands for m 
industries, Including labor. The first fundamental equation needed in 
our analysis is the dernand equation faced by the firm: 


(1) X; = Xj(w;, a3) for t= 1---+m 


The equation says that demand depends upon price and all the input 
coefficients. Directly, of coursé, the consumer’s attitude is determined 
by his appraisal of the appearance and expected performance of the 
product, but the latter, in turn, are determined by the complete 
specification of the production and distribution process of the product 
as revealed by the list of input coefficients. Doing some violence to 
reality we shall assume that the demand equation (1) is continuous and 
differentiable. 

-The second fundamental equation in our analysis is the cost equation, 
also assumed to be continuous and differentiable: 


(2) cj = Dy (rity), 
i=] 
where: 
(3) . Vij = lijX j for te= l em 
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Equation (2) is a definitional equation. When interpreted in the 
Leontief tradition, equation (3) bezomes a behavior equation. In this 
tradition, for a given product, the input coefficient ay is not allowed to 
vary with the level of output. Only under this assumption are we free 
to let a;; represent quality and selling effort. Taking (2) and (3) together, 
we can write cost as: 


(3a) ¢j = X; > (1 40,;). 
t=] 


Finally, we need the definitional equation saying that profits equal 
revenue minus cost: 


(4) pj = 1jXj— Cj. 
Il. Quality Equilibrium 


Let us vary one input coefficient a; in isolation, and let us take the 
partial derivative of profits #; with respect to that input coefficient a,;: 


Op; ðX; ðX; L 
Pi a r; —-— Eg: — L (map |; 


00;; lij Qij iml 








Here, the a,; appearing under the summation sign is the general a,; 
where, as indicated, i==1 - - - m. The three other a,,;’s, outside the sum- 
mation sign, represent the specific input coefficient now being varied in 
isolation. 

Now let y; be the elasticity of demand‘ faced by the firm in industry 
4 with respect to the input coefficient a,;. Setting the above partial de- 
rivative equal to zero and rearranging, one gets:® 


OX ; Qij T hey 
(5) ny = = 
Tj — Dy (arias) 
fora} 


This result can be expressed as follows: The input of the product of 
the ith industry into the product of the jth industry should be adjusted 
in such a way that the expenditure for that input per unit of output of 
the jth industry divided by the promt per unit of output of the jth 


4 Our y; is not identical with the y, used by Dorfman and Steiner, 09. cit., p. 833 and defined 
as the percentage change in demand to the percentage change in average cost, both induced by 
a small change in quality. Comparison of our results with those of Dorfman-Steiner may be 
facilitated by the following comparison of notati: Our quality index is a;;, theirs is x; our 
product priceis m; theirsts p; our demand function is X;= Xj(srj, €s), theirs is g=f(p, x); our 
unit cost is Bes ' ı (midig), theirs is c=c(q, x). To the extent that our problems are identical with 
theirs, solutions are identical, too. ° 


ë Cf. Rasmussen, op. ci., p. 203. 
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industry equals the elasticity of demand faced by the firm of the jth 
industry with respect to the input coefficient a,;. So far, this sounds 
rather complicated; but paradoxically, things get much simpler as the 
analysis is extended. 

That the partial derivative of profits »; with respect to the input 
coefficient @,; is zero is a necessary, but not a sufficient, condition for 
profit maximization. We must also show that the second derivative of 
profits p; is negative, z.e., that: 


ð? 07x; is ðX 
Pi = i my $; (nia) | — 2r: <0. 


ðt? ðu i=l ij 











Over the relevant range, let it be assumed that the quality-quantity 
relationship can be illustrated by a curve similar to the one shown in 





QUANTITY SOLD 


G:: 
NUMERICAL VALUE OF |! 
THE I'TH INPUT COEFFICIENT, 
"QUALITY" 


FIGURE Í 


Figure 1. Here, as any input coefficient a;; is increased, quantity X; 
should become less and less responsive to it. Such an assumption is 
reasonable both for quality and for selling effort. While consumers seem 
to appreciate an increase of the horsepower of a passenger car from 150 
to 200, they could not possibly use an increase from 500 to 550. Selling 
effort, no doubt, too can be increased ad nauseam. Consequently, the 
second derivative of X; with respect to a; is negative. The expression 
in brackets represents profit per unit of output which is positive. The 
entire first term, then, is negative. In the second term, 7; is positive, 
' and up to the point P, the first derivative of X; with respect to a, is 
positive. Consequently, in that range, the entire second derivative of 
profits p; is negative, and we have a true maximum. 

If not one but all dimensions of quality and selling effort are manipu- 
lated, equation (5) holds simultaneously for any i. Write it in the form: 


+ 
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ae 2, (mias;) 
(5a) Ta eee 
ax; x; 
Ods; 


holding for any t. Consequently, we can write: 














Tt 2 Wm 
(5b) r a a a 

OX ; OX; OX ; 

003; Oda; ; 00m; 


Consisting of m equations, one for each dimension of product and 
selling effort, system (Sa) of simultaneous equations represents the 
solution of the substitution problem: How far should quality and selling 
effort be carried in each particular one of the m possible dimensions? 
System (5a) and (5b) could never, of course, have- been formulated had 
not every dimension of quality and se.ling effort been made quantitative. 

Equation (5b) says that in equilibrium, quality has been improved 
and selling effort been intensified, in 2ach of the m possible dimensions, 
until the ratio between the price of an input and the marginal “pro- 
ductivity” of the corresponding input coefficient is the same for all m 
inputs. The similarity to the neoclassical theory of production and dis- 
tribution is evident. But there are two differences. First, “productivity” 
is productivity in selling, not just in producing. Second, condition (5b) 
runs in terms of input coefficients, not just inputs. 

Once every dimension of quality and selling effort has been made.. 
quantitative, a clear meaning can be attached to the concept “quality ` 
elasticity of demand,” and the concept can be put to good use. We said 
that equation (5) must hold for any 7. Adding together all the m versions 
of the equation one gets: 


_ = Ga 
(6) . © H= D ee TS 


m 


Ti — Dy (Titi;) 


S -. 
tl 


The meaning of this aggregate elasticity H, the sum of all the elas- 
ticities 7:;, can be clarified by the following hypothetical operation. Let 
the first input coefficient a; rise by one-wth of its numerical value and 
watch the effect upon quantity sold X;. Next, let the second input 
coefficient ay rise by one-zth and watch the effect upon X;. Continue 
in this way all through the m input coefficients. If n is sufficiently large, 
say: 1,000, then the order in which we are increasing the a’s does not 
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matter. Consequently, the sum H of all thè m elasticities is equal to 
the number of wths by which X; would rise when at the same time every 
li; is increased by one-nth. In this aggregative sense, the concept 

“quality elasticity of demand” does have a clear quantitative meaning. 
Let us now rewrite (6) in the form: 


(6a) > (Titij) = ea H 

O says that in equilibrium, unit cost should be carried,.by. means 
of quality improvement and intensification of selling effort, up to the 
point where it amounts to the fraction H/(1-++H) of the price of the 
product. Equation (6a) runs in terms of unit cost relative to price, pre- 
sumably in accordance with modes of thinking among businessmen, 
rather than in marginalist terms. This, however, should not conceal 
the fact that the present analysis is a thorough-going marginalist one. 
H is a sum of partial derivatives in disguise, consequently equation 
(6a) is an equation of margins. After all it was derived from a summation 
of (5) which, in turn, was based upon profit maximization by partial 
derivation. Equation (6a) includes unit cost only because under 
Leontiefian assumptions unit and marginal costs are equal. The rela- 
tionship — by (6a) is shown A APACER in Pigi 2. 


z mi aij) 


OPTIMUM UNIT COST 





6 
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QUALITY ELASTICITY OF DEMAND 


FIGURE 2 


112 THE AMERICAN ECONOMIC REVIEW 


Jil. Price Equilibrium 


Let us now vary price 7; in isolation, and let us take the partial de- 
rivative of profit p; with respect to tae price rj: 








ap; ax, ax, 2 
enced Rone tad 
On; On; ÖT} fax] 


Now let e be the familiar Marshallian price elasticity of demand 
faced by the firm in industry 7. Setting the partial derivative above 
equal to zero and rearranging, one gets: 


(7) Re ee ee 
m 
Ti — 2, (wiass) 


i=l 


This result can be expressed as follows: The price r; of the product 
of the jth industry should be adjusted in such a way that the price 7; 
divided by the profit per unit of output of the jth industry equals the 
Marshallian price elasticity of demand with opposite sign. 

That the partial derivative of proits p; with respect to the price r; 
of the product is zero is a necessary, but not a sufficient, condition for 
profit maximization. We must also słow that the second derivative of 
profits p; is negative, 7.e., that: 


g? ðX; OX; 
n = ln 3 (ras) | + 2 “Ome < 0. 


ör? ðr; ii Tj 





Over the relevant range, let it be assumed that the relationship be- 
tween price and quantity sold can be described by a straight line with 
negative slope, cf. Figure 3. In that very special case, the second de- 
rivative of X; with respect to r; is zero. The expression in brackets 
represents profit per unit of output which is positive. The entire first 
term, then, is zero. In the second term, the derivative of X; with respect 
to 7; is negative, so the entire second derivative of profits p; is negative, 
and we have a true maximum. If the price and quantity-sold relation- 
ship were not a straight line but a curve concave to the origin, the sec- 
ond derivative of X, with respect to m; would be negative, and so both 
terms would be negative. If the relationship were a curve convex to the 
origin, the first term would be positive, but if the convexity were 
moderate, the positive first term would be small and still be outweighed 
by the negative last term. 
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Write (7) in the form: 
e m 
7 Tj= ilij 
(7a) ue, 2 (Titiz) 


which says that in equilibrium, price should be marked up to the point 
where it amounts to e/(1++e) times the unit cost of the product, where 
e is the Marshallian price elasticity of demand for the product. Unlike 
(6a), (7a) is old and familiar.® Like (6a), (7a) runs in terms of unit cost 
relative to price, better understood by the businessman, but is really 
just as marginalist as the former. The relationship expressed by (7a) is 
shown in Figure 4. 


IV. Full Equilibrium 


If price and all dimensions of quality and selling effort are to be 
optimized, equations (6a) and (7a) will both have to be satisfied at the 
same time. Taking them together, one gets: 


(8) e+H= — 1. 


This very simple result says that in equilibrium, z.e., when everything 
has been fully adjusted, the sum of the price elasticity and the quality 
elasticity of demand, the latter defined in Section II above, should 
equal —1. The relationship expressed by equation (8) is shown graphi- 
cally in Figure 5. 

Equation (8) is a condition for full equilibrium, but in the real world, 
even disregarding ignorance, is it always possible to satisfy it? Under 

8 Joan Robinson, The Economics of Imperfect Competition (London, 1933), p. 54, says that 
monopoly optimum price is equal to marginal cost multiplied by «/(e— 1}. Since (1) her eis the 
numerical value of Marshallian price elasticity, so that e=—e, and (2) under Leontiefian 


assumptions unit and marginal costs are equal, our formula (7a) is identical with Joan Robin- 
son’s formulation. - . 
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our assumptions, not unreasonable, it appears to be possible to satisfy 
equation (8). 

First, it was assumed that the quality- -quantity relationshio could be 
illustrated by a curve similar to the one shown in Figure 1. Here, as any 
input coefficient a; is increased, quantity X; should become less and 
less responsive to it. This being true ‘of all input coefficients, at low 
numerical values of all the a,,’s, the quality elasticity of demand, H, 
will be high but will become progressively lower, the higher the a,,’s. 
Eventually it will turn negative (cf. point P in-Figure 1). 

Second, it was assumed that the relationship between price and 
quantity sold could be approximately described by a straight line with 
a negative slope (Figure 3). Here the Marshallian price elasticity of 
demand, e, at a high price x; will be numerically in excess of unity and 
will be progressively higher, the higher the price. At a low price 7; it will 
be numerically less than unity and will et become progres- 
sively lower, the lower the price. 

If these assumptions can be accepted, there zs_a 1 solution satisfying 
equation (8). If the firm finds itself in the region A, where e+H> —1, it 
will be able to approach the line marked e+-H= —13 in Figure 5 simply 
by raising both its price and its quality, still seeing to it that the system 
of equations (5a) is satisfied. In Figures 6 and 7 the effects of such 
simultaneous raising of price and quality are indicated. Figure 6 shows 
the usual price-quantity relationship. Raising the quality of the product 
will shift the price-quantity curve upwards. But since the quality elas- 
ticity of demand, H, has been assumed eventually to become progres- 
sively lower as a; rises, the demand curve must shift less and less than 
in proportion as a,; rises. Eventually, raising price and quality simul- 
taneously must take us into an area in which the price elasticity 
of demand is numerically extremely high. 

Figure 7 shows the corresponding phenomenon on the quality side. 
Raising the price of the product will shift the quality-quantity curve 
downward. But since the price elasticity of demand, e, has been assumed 
eventually to become numerically progressively higher as 7; rises, the 
demand curve in Figure 7 must shift more and more.than in proportion 
as ry rises. Eventually, raising price and quality simultaneously must 
take us into an area in which the quality elasticity of demand is ex- 
tremely low. But if the negative price elasticity e becomes numerically 
higher and higher, and if the positive quality elasticity H becomes lower 
' and lower, a point must eventually be reached in which equation (8) 
is satisfied. 

Similarly, if the firm should find itself on the other side of the line 
marked e+-H= —1, i.e., in region B (Figure 5), where e+H<—1. The 
firm can approach the line by reducing its price and its quality, again 
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seeing to it that the system (5a) is satisfied. Price elasticity will go down 
numerically, and quality elasticity. will go up. 

On a priori grounds, one cannot rule out the possibility of several 
points existing at the same time satisfying equation (8). Suppose we 
have found one such point, located upon the line shown in Figure 5. 
Suppose, then, that we raise the quality and reduce the price of the 
product. Figure 8 shows the price-quantity relationship. Raising the 
quality of the product will shift the price-quantity curve upwards. But 
since the quality elasticity of demand, H, has been assumed eventually 
to become progressively lower as a; rises, the demand curve musi shift 
less and less than in proportion as @;; rises. FEARR UIG therefore, 
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therefore, reducing price but raising quality simultaneously must take 
us into an area in which the price elasticity of demand is numerically 
quite low. 

Figure 9 shows the corresponding phenomenon on the quality side. 
Reducing the price of the product will shift the quality-quantity curve 
upward. But since the price elasticity of demand, e, has been assumed 
eventually to become numerically progressively lower as 1; falls, the 
demand curve must shift less and less than in proportion as 7; falls. 
Eventually, reducing price but raising quality simultaneously may thus 
take us into an area in which the quality elasticity of demand is also 
_ quite low, while equation (8) is still satisfied. 


V. Limitations and Conclusion 


The Leontiefian assumption that for a given product, a,; is independ- 
ent of level of output represents our firstelimitation. It should be noted, 
however, that two restraints on the firm included in the model do oper- 
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ate somewhat like diminishing returns in the production function: first, 
the assumption that as price r; is lowered, the numerical price elasticity 
wil become progressively lower; and.second, the assumption that as the 
input coefficient a,; is increased, quantity sold X; will become less and 
less responsive to it. : 

Like the static Leontief model, our model is ill-equipped to cope with 
those inputs that consist in the services rendered by durable capital 
stock. In a treatment of product quality. this kind of input is likely to 
be quite important. Quality can be manipulated not only by varying 
workmanship or materials but also by. varying the shape of things. 
Tools and dies will then have to be discarded and new ones installed. 
Such tools and die will introduce the problem of indivisibilities, and 
they may well force us to abandon our assumption that the demand 
and cost functions are continuous ard differentiable. 

Another obvious limitation is the static profit-maximization assump- 
tion and the complete exclusion of rivals and their behavior, expected 
and real. 

These limitations are common to most treatments ol nonprice compe- 
tition. The decisive difference between the approach suggested here 
and other approaches is that the adoption of the Leontiefan input- 
output coefficients as measures. of product quality and selling effort 
will make the theory of nonprice competition every bit as quantitative 
as, say, the theory of production. Empirical research, so urgently 
needed in this field, may be expected to benefit greatly frem such 
quantification. 


PROFESSOR HICKS’ REVISION OF DEMAND THEORY 
A Review Article 


By Frirz Macaiup* 


The “demand theory”: which Hicks is revising in his new boo! is that of 
the first three chapters of his Value and Capital? published in 1939. The 
original version was 42 pages long, the revision covers 194 pages. The new 
version goes deeper into the “foundations” and is more than patient in its 
“elaborations.” 

Among the chief reasons for undertaking the revision are the ascendancy 
of Samuelson’s “revealed preference” approach (about which Hicks is 
sceptical), certain developments in the mathematical set theory of “strong” 
and “weak ordering” (of which Hicks gives a presentation which avoids 
mathematics), the discovery of a more closely reasoned derivation of the 
law of demand from a few simple propositions of logic, and the realization 
of some mistakes in his earlier treatment of consumer’s surplus and com- 
plementarity. 

The book falls into three parts: I. “Foundations”; II. ‘“The-Demand for 
a Single Commodity”; III. “The General Theory of ‘Demand. ” There is no 
treatment of the “welfare side” of demand theory, nor of its empirical- 
statistical side, the book being confined to the deductive aspects of what 
Hicks calls “Plain Economics.” He promises to present us with a statement 
of welfare economics at some later time. But empirical demand analysis, 
being ‘‘concerned with the statistical application of the theory rather than 
with the theory itself,” is regarded by Hicks ‘as outside his field (pp. vi-vii). 
Yet, “econometric application” is to him an important test, for “a theory 
which can be used by econometrists is to that extent a better theory than 
one which cannot” (p. 3). 

A brief chapter is devoted to the rejection of (even hypothetically) meas- 
urable utility. Hicks holds that in the more elementary parts of the theory 
the assumption of cardinal utility neither helps nor hinders, but “in the 
more difficult branches cardinal utility becomes a nuisance” (p. 9). If one 
rejects, as one probably is forced to by rather simple reflection, the hypoth- 
esis of independent utilities, and if one grants the usefulness and- possi- 
bility of dividing the effects of price changes into those of substitution and 
of changes in income, one has in effect eliminated cardinalism from the 
argument (pp. 11-15). Perhaps Hicks wanted to. go further, for he elimi- 


* The author is professor of political economy at the Johns Hopkins University. 

1 J. R. Hicks, A Revision of Demand Theory (Oxford: Clarendon Press: 1956. Pp. vii, 196. 
$3.75.) n 

2? J. R. Hicks, Value and Capital (Ozford, 1939). 
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nated even the word “utility” from most of the rest of the book. But is this 
more than a terminological gesture? The pages are full of “levels of indif- 
ference,” which after all are not really different from levels of satisfaction or 
utility; several times the term “real income” is used as an equivalent (e.g., 
p. 80); and finally there is much discussion of “the consumer’s valuation” 
of units of goods, “average valuation” as well as “marginal valuation,” 
of the practical unimportance of “cases of increasing marginal valuation,” 
of the position of equilibrium where the consumer’s marginal valuation of a 
good is equal to its price (pp. 89-90), of the theorem of the ‘‘Additivity 
of Marginal Valuations” and the “generalized law of Diminishing Marginal 
Valuation” (p. 153). I cite this list without any critical intent; on the con- 
trary, I approve the introduction of new terms where it is desired to avoid 
some of the connotations associated with old terms. But the old-fashioned 
utility theorists, cardinal, semicardinal, as well as ordinal, may note with a 
sense of satisfaction that the “newfangled” techniques ere not so very far 
removed from their good old ways. 

The methodological position underlying Hicks’ approach is eminently 
sound. He is free from positivist-beha-ioristic restrictions on the study of 
consumers’ behavior, and he also avoids contentions about the supposedly 
empirical assumptions regarding rational action. Instead, he starts from a 
fundamental postulate, the “preference hypothesis.” Faced with factual 
data about quantities of commodities purchased and with the task of ex- 
plaining changes in these quantities, ths economist has at least three possi- 
bilities: explanations in terms of nonprice data, explanations in terms of 
effects of current price changes, and explanations in terms of lagged effects 
of price changes. No matter which of the explanations seems most pertinent, 
one “needs a technique for separating out the current-price effects from the 
others,” and for this purpose one needs a theory ‘‘which will tell us some- 
thing about the ways in which consumers would be likely to react if varia- 
tions in current prices.and incomes were the only causes of changes in con- 
sumption.” Thus we must proceed “by postulating an ideal consumer, who 
by definition is only affected by current market conditions. ... The assump- 


tion of behaviour according to a scale of preferences comes in here as the’ 


simplest hypothesis...’ (p. 17). No direct test of the preference hypoth- 
esis is practically possible (pp. 17 and 58). It is a postulate accepted be- 
cause of its fertility in deduced “‘consequences that can be empirically 
applied” in the sense that they are successful in aiding “‘the arrangement of 
empirical data in meaningful ways” (pp. 17—18). 


I. The Logic of Weak Ordering and the Elementary Law of Demand 


Since the “demand theory, which is based upon the preference hypothesis: 
turns out to be nothing else but an economic application of the logical theory 
of ordering” (p. 19), the reader will first have to take the lesson Hicks offers 
on the “logic of order.” He must learn the difference between strong 
ordering, where each item has a place of its own in the order, and week 
ordering, where some items mayebe clustered in a group within which none 
can legitimately be put ahead of the others. (The indifference curve, he is 
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told, implies weak ordering inasmuch as all the points on that curve are 
equally desirable, whereas the “revealed preference” approach implies to 
Hicks that the positions between which choice is actually made can be 
strongly ordered.) Hicks teaches this lesson in logic in a relatively painless 
way, using chiefly examples involving the consistency and transitivity of 
propositions about the spatial positions of certain things to the left or right 
of one another. Without graphical support, his examples of “‘items left of P” 
and “items right of P” (pp. 26-35) may trouble readers who are alert to the 
possibility that Q may be left or right of P depending on the position of the 
observer or on the direction in which P or Q is facing. Forgetting this rela- 
tivity of right and left, readers may learn, as Hicks wants them to, the 
distinctions between, and applications of, “two-term consistency condi- 
tions” and “transitivity conditions.” And the most flexible, studious and 
docile of the readers may actually keep these corditions in mind ready to be 
produced to demonstrate certain theorems of demand theory. Older teachers 
of theory, Including the present reviewer, will probably forget enough of 
these lessons to force them to stick with their accustomed didactic tech- 
niques. . 

In the explanation of the consumer’s choice between two goods which are 
available only in discrete units, the theory of strong ordering seems superior. 
But where the choice is between any good which may be imperfectly divis- 
ible and money which is finely divisible, the possibility of equally desired 
combinations must be accepted and “strong ordering has to be given up” 
(p. 41). Weak ordering implies that rejected positions need not be inferior 
to a position actually chosen, but may have been indifferent; hence, actual 
choice fails to reveal definite preference. But, adopting the weak-ordering 
approach, committing ourselves to some degree of continuity (justified by 
the divisibility of money or general buying power), we must make two addi- 
tional basic assumptions “to get any farther”: that the consumer will always 
prefer a larger amount of money to a smaller amount and that his preference 
order is transitive. Hicks has no objections to these assumptions, and I have 
none either. 

From the logic of weak ordering and the two additional assumptions just 
stated all major propositions of the theory of consumer’s demand can be 
deduced. Hicks proceeds to do this first for the demand for a single com- 
modity, that is, for the behavior of a consumer “confronted with a market 
in which the price of no more than one good is liable to change” (p. 47). 
The primary task is to derive the law of demand, that is, “‘the principle 
that the demand curve for a commodity is downward sloping” (p. 59). The 
technique chosen is that ‘‘of dividing the effects of a price-change into two 
parts”: income effect and substitution effect. The latter “can be deduced 
from consistency theory.” The income effect, according to Hicks, rests on 
observation; but he might just as well have said.that it rests on the defini- 
tions of “normal” and “inferior” goods. (Observation comes in only to 
support the proposition that the income-elasticities of demand are nonzero 
for most goods, and positive if the goods arg broadly defined.) The substitu- 
tion effect, as Hicks demonstrates, tends to increase the consumption of a 
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good at a reduċed price. The incorré effect will do the same, except for 
inferior goods. Hence, an exception tc the law of demand—the Gifen case— 
can occur only when the good is inferior (“with a negative income-elasticity 
of significant size”), the substitution effect is small, and the proportion of 
income spent upon the inferior good is large (pp. 66-67). 


Il. A Family of Hypotketical Income Variations 


The division of the effects of a pric2-change into substitution and income 
effects is arbitrary to the extent that the income effect is the hypothetical 
effect of a hypothetical change in income by an amount deemed commen- 
surate to the price change. For separating out the two effects Hicks presents 
two alternative methods, neither of which corresponds to the one he pre- 
sented in his earlier book. Since, to follow him, we have to manipulate three 
different income effects and two relazed concepts of consumer’s surplus, a 
catalogue of the alternative concepts of relevant income variations and a 
graph showing the relevant indifference curves and budget lines will be 
useful. (Figure 1 uses indifference curves, which Hicks avoids in his book. 
There are no indifference curves in any of his 22 graphs, though there are 
points that are defined as representing ‘‘indifferent positions.”) Since the 
relative magnitudes of the various hypothetical variations of income de- 
pend on. whether the good whose price is reduced or increased is a normal 
or an inferior one, we must: state what we assume: we assume the good to be 
normal, 


Alternative Concepts of I ncome Variations M easuring Some Relevant 
Effects of Price Changes upon the Consumer 


Pertaining to ‘Price Reductions 


The cost difference L {for Laspeyré] (shown 
as FG in Figure 1) equals the amount of a 


lump-sum fax which the consumer, following - 


a reduction in the price of X, would have to 
pay in order to be able to purchase just the 
same quantities, and no more, of X and of all 
other goods that hé purchased before the 
price reduction. 


The compensating income variation (shown 
as FH in Figure 1) equals the amount of a 
lump-sum fax which the consumer, after a 
reduction in the price of X has caused him to 
purchase a larger quantity of X at the lower 
price, would have to pay in order to be pushed 
back to the same indifference level that he had 


attained when he purchased a smaller quan- ` 


tity of X at the higher price—provided that 
he is permitted after paying the tax to ad- 
just again (reduce by B’C’) the quantity of 
X purchased. ° 


pa 


Periaining to Price Increases 


The cost difference P [for Paasche] (shown 
as FJ in Figure 1) equals the amount of a 
lump-sum subsidy which the consumer, fol- 
lowing an increase in the price of X, would 
have to receive in order to be able to pur- 
chase just the same quantities, and no less, of 
X and of all other goods that he purchased 
before the price increase. 


The compensating income variaiion (shown 
as FI in Figure 1) equals the amount of a- 
lump-sum subsidy which the consumer, after 
an increase in the price of X has caused him 
to purchase a smaller quantity cf X at the 
higher price, would have to receive ini order to 
be lifted back to the same indifference level , 
that he had attained when he purchased a 
larger quantity of X at the lower price— 
provided that he is permitted after receiving 
the subsidy to adjust again (increase by A’K’) 
the quantity of X purchased. 
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The compensating consumer’s surplus 
(shown as FS in Figure 1) equals the amount 
of a lump-sum fax which the consumer, after 
a reduction in the price of X has caused -him 
to purchase a larger quantity of X at the 
lower price, would have to pay in order to be 
pushed back to the same indifference level 
that he had attained when he purchased a 
smaller quantity of X at the higher price— 
provided that he is not permitted after paying 
the tax to adjust again (reduce) the quantity 
(OB) of X purchased. 


Iwao 


The equivalent income variation (shown as 
FI in Figure 1) equals the amount of a lump- 
sum subsidy which the consumer, after pur- 
chasing a certain quantity of X at a given 
price, would have to receive in order to be 
lifted up to the same indifference level that he 

«would attain if a reduction in the price of X 
caused him to purchase a larger quantity of 
X at the lower price~provided that he is per- 
mitted after receiving the subsidy to adjust 


(increase by A'E’) the quantity of X pur- 


chased. . 
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The compensating consumer's surplus 
(shown as FT in Figure 1) equals the amount 
of a lump-sum subsidy which the consumer, 
after an increase in the price of X has caused 
him to purchase a smaller quantity of X at 
the higher price, would have to receive in 
order to be lifted back to the same indiffer- 
ence level that he had attained when he pur- 
chased a larger quantity of X at the lower 
price—provided that he is not permitted after 
receiving the subsidy to adjust again (in- 
crease) the quantity (OA‘) of X purchased 





The equivalent income variation (shown as 
FH in Figure 1) equals the amount of a lump- 
sum tax which the consumer, after purchasing 
a certain quantity of X at a given price, 
would have to pay in order to be pushed down 
to the same indifference level that he would 
attain if an increase in the price of X caused 
him to purchase a smaller quantity of X at 
the higher price—provided that heis permitted 
after paying the tax to adjust (reduce by 
B’C’) thé quantity of X purchased. 

d 
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The eguivalent consumer's surplus (shown 
as FT in Figure 1) equals the amount oi a 
lump-sum subsidy which the consumer, after 
purchasing a certain quantity of X at a given 
price, would have to receive in order to be 
lifted up to the same indifference level that 
he would attain if a reduction in the price of 
X caused him to purchase a larger quantity 
of X at the lower price—provided that he is 
not permitted after receiving the subsidy to 
adjust’ (increase) the quantity (OA’) of X 
purchased. 
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The equivalent consumer's surplus (showr. 


as FS in Figure 1) equals the amount of a 
lump-sum fax which the consumer, after pur- 
chasing a certain quantity of X at a given 
price, would have to pay in order to be 


pushed down ‘to the same indifference: level, 


that he would attain if an increase in the price 
of X caused him to purchase a smaller quan- 
tity of X at the higher price—provided that 
he is wot permitted after paying the tax to 
adjust (reduce) the quantity (0B’) of X.pur- 
chased. 


We have here five different income variations relevant to price reductions, 
and five relevant to price increases; since four of the latter have counterparts 


among the former of equal size (though of opposite signs) we have six dif- . 


ferent magnitudes. Let us defer tke discussion of the four consumer’s 
surpluses—of two sizes—and deal first with the three pairs of income varja- 
tions called ‘‘cost differences,” “compensating variations,” 


A. The Three Pairs of Income Effects and Substitution Effecis 


First of all, why, for the case of a price reduction, are two of the income 
variations visualized as taxes and one as a subsidy? The point is that the 
imaginary subsidy is to be given instead of the price reduction—hence, an 
“equivalent variation of income.” The two imaginary taxes, on the other 
hand, are to be imposed, after the price reduction becomes efective, in 
order to undo some of the effects of that reduction, the one by taking away 
enought to offset the gain in total utility obtained through the price reduc- 
tion—hence, a “compensating variation oi income’’—the other to take away 
enough to offset the money saving made in buying the old quantity at the 
reduced price—hence a “‘cost difference à la Laspeyre.’’* The relative sizes of 
‘the three income variations should new be clear (for the case of a price re- 
duction of a normal good). The cost difference is the smallest; the com- 
pensating variation must be bigger in order to offset the gain the consumer 
could make through adjusting his purchases after paying the cost-difference 
tax; the equivalent variation must be bigger still because no price reduction 
and no substitution have yet taken place. 

The income effect of a price reduction of a “normal” ‘good is, of course, 
positive. How then can imaginary taxes, or income reductions, describe it? 
The trick is that the imaginary taxes are to be thought of as immediately 
followed by imaginary tax refunds, and these refunds are regarded as the 
income effect. First we tax the consumer (thus eliminating the income 


3 Since the latter tax.would seize only what the consumer could save if he purchased the old 
collection of goods, and would thus leave it open to him still to improve his position (by sub- 
stituting more of the cheapened good for other goods), it was once referred to as an “‘under- 
compensating variation of income.” See P. A. Samuelson, “Consumption Theorems in Terms 
of Overcompensation rather than Indifference Comparisons,” Economica, Feb. 1953, N.S. 
XX, 1-9.—Samuelson discussed a price#ncrease anc, hence, an “overcompensating” variation 
of income, since the Paasche cost difference would be larger than the compensating variation. 


and ‘‘equivalent - 
variations.” (All these terms are of Hicksian coinage.) age ees 


» 
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effect) and see how he would adjust his purchases to the price reduction— 
the substitution effect in isolation—and then we refund the tax to see how 
he would spend this increase in income. The order is reversed when the 
equivalent variation is used: we first eliminate the substitution effect and, 
by giving the consumer a subsidy and watching him adjust kis consumption 
to it, we isolate the income effect; then we take the difference between this 
subsidized consumption level and the one induced by the uncompensated 
price-reduction as the substitution effect.‘ 

The three methods trace three different paths from position A to position 
B (see Figure 1). The equivalent variation sends us via E, the compensating 
variation via C, and the cost difference vta L. Students of Hicks’ Value and 
Capital may remember that they were told to take the E-route.5 In my re- 
view article of 1940 I proposed the L-route.® Strangely enough, Hicks forgot 
both my directions and his own. He now (p. 61) attributes the L-route to a 
1953 article by Samuelson,’ and states that he himself had adopted the C- 
route.® He recommends the C and L routes as alternatives, though he finds 
. the C-route less convenient in relation to the income effect and more con-. 
venient in relation to the substitution effect (p. 69). The E-route, once the 
only one described in this context, he now finds least convenient (p. 80). 

The effect of the price reduction upon the consumption of X is invariably 
A’B’, but with the different imaginary intermediate points the substitution 
effects are A’C’, A'L’, or E’B’, respectively, and. the respective income ef- 
fects are C’B’, L’B’, or A’E’. If we reverse the direction of change and de- 
scribe the effects of a price increase, we see that the equivalent variation 
will be found through C as the intermediary point, and the compensating 
variation through E, while the cost difference, now à la Paasche, will have a 
new point, P, as a half-way place. The relative sizes of the income variations 
are rather different from what they were before: the equivalent variation 15 
now the smailest, the compensating variation is bigger, and the cost differ- 
ence is the biggest (this time deserving the Samuelson designation as “‘over- 
compensating” variation). The substitution effects upon the consumodtion 
of X will now be B'E’, B’P’, or C'A’, the income effects B'A’, P’A’, or B’C’. 


4 This asymmetry in procedure is apt to cause confusion regarding the signs of the income 
effects. It is already a little strange that we, following Hicks, speak of a positive income effect 
when a negative change of price causes a positive change in the consumer’s real income. It 
may be confusion worse confounded if we, departing from Hicks but following cammon sense, 
mark imaginary taxes with negative signs, and imaginary subsidies with positive sizns, and 
yet use both in the explanation of a “positive” income effect. Consistency is hard to restore 
in this matter and I can do no better than warn the reader about the deceptive signs. 

5 Op. cit., p. 31. 

6 Fritz Machlup, “Professor Hicks’ Statics,” Quart. Jour. Econ., Feb. 1940, LIV, 280-82. 


7 See footnote 3, above. Samuelson informs me that the method was already used in Slutsky’s 
article, “Sulla teoria del bilancio del consumatore,” Giorn. d. Econ., July 1915, LI, 1-26, was 
then repeatedly described in the index-number literature, and was alluded to by Hicks himself 
in the Mathematical Appendix to Value and Capital, p. 309. An English translation of Slutsky’s 
article is available in Readings in Price Theory, G. J. Stigler and K. E. Boulding, ed. (Home- 
wood, 1952). 


s Hicks probably thinks of his exposition of scant surplus, for which he had used the 
C-method. 


’ 
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B. The Four Consumer 5 Surpluses 


In Value and Capital the compenszting variation in income figured as the 
consumer’s surplus. “But this was-a mistake,” which Hicks ‘corrected in 
his article on “The. Four Consumer s Surpluses’”” and corrects now again 
_(p. 96)., The “mistake” is i s easy to make and hard’to clear up. There- are, 
as Hicks now takes. pains .to explain, two angles from. which demand theory 
can be viewed! ‘one’ may.ask either what quantities would be consumed at 
certain prices, or ‘what maximum prices would bé:paid for certain quantities. 
Hicks accordingly distinguishes “prize-into- quantity analysis” and ‘‘quan- 
tity-into- -price analysis” (p. 83). The former is best understood by visualiz- 
ing the consumer as a pure competitor in the market, iree. to purchase at a 
given price any quantity he chooses. For the other ‘approach we have. te 
imagine the consumer in a market where goods are rationed out to, him, 
where he may have to pay discriminatory prices for every unit or at least 
for additional units of the commedity, or where he may be compelled to 
take certain quantities. The question what is the maximum amount. of 
‘money the consumer might be willing to pay for a certain quantity can be 
answered only if we do not permit Lim to take less than that quantity at 
that price, as he would if he had his choice. Since consumer’s surplus is the 
excess of this maximum over the actual price paid, its definitions have ta 
provide for some such restraint concerning quantity purchased. 

These restraining provisions were made in the descriptions of the four 
concepts of consumer’s surplus included in our catalogue of alternative 
concepts. And these restraints account also for the size relations between 
the various income measures. The definition of the compensating consumer’s 
surplus fixes the quantity that was chosen at the changed price and does not 
permit it to be adjusted when a compensating tax or subsidy reduces or 
raises the consumer back to the indifference level he had attained before the 
price change. The definition of the equivalent consumer’s surplus freezes 
the quantity that was chosen before the price change and does not permit 
it to be adjusted when an equivalent subsidy or tax lifts or depresses the 
consumer to the indifference level he would attain as a result of the price 
change. Hence, in the case of a price reduction, the compensating consumer’s 
surplus must be smaller than the compensating variation because a tax in 
the amount of the latter, with no quantity readjustment permitted, would 
reduce the consumer below the initial indifference level. (In Figure 1, if the 
consumer were assessed a tax of FH and were compelled to take the quan- 
tity OB’, he would be worse off than initially. If he is to stay on the initial 
indifference level, U1, he cannot pay more than BB” =FS as a compensat- 
ing-surplus tax.) Similarly, the equivalent consumer’s surplus must be 
larger than the equivalent variation because a subsidy in the amount of the 
latter, with no quantity adjustment permitted, would fail to lift the con- 
sumer to the indifference level that the price reduction would afford him. 


9J. R. Hicks, “The Four Consumer’s Sursluses,” Reo. Econ. Stud., 1943-44, XI, 31-41. 
Hicks gives due credit for “discovering” the mistake to A. M. Henderson, “Consumer's Sur- 
plus and the Compensating Variation i in Income,” Rev. Econ. Stud., 1940-41, VII, 117-21. 
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(In Figure 1, if the consumer. Were given a ı subsidy. of only BE trl were held 
to a quantity. of OA", he’ ‘would, not reach the indifference -level: U3; it would 
take a subsidy i in the åmpjnt of AA" = FT. to get him there. o 


C: Arithmetic ae Graphical Illustrations ae ae a - s i ae g 

The quantitative relationships expressed here’ in Written language and. 
shown geometrically in: an indifference graph, may be profitably reviewed 
by an. arithmetic. illustration—although to admit the usefulness-of such ` 
simple devices takes courage in“these days of high-powered mathematical 
techniques. Let us then assume a simple demand schedule with just two 
prices of a normal good; let us calculate the cost-differences L and P,and let 
us-assign arbitrary but plausible values to the other income variations rele- 
vant: to movements between these two points of the demand schedule. The 
demand schedule is reversible and, depending on the direction of the change, 
each price-quantity pair will in turn constitute the “initial position.” 


Dexann SCHEDULE FOR GooD X 


Price Quantity i Amount Paid 
10g ` 1000 $100.00 
9¢ 1150 ; 103.50 


As Price Is Reduced As Price Is Increased 
Relevant Variations 3 


Dollar ; Dollar : 

Amount Fig. 1 Amount Fig. 1 
Change in expenditure for X -+3.50 MN — 3.50 MN 
Cost difference of initial quantity —10.00 FG -+-141.50 FJ 
Compensating income variation — 10,50 FH -+1100 FI 
Equivalent income variation +11.00 FI ~- 10.50 FH 
Compensating consumer’s surplus —10.25 FS +-11.25 FT 
Equivalent consumer’s surplus +11,.25 | FT 10,25 FS 





Note: The inconsistencies in the signs are discussed on p. 125 above, The graph (Figure 1). 
is not drawn to correspond to the dollar amounts used in this illustration. 


Yet another device will aid in exhibiting the income effects and the sub- 
stitution effects “operating” upon the quantity of X consumed as a result 
of the reduction or increase in price. We may draw for the two prices a 
family of “uncompensated” demand curvas, each with income as a param- 
eter. Disregarding the four consumer’s surpluses (because they are less 
helpful in ‘‘price-into-quantity analysis”) we shall need four demand curves 
besides the one for the initial income F: two'for incomes after taxes, (Y 

-— 10.00) and (Y— 10.50) and two for incomes after subsidies, (Y+ 11.00) 
and (Y-+ 11.50), as shown in Figure 2. Using the above demand schedule for 
income F and connecting the initial positions A (for the price reduction) 
and B (for the price increase) with the relevant points on the other demand 
curves, we can identify AC and AL as ¢he two “compensated demand 
curves” for the price reduction, one after the tax to offset the utility gain, 


-+ 


(Y¥ +11.5) 





(Y + 11.00) 
(Y) 
(Y -10.00 © 
(Y ~ 10.50): 
© © © O © OQO O O 
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the other after the tax to offset the cos- difference; and BE and BP as the 
two “compensated demand curves” for the price increase, one after the 
subsidy to offset the utility loss, the other after the subsidy to offset the 
cost difference. . 

We can again trace the effects of the price changes along alternative 


routes: ACB, ALB, and AEB for the price reduction, BEA, BPA and BCA © 


for the price increase. The alternative substitution and income effects upon. 
the consumption of X can be read off the graph as follows: 


Cause Route Effect Effect Total 


entities | LMNs i ws | RA pa a a Pr Ai MMM 


Price reduction from ACB AC= 75uniis} CB= 75units! AB= 150 units 
10¢ to 9¢ ALB AL= 100 unit | ZB= 50 units | AB= 150 units 
AEB EB= 90units | AE= 60units |; AB= 150 units 


Price increase from BEA BE=-—-90 units | EA =—60 units | BA=—150 units 
9¢to10¢ | BPA BP=~—~70 units | PA =—80 units | BA = —150 units 
BCA CAs: -—75 units | BC=—75 units | BA = —-150 units 


D. Marginal Valuation 


For the “quantity-into-price” approach we must become better ac- 
quainted with “marginal valuation” and the “compensated marginal valua- 
tion curve.” Hicks had introduced this ingenious device in his 1944 article 
under the name of “marginal indifference curve.” (At that time he used the 
term “marginal valuation curve” for a curve which is now stowed away in 
the attic with other old gadgets.) The new marginal valuation curve is 
presented together with a corrésponding average valuation curve. (These 
curves look exactly like the well-known marginal and average product curves, 
with which they in fact have much in common.) The compensated marginal 
valuation curve is designed toeshow “the amounts of money which the 
consumer is willing to pay for successive units of the commodity X” pro- 
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vided that he “pays the full marginal valuation of each unit before making 


his valuation of the next” (p. 86). 


What is the difference between the compensated marginal valuation 
curve and the compensated demand curve? The latter shows the quantities 
consumed at each price “under the assumption that income is continuously 
adjusted so as to maintain indifference of the successive positions” (p. 76". 
The difference is, essentially, that a marginal valuation curve may go up 
before it goes down, whereas the compensated demand curve can only go 
down. Any rising part of the marginal valuation curve will not, however, be 
of practical interest if the consumer can purchase as much as he wants. His 
demand will be “‘zero until price falls to his maximum average valuation” 
(p. 88), and at lower prices the quantities taken will be such as to secure 
equality between marginal valuation and price. 


II. The General Theory of Demand 


After graduating from the study of “elementary” theory of demand— 
“in which the price of no more than one good is liable to change” (p. 47)— 
we advance to the study of the “general” theory—in which “more than one 
price-ratio is allowed to vary” (p. 107). At the outset Hicks makes us exer- 
cise with a “Second Consistency Test,” only to conclude that this approach 
“is not promising” (p. 112). Instead, he puts us to work with so-called “‘in- 
difference tests.” (His penchant for giving a new name to every step in the 


‘argument leads to a bewildering proliferation of terms, which few will care 


to remember even if they should be able to do so.) The “first indifference 
test” says no more than “that as between two indifferent positions, the 
compensating variation C is less or equal to the cost-difference P,” the 
Paasche cost-difference; “the second indifference test is expressed by saying 
that when we are comparing two indifferent positions, C must be greater 
or equal to L,” the Laspeyre cost-difference (p. 116). These are merely new 
names for old ideas (which I had expressed in my 1940 article). But from 
these ‘‘tests’’ Hicks is able to deduce that the substitution effect of a price 
reduction must be positive (or zero, at worst). For, without income effects 
P—L=S, that is, the positive substitution effect is implied in the excess of 
the Paasche cost-difference over the Laspeyre cost-difference. 


10 I must briefly report on Hicks’ reflections concerning the Giffen case and his discovery of 
an “anti-Giffen case” (p. 92). Just as the Giffen possibility rests on exceptionally strong in- 
come effects upon the consumption of exceptionally “strongly inferior” goods, the anti-Giffen 
possibility rests on exceptionally strong income effects upon the marginal valuation of “strongly 
normal” goods, possibly causing the marginal valuation curve to slope upward for another 
stretch. But the possibility is only of theoretical interest and of little, if any practical impor- 
tance. The probability of sufficiently strong income effects is negligible, especially since what 
counts in practice are not single consumers, but large groups of consumers heterogeneous in 
tastes as well as incomes (pp. 67-68). But in addition Hicks shows that stretches of Giffen 
slopes would not provide equilibrium positions and would be quickly passed in swift move- 
ments of prices (or of quantities, in the anti-Giffen case). Thus, even if these unlikely situacions 
should exist, they “would not show up,” for “All that would be seen... would be a fall in 
price,” and “We should not be able to tell that the law of demand was failing to operate, for 
the effects of that condition would be indistinguishable from the effects of a demand that was 
extremely inelastic” (p. 94); or especially elastic in the anti-Giffen case, 
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Where two or more prices change at the same time, the “Total Substitu- 
tion Effect” is the sum “of the differences in quantity consumed of each 
good, each being valued at the corresponding difference in price” (p. 117). 
If price reductions are “reckoned as Dositive,”’ and price increases as nega- 
tive, “the total substitution effect of any price-change, however complex” 
must always be positive (or zero). This is christened “the First Substitu- 
tion Theorem”; it contains “the downward slope of the compensated de- 
mand curve as a special case” (p. 117). To put it differently, when a com- 
pensating variation in income has made two constellations of prices and 
quantities equally desirable, the price reduction of X times the quantity 
increase of X, plus the price reduction of Y times the quantity ; Increase of 
Y, plus etc., can never be negative. 

From the “transitivity of indifferenze” follows “the additivity cf compen- 
sating variations,” as Hicks demonstrates in easy steps. Soon thereafter he 
makes the nonmathematical readers f2el happy by assuring them that they 
have just been introduced to a statement, in economic terms, of “the fun- 
damental theorem of Riemann integration” (p. 123). Their confidence thus 
being bolstered up, the readers, determined to hang on for another ride, will . 
be’ glad to accept the assumption that compensated demand curves can 
be treated as straight lines, since “any continuous curve, over a sufficiently 
short stretch, is indistinguishable from a straight line (p. 125). This will 
take them to another vista, named “the Reciprocity Theorem.” 

This theorem, good for comparing three or more price-quantity constel- 
lations (with small price differences only) which are made indifferent 
through compensating income variations, tells us that “the sum of the 
quantity-changes from (0) to (1) each being valued by the price-change of 
the same commodity from (0) to (2), equals the sum of the quantitv-changes 
from (0) to (2) each being valued at the corresponding price-change from 
(0) to (1)” (p. 126). A simple but useful implication of this theorem is that 
“the cross-effects of price-changes ... are equal” (p. 127) and hence, ‘‘the 
relation of substitution (and complementarity) is reciprocal’ (p. 128). 
Incidentally, discussions of complementarity are beyond the scope of ele- 
mentary theory of demand because “in the two-goods case, the relation 
between the two goods must be that o- substitution. ... Complementarity 
can only occur when there are other goods outside the group of complements 
at whose expense the substitution in favour of the group of complements 
can take place” (p. 129). 

Since the designation of the “first” substitution theorem has indicated 
that there must be more in store, my conscience forbids me to skip the 
“second substitution theorem.” But I shall mention merely that it is chiefly 
concerned with a “limit on the size of the cross-effect,” and provides formal 
support to the intuitively obvious fact that “X and Y cannot be highly sub-, 
stitutable for one another unless each has a demand which is highly elastic 
with respect to its own price.” As ancther boon to the nonmathematical 
reader, I may quote an aside of the author to the effect that he finds in con- 
nection with this theorem an “‘gxample of the way in which a blind adher- 
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ence to standard mathematical methods sometimes’ produces nonsense re- 
sults” (p. 134). 

While we are on the subject of the cross-effeci s, it may be worth stressing 
that all references up to this point have been only to the “‘cross-substitution 
effects,” isolated by means of compensating income variations. If income is 
not tampered with, “the equality between the cross-substitution effects 
may well be masked by inequality between the cross-income effects on 
income-elasticities”’ (p. 147). This was clearly set forth by Hicks in his 
Value and Capital. 


A. Exceptions to the Law of Demand 


Some other consequences of the income effect, however, are either dem- 
onstrated in novel ways or newly discovered. The chief question is whether 
the “Total Income Effect,” which is “a combination of the separate income- 
effects on the separate commodities,” may modify the “generalized law of 
demand.” Hicks sees “three possible sorts of exceptions” to the law: “those 
due to inferior goods, to commodity asymmetry, and to asymmetrical effects 
of redistribution” (p. 146). The first of these exceptions is of course the 
“generalization of the Giffen case,” in which all or most of the “‘price- 
changing goods” are inferior. Since “the share in consumer’s expenditure 
going upon all inferior goods taken together may be much larger than that 
going upon any particular inferior good,” a large negative income effect has 
a somewhat better chance of being realized where many prices may change 
than where only one price changes (p. 139). But it would be a very odd thing 
indeed if price changes in the same direction happened to be concentrated 
in the group of inferior goods. 

The second exception is “perhaps more interesting.” It is conceivable 
that the income-elasticities of demand for the goods that rise in price are 
very different from those that fall in price. Imagine sharp price reductions 
for a group of “necessaries (with income-elasticity zero), and a rise in the 
prices of a group of luxuries (with high income-elasticity),’’? with the gains 
from the price reductions exceeding the losses from the price increases. The 
freed income would go after the luxuries; if there is no third group of goods, 
and if the price ratios within the two groups have not changed, the quan- 
tities of luxuries consumed may rise despite their higher prices (p. 142). We 
need not expect this often, if ever, to happen í in realitv, buz it is fun to 
think about it.” 

The third exception relates not to the demand of an individual consumer 
but only to the market demand. In general the “probability of exceptional 
cases is diminished when we take a large group of heterogeneous consumers 
together” (p. 144). But there is the possibility of a changed distribution of a 
constant total income where the gainers and the losers have very different 


u Tf the luxuries did not rise in price, the demand for them would surely increase by more. 
‘Thus the price increases operate in the expected, not exceptional, manner: they reduce the 
quantities demanded below those that would result fram the price fell in necessaries, (This 
comment is the result of a discussion with William Fgllner.) : 
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income-elasticities of demand. Thus there is the chance of a “redistribution 
income-effect,” and Hicks can state: “If the price of X falls (other prices 
constant), while the total income of consumers remains constant, it is al- 
ways possible that the consumption of X may fall, if income is redistributed 
from X-likers to X-dislikers” (p. 145). I cannot persuade myself to see this 
case as an “exception” to the law of demand; the peculiar change in the dis- 
tribution of income is in no way connected with the change in prices, but is 
just one of those things that by some queer coincidence may happen and 
prevent a result of another change that has occurred from being realized. 
The first two exceptions are due to given conditions and may occur while 
other things remain unchanged. The “third exception” abrogates the ceteris 
paribus clause and invokes a fortuitous change of other things. 


B. Substitutes and Complements 


The inversion of “price-into-quantity theory” to ‘“quantity-into-price”’ 
theory, which was profitably carried out in “elementary theory,” affords no 
less valuable insights in the general theory. What we have just learned to 
call the “first substitution theorem” becomes now the-‘'generalized law of 
Diminishing Marginal Valuation” (p. 153). The main additions to the set 
of previously formulated propositions on marginal valuation corcern the 
relationships of substitutability and complementarity, and it is on these 
issues that Hicks proposes some of the most significant revisions of his 
earlier theory. In part they represent developments of suggestions made 
since 1939 by Lange, Mosak, and Ichimura. 

The most basic revision lies i in the recognition of two alternative Jeni 
tions of substitutability (complementarity), one looking toward the effect 
of price changes upon quantity with other prices unchanged, the other 
toward the effect of quantity changes upon valuation with other quantities 
unchanged. In order to distinguish between the two definitions, Hicks 
speaks of goods as ‘‘p-substitutes,” ‘‘g-substitutes,” “p-complements,” 
and ‘‘g-complements.” Thus, “X and Y are p-substitutes when ... a fall in 
the price of X [diminishes] the demand for Y, when all prices save that of 
X are fixed, and income is adjusted so as to maintain indifference.” And 
“X and Y are q-substitutes when a rise in the quantity of X diminishes the 
marginal valuation of Y (or the price aż which a fixed quantity of ¥ would 
be purchased) when the quantities of all other commodities than X are 
fixed, saving the quantity of money, which is adjusted so as to maintain 
indifference” (p. 156). 

Only in the simplest case will -substitutability and g-substitutability 
be exactly equivalent, namely, in tha case in which the prices of all other 
goods than X and F are fixed. If other prices, say the price of Z, can vary as 
a result of a price change of X, there may be cross-effects upon the demand , 
for Y which may offset the initial effect of the price change of X; indeed, the 
cross effect (Z upon F) may wipe out tue initial effect (X upon Y) so that 
“X and Y would be g-substitutes, even though they are p-complements’”’ 
(p. 157). Because of such reactigns thraugh third goods the distinction be- 
tween the two meanings of the relationship is necessary, although the 
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“reciprocity theorem holds for each of the two meanings” (p. 158). 
The discussion of related goods in terms of the effects only of price changes 
had left a bad gap——noted in my 1940 article, identified by Lange,” and pro- 


`- visionally filled by Ichimura'—in that the effects of other changes, includ- 


ing changes in the system of wants, could not be analyzed with the tools at 
hand. The “sympathetic” changes in demand of which Lange had spoken 
in cases of what Hicks now calls “intrinsic complementarity” (p. 162) can 
be explained by means of the new set of concepts. It turns out that the 
marginal valuations of complementary goods may move in different direc- 
tions while their quantities move together; and that the marginal valua- 
tions of close substitutes will move together while their quantities do not. 
This fits in perfectly with the old insight that “perfect substitutes tend to 
have constant price-ratios, perfect complements constant quantity-ratios” 
(p. 165). 

Some of the problems of consumer’s choice have been unnecessarily 
clouded by the practice of regarding substitutability (or complementarity) 
between corsumer’s goods always as a matter of wants or tastes even when 
it is a matter of technology. Hicks reminds us of Menger’s distinction be- 
tween “objectives” and “means of reaching” them (p. 166). Consumers 
may make technical decisions about alternative means of reaching their giv- 
en objectives. Hence, technical substitutability (or complementarity) is 
relevant not only in production but also in consumption; not only in the 
theory of the firm but also in the theory of the rousehold. The brief remarks 
which Hicks makes on this point may open up good opportunities for enter- 
prising economists, theoretical or empirical, in search of subjects in which to — 
invest their analytical talents. 


IV. The Importance of All That 


Many of the relationships which Hicks ‘‘discovers’’ or elaborates in this 
book are fascinating to a seasoned teacher of abstract economic theory. 
Does this make the book and its discoveries “important”? When I tried 
out some of its arguments on a more worldly economist, his reaction was 
“So what?”. By pragmatic tests, I must admit, we shall hardly be able to 
claim any importance for Hicks’ discoveries. They will in no way affect any 
recommendations of economic policy, any predictions of future events, eny 
explanations of the past. None of our actions will be different from what 
it would be if this book had never been written—except perhaps the teaching 
of some fine points in university courses on pure economic theory (and even 
here most students may fail to notice the difference). 

But is it fair to apply such crudely pragmatic criteria? Judged by such 
tests most works of art would lack importance, and so would most werks 
in philosophy and logic. Indeed, most improvements of theoretical systems 
in the empirical sciences would be “unimportant,” for as a rule they do not 


3 Oskar Lange, “Complementarity and Inter-relatiors of Shifts in Demand,” Rev. Econ, 
Stud., Oct. 1940, VITI, 58-63. 

3S. Ichimura, “A Critical Note on the Definitio& of Related Goods,” Rev. Econ. Stud., 
1950-51, XVII, 179-83. 
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affect the conclusions but merely reduce the number of assumptions from 
which the results are deduced. The conventions of scientific methodology 
are quite clear on recognizing the “importance” of reconstructions in which 
some of the old pillars of a theoretical framework are razed. 

I can understand, however, that some discontent with the rule o? Occam’s 
Razor may arise if it shaves away some very familiar assuroptions and 
forces us to engage in brain-racking logical exercises in order to deduce 
our familiar conclusions from fewer (or weaker) hypotheses. This is pre- 
cisely what Hicks’ Revision of Demand Theory does or claims to do. Some 
very well-known empirical propositions (such as the law of demand) are 
here deduced, without the use of some very familiar assumptions (such 
as given systems of utility or indifference), from a smaller number of hy- 
potheses or from less restrictive ones; and this involves heavy demands on 
the syllogistic agility of the readers. I zan hear them say: “Why should we 
work so hard to obtain our results from three assumptions if we can get them 
with so much less effort from four or five? After all, hypotheses come quite 
cheap; why skimp?” 

I take it that we must not give in tc such lowbrow laziness. Much as we 
may prefer to economize in mental erfort, as gentlemen and scholars we are 
obliged to economize in hypotheses. ‘‘A. bedy of propositions, such as those 
of pure mathematics or theoretical phvsics [or, let us add, theoretical eco- 
nomics], can be deduced from a certain apparatus of initial assumptions 
concerning initial undefined terms. Any reduction in the number of unde- 
fined terms and unproved premises is an improvement since it diminishes the 
range of possible error and provides a smaller assemblage of hostages for the 
truth of the whole system.” This, in Bertrend Russell’s words," is the max- 
im we obey; and under this maxim one mey give recognition to the impor- 
tance of Hicks’ work even if one should not be satisfied with. the contribu- 
tions it makes through the theorems which are discussed in the foregoing 
pages. Whether Hicks’ approach is an improvement not only on his earlier 
presentation but also on the revealed preference approach will probably 
be debated. The latter uses still fewer assumptions, but Hicks’ assumptions 
are weaker (less restrictive). On different grounds some may claim that 
revealed preference is superior because of the ‘‘empirical meaning” of the 
fundamental hypothesis. For me it is sufficient that such a hypothesis be 
“understandable” in the light of my inner experience casually checked 
against like experiences of others." I find superfluous the polite bows to neo- 
positivism which the revealed prefererce theorists make. Whether their 
theory yields conclusions which Hicks’ theory cannot yield is another mat- 
ter, but this is not examined here. 

An important book is sometimes enjoyable to read. Unfortunately this 
cannot be said about this book. Not that higher mathematics or compli- 
cated graphs stop the reader’s progress. The exposition is nonmathematical; 
if there are equations and mathematical symbols on many pages of Part ITI, 


H Bertrand Russell, “Philosophical Analysis,” Hibbert Jour., July, 1956, LIV, 321, 
15 See Fritz Machlup, “The Problem of Verification in Economics,” South. Econ. Jour., 
July 1955, XXTI, 1-21, esp. pp. 16-17. 
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they are merely abbreviations and are not subjected to algebraic manipula- 
tions. Of course, the formally literary exposition is still mathematical in the 
sense in which all logical reasoning is mathematical. Since the enzire book is 
a tightly knit logical argument, it is not possible for the reader to skim the 
book with much chance of success; if he attempts to skip a few pages or 
even paragraphs he is likely to get lost. Indeed, a reader who pauses tco 
long between chapters may have to go back and re-read lest he miss his 
connections. All this may explain why the book is a difficult one; but it does 
not explain why it gives little reading pleasure. Does perhaps Hicks’ style 
of writing account for that? It is interesting to speculate how a master of 
literary exposition—rare indeed among present-day economists—might 
mould Hicks’ material into graceful, enjoyable prose. Hicks is a very serious 
man and he takes his work very seriously. But could he not, metaphorically 
speaking, indulge in a smile once in a while? On the rare occasions when he 
attempts a somewhat humorous touch, the result is not always felicitous. 
For example, when he announces “there is a dragon waiting at the door who 
must first be cleared out of the way. It is the old crux of the measurability 
of utility” (p. 7). To be sure, we have heard of all sorts of creatures being 
transformed into dragons; but a dragon who is an old crux is even more for- 
bidding than Cardinal Utility. 


16 Tt is disturbing, though, that Hicks uses dots where in usual practice we would find paren- 
theses; he writes consistently (po— 1° qi) instead of (po— 1) gi. 
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Public Management of Private Employment 
| Volume—A Proposal 


Economics rivals philosophy in the ease with which the rash innovator 
can become entangled in subtle pitfalls. But the author of proposals that 
diverge sharply from currently accepted thought has one advantage if he 
is a nonprofessional, for if his schemes fall through, the danger to his per- 
sonal way of life is less. I have been warned that simple answers to the 
problem of economic stability in a free society are not likely to be found. 
Quite possibly this is true. Yet it will be plain that my hopes are not small 
ones. ! 

No analysis of how slumps come abcut will be found herein. The omission 
is deliberate. Rather we will seek metkods of economic management having 
firmness enough to override ordinary causes of instability. But the firmness 
we seek must not notably impair flexibility or freedom in economic life. 

Although the approach here is reminiscent of the Papen Plan tried in 
Germany in 1932 and ’33, under which subsidies and: concessions were 
granted to those employers who hired more help, the present scheme is more 
similar to a wage subsidy. Yet such a classification of the present proposal 
is inadequate, as will be seen. 


T. The Monrey-Pump Plan 


Let us imagine ourselves in a country where the plan is put into operation 
during prosperous times. The government announces that it will pay a 
lump sum to any employer who will contract with the government to spend 
at a certain minimum rate for employing people during, let us sav, a year. 
For example, an employer of one man might agree to pay out for employ- 
ment at a minimum rate of, say, $500 per quarter, which would come to 
$2,000 for the year. It will prove convenient to describe this employer as 
having acquired one “money-pump contract” or one “money pump.” If 
he contracts to spend for employment at the rate of $1,000 per quarter, we 
may say that he has acquired two “money pumps.” An employer of 100 
men planning to pay them a total of $100,000 for steady employment dur- 
ing the year might acquire 200 money pumps. Thus a “money pump” or 
“money-pump contract” is a unit share of contracted employment re- 
sponsibility—a unit-contract to spend, say, $500 per quarter for employ- 
ment, but not for the benefit of specific employees. Most money pumps. 
would be held in groups of more than one and would be separable in case of 
subcontracting or, to put it simply, in case of sale. 

A lump-sum negative-price payment accompanies each money-pump 
contract when originally madeeor when transferred, whether paid by the 
government at original issue, or paid by an employer when selling his money 


+ 
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pumps: Except for this compensation, no new rights are granted to the 
holder. Stated bluntly, all that money pumps themselves do is to pump 
money out of the employers’ pockets and into the pockets of employees. 
Thus their value in a free market is always negative. If the plans of our 
employer were curtailed unexpectedly during the year, he could subcon- 
tract some of his money-pump contracts to othets, for a price; that is to 
say, he could sell his money pumps at the prevailing negative price, and 
the recipients would assume his employment responsibilities. 

Since it doesn’t matter who holds the money pumps so long as someone 
does, the government permits them to be traded at will. The market value 
of money pumps being negative, no certificates evidencing ownership are 
issued; they would be quite pointless and would be thrust down the nearest 
open manhole. Rather, entries in government files are the evidence of the 
existence of money pumps. Free private markets for transferring them 
spring up around regional government offices where such records are main- 
tained. 

Unlike most government contracts, the responsibility incurred would not 


-be primarily that of the contractor to government, but rather of the cen- 


tractor to a third party——the employee. Such a characteristic in a contract is 
somewhat unusual, but not unknown; for instance, I am told that it is 
not very rare for A to insure the life of B with Company C for the benefit of 
D. The employer might be regarded as insuring employees’ jobs; the re- 
marketing of contracts would be analogous to reinsurance. 

The objective is to float a quantity of money-pump contracts sufficient 
to cover nearly the entire employed private labor force, thus maintaining a 
high level of employment and a guaranteed national annual wage. As the 
money-pump contracts are for definite terms, they are perpetually reissued 
as they expire. The expiration dates are arranged to be smoothly staggered 
so that the reissuing will be a continual operation. 

The Negative Price. The negative price of money-pump contracts depends 
on the amount outstanding and on the state of business conndence. The 
negative price is preferably low, in order to ease the financial burden both 
on government in issuing them and on businessmen in subcontracting or 
selling them. As an educational plan to familiarize business with these new 
instruments, it would be possible to market short-term money-pump con- 
tracts adding up to only a fraction of actual employment. Since this opera- 
tion would entail only finding some employers who would accept a fee for 
contracting to do what they aimed to do anyhow, the market would soon 
shake down to a token price. However, pushing up the outstanding volume 
of money-pump contracts to the point where they would offer a serious 
guarantee against mass unemployment would impose some risk on the con- 
tracting employers. Even though the risk were limited by holding down the 
maximum. length of contract to a year from date of issue, the negative price 
would no doubt be appreciable. In case there were a fall in the public’s 
propensity to spend, creating a real incentive to reduce employment below 
the contracted volume, the negative price would grow stiffer. This would 
of course mean that society (by paying more to get money pumps into cir- 
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culation) would be translating the avoidance of unemployment into a 
financial cost of government. If the scheme was fully successful, the forces 
tending to produce fluctuations in employment would instead only produce 
fluctuations in the price of money-pump contracts and in the corresponding 
stream of transfer payments.’ 

The demand for money-pump contracts—the desire to possess them—is 
always a minus quantity except at a regative price. In order to make this 
fact continually obvious, the horizonta. axis in Figure 1 is placed at the top, 
even though this makes it somewhat inconvenient to speak of “rises”? or 
“falls” in negative prices, or of “ceilings.” 


Money-Pump Contracts in Circulation, or the Quarterly Payroll So Covered 


Negative Price 
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FIGURE 1, NATIONAL SUPPLY AND DEMAND FOR MONEY-PUMP CONTRACTS 


In Figure 1 the demand curves D for money-pump contracts are affected 
by such things as the supply of labor available to be covered. But the shifts 
in which we are mainly interested are those associated with business cycles. 
Curve Déepr is assumed to correspond to a condition of unemployment and 
low economic confidence. Curve Dpros corresponds to full employment and 
high confidence. Government’s objective is to issue and keep issued a supply . 
of money pumps that will insure achievement of the full-employment norm, 


1 Two main elements of the scheme arose from consultation with A. G. Hart. The first is that 
of term obligations as opposed to my previous perpetual obligations. The second is that of a 
market mechanism for original issue, as ®pposed to coercive assignment of perpetual obliga- 
tions, A number of observations, including the ones just- made in the text, arose similarly, 
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The Method of Marketing. A money-pump program might be readily 
initiated during prosperity as a precaution against emergencies. But if a 
plan were put into effect during an emergency, buyers of money pumps 
would wish to protect themselves from capricious government action by 
assurance of, or even guarantee of, a vigorous government program for 
pushing money pumps onto the market during the term of the pumps being 
bought. For the purpose of recovery several types of marketing procedures 
may be distinguished. However, only one will be presented—the preferred 
form. 

In Figure 1, predetermined rates of sale of money-pump contracts are 
rigorously maintained, the method of sale being essentially an auction. 
This method assumes that it is possible practically to coerce recovery, or 
rather to offer irresistible enticement, by allowing the negative price to 
reach perhaps a relatively high level at first for a shórt period. The supply 
function S ior money-pump contracts at any one time is simply a rigid 
vertical line, indefinite in length. It is made to progress across the figure 
from left to right during the course of a year, more or less, come what may 
—slowly at first and faster later. Thus the government says to employers, 
in effect: “You'll buy these things at a certain speed, no matter what we 
have to pay you to take them.” There is a special psychological value in 
such a program. The government can point to a graph of future employment 
and say, “That’s the way we aim to make it happen.” With a goal thus 
clearly defined and a plausible way to bring it about, confidence will be 
engendered perhaps to a high degree, helping to make the employment pro- 
gram a reality and preventing too severe or prolonged upswings in the 
negative price; or, what is the same thing, by dispelling that fear which 
would manifest itself by a sticky or capricious demand function. 

It is unnecessary and no doubt undesirable to try to reach the full-em- 
ployment goal until the plan is several months old. For instance, in fields 
such as custom construction and fashionable clothing, orders must precede 
increases in payroll. Recovery in such fields would have to lag somewhat. 

An actual auction might be conducted by the government once a week 
in the principal financial city, during which all the week’s supply of new 
money pumps would be sold to the low-bidding brokers and dealers present. 
But much the same result may be achieved by the use of written bids sub- 
mitted daily. These bids would be opened every afternoon and the day’s 
supply of money pumps would be sold accordingly. If by chance there were 
insufficient bids, the residue would be offered the next day. The weekly auc- 
tion of ‘Treasury bills is an analogous procedure. 

For the accommodation of dealers, new money pumps would have a 
dormant period of, say, two weeks; that is to say, their effective period 
would be postdated. This interval would also serve for the formal binding 
of employers to their money-pump contracts. 

The Quantity of Money Pumps. A \egal norm for frictional unemployment 
has to be determined and taken into account so as to avoid the difficulties 
of overemployment as well as those of uremployment. A politically palat- 
able expression of this norm might be in terms of the average number of 
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days out of work between jobs. The percentage of unemployment to be 
steered for could thus be derived. 

Let us assume that the administrators of the scheme find that existing 
unemployment is at the legal norm for frictional unemployment and that 
conditions appear stable. To determine the quantity of money pumps to be 
put into circulation for the next period, they must still take into account 
anticipated changes in the privately employed labor force, including sea- 
sonal changes in so far as money pumps may be expected to help in offset- 
ting them. The privately employed labor force is measured by the hours 
that the population wishes to work or, slightly more exactly for present 
purposes, by the payroll at existing rates that the population would prefer 
to earn. In setting the quantity of money pumps, the administrators (or 
should we call them the money pump2rs?) should also allow for the price- 
level trend. 

But the fates of individual firms and of small economic sectors and geo- 
graphical areas can hardly be anticipated adequately, nor can nationwide 
money pumps be of much help in such problems in the short run. The 
residue of unpredictable and uncontrallable change is allowed for by rou- 
tinely failing to issue quite enough money pumps to match the full-employ- 
ment norm. In Figure 1 this gap appears as the distance between the final 
vertical supply function Sas and the star representing the full-employment 
norm steered for. The vertical supply function provides a “‘wall’’ against 
depression. But employment may of course go higher, even higher than the 
norm, for an employer is not compelled to hold money-pump contracts in 
order to employ. The vertical supply function is set at a level at which the 
actual employment over a period of time should average out fairly close to 
the full employment norm. Some experience will of course be required to ac- 
complish this. Thus the economic ship ?s allowed to deviate from its course 
a bit with each swell, so to speak, but the average course is presumably main- 
tained if tides and currents are compensated for. 

Financing. If a money-pump program is to have the power it needs, a 
considerable supply of money must be on tap. If the negative price were 
to bump into a “‘ceiling,” confidence in the plan would be sapped. If funds 
ran out, the results would be worse. Even a reasonable possibility of either 
of these occurrences would sap confidence in the plan and make necessary 
higher expenditure rates than would be required if plenty of money were 
known to be ready to use. 

On the other hand, the receipt of much money in this way by business 
would hardly be politically acceptable unless the business community as a 
whole were ultimately to pay it back. The closer the tie-in between what 
business was paid and what business would later pay back, the more money 

could be made available to implement the money-pump program. Although 
` Tam not one to whom the corporation income tax is very attractive, busi- 
ness income does seem to be the only base which could furnish the potential 
which a money-pump program ought to have behind it. To complete the 
tie-in, part of the present corporation income tax might be declared an 
adjustable surtax, continually adjusted by a formula which would smooth 
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the repayments over a period of several years so that they would tend to 
offset the sums paid out in the long run., The negative-price payments 
would be received largely by the same parties who would reimburse the 
government out of profits later—received, that is, provided they cooperated 
in the money-pump program. 

Under this financing arrangement, the national business community as a 
whole would be levying future taxes on itself according to its current ac- 
ceptance of negative-price payments. But it will be clear that the acquiring 
of money pumps by a business would not appreciably affect national taxes 
on that one business, unless that business constituted a large fraction of the 
business community. Even in the latter case the incentive for smaller 
businesses to expand and to accept money pumps would remain in nearly 
full force, since each of these smaller firms would later pay but little of the 
tax revenue collectible as a result of their own accepting. 

The fiscal aspect of money-pump contracts js countercyclical, since pay- 
ments from government would be large only at a time of stress. Fiscal 
policy is a main reason for delaying the reimbursement of government by 
the business community. Business taxes earmarked for this purpose should 
be adjusted to reimburse the government over a period of up to, say, ten 
years. To try to square accounts between the business community and gov- 
ernment every year or two would spoil this merit of the scheme. 

Life-Span. So far we have mostly ignored the question of varying terms 
or life-spans of money-pump contracts. But the negative price cf a contract 
would no doubt tend to be proportional to the term of the contract. Siri- 
larly, in cases of sale by employers the negative price would be prorated 
according to the unexpired term. 

What is the optimum life-span for money-pump contracts? Suppose for 
a moment that they were all of two years’ life-span. The general knowlecge 
that the business community had contracted Jor an average of one year of 
future employment would be a powerful builder of confidence. This factor 
would tend to hold the negative price down. On the other hand, some em- 
ployers with uncertain prospects (or with seasonal business) would hesitate 
to assume money-pump contracts for so long as two years, even though 
transferable. For a given quantity of money pumps issued, this factor 
would tend to raise the negative price. 

Now suppose instead that an assortment of money-pump life-spans are 
available, all the way from three-month “pils” through one-year ‘‘certifi- 
cates” up to five-year “notes.” Thus the best balance of the above consid- 
erations may be obtained. One particular combination of life-spans offered 
for sale would presumably result in the lowest cost to the government over 
a long period. This combination is presumably the right one and could be 
approximated by the experience of the issuing agency. 

For analytical purposes another quantity besides that of the negative 
price will prove useful. If the negative price of a money pump is divided 
by the total amount of the payroll disbursements contracted for by the 
buyer in buying it, then the quotient is a ratio (or percentage) which may 
be termed the “employment cost ratio.”*This is the cost of issuing money 
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pumps relative to the results produced. proi the employer’s point of view 
it is the compensation received relative to the employment burden assumed 
during a term. The form of Figure 1 would remain unchanged if the em- 
ployment cost ratio were substituted for the negative price therein. The 
reciprocal of the employment cost ratio may be termed the ““‘money-pump 
multiplier,” for this indicates the relative efficiency of negative-price pay- 
ments in maintaining employment. 


II. Problems of Administration 


Comphance. The money-pump records are kept on punched accounting 
cards in the regional offices of the appropriate government agency. A 
variety of life-spans and expiration dates are involved, and each class of 
money pump held by a company wou:d presumably be represented by one 
card. The date of purchase is ‘shown—also the date of sale if any, in order 
to prorate for those periods during which the obligation is held by another. 
From these master punched cards, statement-cards are prepared by ma- 
chine every quarter. These are not sent out, but meanwhile every employer 
who files withholding-tax forms has reczived in the same envelope a punched 
accounting card with a blank space where the employer writes his sum of 
disbursements for employment, copied from his completed withholding-tax 
form. These cards are turned over to the agency administering money 
pumps and mechanically collated with the money-pump statement-cards, 
which were retained by the government. Thus one’s compliance with his 
money pumps may be simply checked. 

A penalty of 30 per cent of any unfulfilled employment obligations during 
a quarter is suggested. This is intended to be prohibitive under any con- 
ceivable condition. Because money purnps are acquired voluntarily and can 
be remarketed, they can and should be made to pump inexorably. On the 
other hand, hardship need not be imposed as a consequence of sudden resig- 
nation of employees or of some negligence in carrying too many money- 
pump contracts. Carry-over privileges may be permitted, by which small 
deficiencies may be made up in the next quarter. In addition, the penalty 
for small residual deficiencies might be set as low as 5 per cent. 

What if an occasional family firm were to grant themselves high salaries 

in order to hold more money pumps than they were really entitled to? 
This loophole may be closed by denying money-pump credit to that portion 
of compensation in excess of, say, $2,000 paid to a person during a quarter 
- (or $8,000 a year). 
Self-Employed Persons. Should a lone proprietor or an “own-account” 
- worker have the privilege of buying money pumps just because he employs 
himself? For this purpose, his earnings might be construed as a salary from 
himself as owner to himself as employee and thus eligible for money-pump 
coverage. Should not such individuals be on the same footing with enter- 
prises of more than one man, which would be receiving negative-price pay- 
ments? 

The most workable approach appears to be to exclude proprietors and 
self-employed individuals, partners, and corporation officers both from 
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money-pump coverage and from the labor force as calculated for present 
purposes. This is within the general spirit of the scheme, which is to protect 
those who can hardly choose, under modern conditions, to become self- 
employed. — 

Strikes. At first thought it might be supposed that employers experiencing 
strikes should be permitted to sell their money-pump contracts back to the 
government for the duration of the strike. But this would set up the perverse 
incentive for some employers to incite strikes by imposing ridiculous terms 
on workers whom they wished to discharge during times of incipient con- 
traction. Perhaps the most that can be done for employers directly is to 
allow a period of grace for negotiating sale of their money-pump contracts 
to other private parties. (Such lenience might be applicable to certain other 
emergency situations.) l 

The government can assure that there will be a market somewhere in the 
economy for such “jammed” money pumps by excluding strikers from tke 
labor force as computed for present purposes, when they are not actively 
seeking other employment. This arrangement would protect employers from 
the otherwise crushing money-pump obligations of widespread strikes, 
while at the same time assuring employees that competition to employ 
them will remain prevalent. 

Inflation. It will be clear that the general effect af. the money-pump plan 
would hardly be deflationary. Rather it might be argued that wages would 
be bid up during a condition of assured full employment. Or it might happen 
that people would become so confident of the economic future that they 
would fail to save money. Would money pumps swamp us in an inflationary 
deluge, in the manner of the multiplied buckets of The Sorcerer’s Apprer- 
tice? | 

We may presume that money pumps would be secure enough in their 

function to withstand inflation-arresting measures that would at present 
seem risky. Restrictive monetary measures could be applied without fear of 
causing another 1937. The government could show an occasional surplus as 
in days of yore without fear of consequences. In short, price-level policies 
could be pursued without at the same time threatening employment sta- 
bility. 
The graduated expenditure tax (or spendings tax), as analyzed most 
thoroughly by Nicholas Kaldor,? would deserve the fullest of consideration, 
since any deflationary tendencies of such a tax would be readily overcome. 
With such a tax, high rates may be levied when necessary without impair- 
ing the ability to save and invest. Such a tax can largely sterilize the in- 
flationary effects of liquid accumulations in the hands of individuals, some- 
thing the income tax cannot do. Heavy evasion might be less of a problem 
_ than with the income tax, since high spending is likely to be readily visible 
to all, and since the expenditure tax seems more just in that it makes im- 
portant distinctions in favor of socially desirable private uses of money. 

But measures involving as much change as the spendings tax probably 
are not essential to the reasonably smogth working of the plan. More 


2 An Expenditure Tax (London, 1955). 
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familiar fiscal measures will no doubt suffice, and the money-pump plan 
renders all the conventional brakes on the economy safer to use vigorously. 
Yet in all this it should be remembered that money pumps exert no special 
stimulus on the economy in good times, aside from the confidence engen- 
dered. 


JIL. Supplementary Devices 


Fenced Money Pumps. Preferential treatment for hard-hit geographic 
areas or industries might be desirable. However this should be done apart 
from the basic national money-pump plan. To give premiums on top of 
negative-price payments to, say, the capital-goods industries would necessi- 
tate compartmentizing the plan; that is to say, money pumps issued to the 
capital-goods industries would have to be “fenced in” there. Otherwise, all 
the money pumps offered would likely be bought up by capital-goods em- 
ployers first, who would pocket the premiums and resell the money pumps 
to the rest of the economy. But this compartmentizing of the plan would put 
government in the position of regulating or maintaining the sizes of various 
industries. l 

Instead of premiums, additional booster-money-pump contracts might be 
issued to counteract local depression. The only employment which would 
be eligible for this money-pump credit would be that of residents of the 
particular areas designated. However, the negative-price payments on these 
fenced money pumps would be mace to any employer, regardless of address. 
This would of course attract outside money and managers capable of 
providing employment. One may think of fenced, or localized, money pumps 
as being booster pumps coupled in series with the nationwide money pumps; 
a local businessman would frequently hold both and get negative-price 
payments with both. 

Since it is impossible to completely avoid even very large variations in 
local employment, additional risk to employers would be incurred in pur- 
chasing fenced money pumps, even if the terms were short. Such a scheme 
probably could not stop a local depression from starting. But it might be 
able to shorten it and to reduce any need for migration. After local business 
was booming again (as we hope it would be), fenced money pumps ought 
to be discontinued for that area until needed again. 

Fenced money pumps could even be issued by state and local govern- 
ments. Financing could be done through taxes on those doing business 
locally or employing many. local persons. Large disbursements during hard 
times could be financed through a system of loans from the national gov- 
ernment. | 

In small areas it may not be practical to bring about that steady, pre- 
determined increase in total employment which is presumed possible in, 
large areas having many producing units and with no one of them forming 
a large part of the whole. Rather, a method involving a constant negative 
price might be more appropriate, tke supply function then being a static 
horizontal line instead of a progressing vertical one. Thus a constant en- 
ticement would be offered to those who could provide employment. In spite 
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of any necessary deviations from a nationwide scheme, a trial in a limited 
area would no doubt be instructive. 

A national plan of supplementary booster money pumps might be pro- 
posed to apply to depressed Industries, in place of the above scheme apply- 
ing to local areas. Which scheme is better? The local-area scheme will be 
better if labor mobility is less between different areas in the same industry 
than between different industries in the same area—as is generally prob- 
able.® 

Excess-Reserve Permits. So far as has been explained up to now, the busi- 
ness community finds itself paying out large sums of money without being 
sure just how the money is going to find its way back. As part of the solu- 
tion it must be made certain that commercial banks as a group will main- 
tain a high level of loans and investments. But the range of conventional 
monetary policy can scarcely guarantee this certainty. 

To meet this problem we may devise something suggestive of money 
pumps, namely, excess-reserve permits, which are marketable, separable, 
but permanent permits issued by the central bank and held by commercial 
banks. Each permit allows the commercial bank owning it to hold a certain 
quantity of excess reserves—-say, $20,000. Only a limited number of the 
permits are issued, this number corresponding to what seems to be an ade- 
quate slack for peak excess reserves of all member banks, perhaps roughly $1 
billion. Thus the program of permits limits a privilege otherwise exercisable 
without limit. Unlike money pumps, excess-reserve permits are not obliga- 
tions to do something that involves disbursing money but rather are permits 
not to disburse money when one so chooses. Thus they have a positive 
market value rather than a negative one. A penalty is levied for holding 
excess reserves without holding a corresponding supply of permits. This 
would be subject to mitigating regulations in the same manner as with re- 
serve requirements. . 

Excess-reserve permits constitute a general floor under bank credit but 
do not require any one bank to maintain a specified minimum of loans and 
investments, since the permits may be bought from other banks that have 
made loans recently. Maintaining such a floor under bank credit should be 
feasible if a sound general market for loans exists. The basic money-pump 
plan is presumed to assure that sound market. Thus the combinatior. of the 
two schemes could make monetary management more of a reality than here- 
tofore while at the same time decreasing the burden that occasionally has 
heaped upon monetary management. 

Public Works, ete. If we presume that money pumps will assure full em- 
ployment, will full employment generate enough demand to buy all that is 

‘produced? Experience suggests that within the year following an emergency 

‘initiation of a money-pump program a lag in consumption might be sizeable, 
depending on the state of public confidence, even though consumption 
would certainly be greater than before and would be rising. 

Temporarily to offset any lag, reasonable increases in inventory and 


* Cf. N. Kaldor, “Wage Subsidies as a Remedy for Unemployment,” Jour. Pol. Econ., Dec. 
1936, XLIV, 721-42, esp. 727. 
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plant can presumably be financed with the help of excess-reserve permits. 
But if businessmen were to fear that such investment was rising too high, 
the negative price of money pumps would increase, reflecting businessmen’s 
resistance to their continuance of full employment in the face of slack con- 
sumer demand. Yet before that happened, the government would have 
time to make ready a program of, say, light public works (and perhaps also 
one of adult education subsidies). This would permit some slackening in 
the number of money pumps outstanding; the government would be directly 
assuming the corresponding obligation. 

To sum up, if money pumps assure employment, they thereby come close 
to assuring demand in the long run. T2mporary or residual adjustments in 
demand presumably can be made closely enough through the use of acces- 
sory measures. . 


IV. Advantages Over Similar Plans 


Wage Subsidies. Money-pump contracts might be described, in part, as a 
wage subsidy paid to business according to total employment provided. 
But if reimbursement is to be made by the business community in the long 
run, the name of subsidy seems inap>ropriate, except when speaking of 
individual businesses. Perhaps the term “incentive loan” is better for de- 
scribing what the business:community as a whole receives.‘ 

There are other differences between wage subsidies as usually understood 
and the present scheme. A wage-subsidy scheme lacking the marketable- 
contract feature would have to disburse money after performance by em- 
ployers. These disbursements would not be directly related to future em- 
ployment: If an increase in the rate of subsidy were offered for the following 
quarter, its effect could not be measured until fresh employment statistics 
were accumulated. Meanwhile, the administrators could not know whether 
they had made the subsidy high enough or not. If they were to find that 
they had not, they might promise a higher subsidy rate for the remainder of 
the quarter, but that would complicate the administration of the subsidy. 
The result might be never-ceasing, political demands for an increased sub- 
sidy, in order to feel sure that it was high enough. 

In contrast, the negative price of money-pump contracts changes itself 
from day to day. Thus the demand for money pumps is continuously meas- 
ured and met. The rate of disbursement by government is impersonally 
determined by the market. 

The Papen Plan. In Germany between September 1932 and April 1933, 
producers were paid 400 reichsmarks for each new employee hired. This 
was one phase of the Papen Plan, which was a failure; unemployment con- 
tinued to mount, One thing to be learned from that experience is that plans 
which are merely static stimulants may not work. To implement fixed, one- 


4 However, see Kaldor, loc. cit. Much of the analysis in that paper will apply to the present 
scheme, Cf. William Vickrey, “Wage Subsidies and Unemployment,” unpublished Master’s 
thesis, Columbia University, 1937. ° 


5 Cf. A. C. Pigou, The Economics of Welfare, 4th ed. (London, 1932), p. 703. 
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time subsidies or tax allowances for hiring new employees requires arbitrary 
standards as to when the hiring was done and for what minimum period. 
Injustice between individual firms must result, depending on their recent 
history of hiring and laying-off. Thus such a plan cannot be made powerful 
enough to assure its operation without also becoming intolerably inequitable. 
As with some medicines, the side effects of employment subsidies necessitate 
weak prescriptions.® 

If competition had been more prevalent in Germany, this phase of the 
Papen Plan might have been effective. As it happened, monopoly conditions 
generally prevented the fear that any competitors would accept the subsidy 
and lower their selling prices.’ But the existence of effective competition 
will doubtless multiply the effectiveness of money pumps, perhaps deci- 
sively. Employers can hardly avoid acquiring them when their competitors 
are doing so and getting paid for it. 

Hours or Dollars. The Papen Plan does suggest an alternate method cf 
implementing the money-pump program. Could kours of work rather than 
dollars be made the criterion of compliance? Why couldn’t a “pump” be 
rated in hours instead of dollars, obligating an employer to spend for 259 
hours of employment per quarter, whatever number of dollars that would 
come to? There seems to be no compelling reason why either method could 
not be made to work. 

Hour-rating of money pumps might be considered preferable to dollar- 
rating on the ground of the changing price level. Although corresponding 
adjustments could be made in the number of money pumps outstanding, 
perhaps the main counterargument is the presumptive ease and safety with 
which the price level could be controlled within an adequate program of 
money-pump contracts, as discussed earlier. 

In favor of the dollar-rating plan, canceled checks are- more convenient 
to verify than wage-and-hour records. On the cther hand, the mass of fig- 
ures currently collected by government and unions would render foolhardy 
any falsification of either hours worked or of sums paid. Yet I would like 
to think that the policing of business on such matters as wage rates and 
hours would ultimately be rendered obsolete under a program of money- 
pump contracts. 

Incentive Taxes. It is instructive to apply the meney-pump metaphor to 
other plans of this general class. In one early proposal an incentive tax was 
to be applied to a plant’s deficiency in employment as related to its physical 
capacity to employ. Here the money pumps would in effect be attached to 
productive equipment wherever located. Other plans have proposed taxes 
on money or on idle money. Thus the pumps would be attached to the 
units of money.themselves. These proposals vary as to the certainty and 
‘regularity of the resulting flow of income. They vary as to the direction of 
the flow induced—that is, as to whether the expenditure would immediately 


6 Cf. K. E. Poole, German Financial Policies, 1932-1939 (Cambridge, Mass., 1282); pp. 
40-41. 


7 Cf. G. Colm, “Why the Papen Plan for Economic Recovery Paned, ” Social Research, Feb. 
1934, I, 83-96, esp. 90-93, 
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enter the flow of national income payments or dissipate itself in other ways. 

In the present money-pump plan it may be said that the “pumps” are 
not affixed to anything, but rather are distributed about in a manner de- 
termined by individuals freely bargaining among themselves, imposing no 
limitations on liquidity, and granting but negligible capricious relative 
advantages to different firms. Thus the essential elements of control are 
separated from the nonessential ard croublesome. The attainable result of 
this general approach, one may hope, would be a certainty of income flow 
fully compatible with flexibility and with freedom. 

| RICHARD HAZELETI* 


* The author is vice president of the Hazelett Strip-Casting Corporation, Cleveland, Ohio. 
He wishes to acknowledge especially the vital and varied ideas of Albert Gailord Hart. In- 
valuable stimulation and assistance were furnished by the late C. William Hazelett and his 
books (1936-39, 1943, 1952). Of the many who have been helpful in various ways, special 
thanks are due to Alfred Sonntag, William F. Hellmuth, Jr., Arthur Dahlberg, Philipp H. 
Lohman, and R. William Hazelett. 


Comment 


Mr. Hazelett’s suggestion of a control-instrument (his money pump) 
which would be bought and sold by frivate parties, and would serve as an 
instrument for open-market operations by public authorities, is extremely 
suggestive. In content, it Is one of the most hopeful-looking of the long 
series of policy proposals designed to meet J. M. Clark’s celebrated difficulty 
that labor cost, though an overhead Zor society, is a variable item for the 
individual-employer. In form, it suggests a widely adaptable linkage of 
control instruments with market meckanisms. 

It is very common to carry on economic-control operations by buying 
and selling on an existing market. But this is a proposal to create both the 
market and the commodity it Is to deal in, so that the commodity itself 
becomes an instrumentality of control 

Once we look at the proposal in this way, we can.see that it represents a 
broad class of control possibilities. Same of these are familiar as academic 
examples, others as bits of economic history; but something is added when 
we see them as a class. 

To begin with academic examples, we often present in the classroom cases 
where use of market mechanisms might forestall the creation of certain 
sorts of vested interests. Grazing rights in the national forests, for example, 
tend to become vested, and to attach an extra element of value to property 
in ranches which have enjoyed such rights. Since the grazing privilege 
must be rationed, economists ask, should the rationing not be by price, 
rather than by a procedure which sets up discrimination between a favored 
few and excluded many? Or in a city concerned with traffic congestion, the 
limited number of “medallions” evidencing permission to have taxis on the 
streets become pieces of transferable property, with a market value exceed- 
ing that of a new cab in many cities, recognized as vested in the successors 
of those who had cabs when thé number was closed. If such an element of 
value is to be created by anticongest-on measures, economists ask, should 
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it not be captured for the city as a whole by charging for it? And (to go a 
step further) might not the most suitable charge be found by holding an 
annual auction of one-year permits? 

Historically, an interesting control-instrument market has existed in 
recent years in the Brazilian auctions of foreign exchange with which to 
buy imports. Economists have noted that in cases such as the British quota 
on Danish bacon, a gap is opened between the British demand price and the 
Danish supply price, inviting dealers on one side or other of the market to 
form a monopolistic organization and capture the difference. If import 
quotas are to be limited, economists ask, why not capture this difference for 
society by auctioning the permits? Once a multiple-currency system is 
adopted, an exchange auction serves this purpose. A less obvious historical 
example of a control-instrumentality market is the gold standard. Geneti- 
cally, of course, the gold market predated control. But in the last few dec- 
ades, the “commodity” gold has evolved into a control instrument, and the 
market (more and more clearly centered around government operations) 
has adapted itself. Commodity-reserve schemes propose to create a market 
in a commodity-bundle of fixed compesition (designed to function as a 
control instrument analogous to gold); their working would hinge largely 
on the interplay between control operations and the evolution of the bundle- 
market and the related markets in single commodities. 

A step closer to the Hazelett type of proposal are monetary devices sug- 
gested about the time of the Korean war by Jacob Viner! and E. A. Golden- 
weiser.” Viner pointed out that in the evolution of our monetary institu- 
tions, reserves had: changed from being a safeguard for depositers to being 
an instrument to control the volume of money. Since the initiative in 
creating or destroying money lies not in accepting deposits but in making or 
collecting loans, why not link reserves with loans rather than with deposits? 
Goldenweiser pointed out that if control was sought through a security- 
reserve (then a very popular suggestion), it would be more effective to re- 
quire a small percentage in a special type of security issued and regulated 
for the purpose and held exclusively by banks, rather than a large percent- 
age in an already-issued type largely held outside banks. Putting the two 
ideas together,’ it becomes evident that aggregative control of total loans, 
or of total earning assets of banks, or of categories of credit otherwise defined 
could be attained by setting up loan-reserve requirements to be met by 
special securities. These securities would then become in effect transferable 
loan-permits, which in times of credit restriction would reflect the special 
value of being able to carry on tae restricted activity. Such a device would 
socialize the windfalls from restriction (like an ideally determined excise 
on restricted items in a war economy) while using market allocation ma- 
chinery. 


1 See the commentary by the Federal Reserve Board in Joint Committee on the Economic 
Report, Monétary Policy end the Management of the Public Debt (Washington, 1952), pp. 482- 
8 


2 American Monetary Policy (New York, 1951), pe 63. 
è Some of these possibilities are worked out in my Defense and the Dollar (New York, 1953). 
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Hazelett’s proposal not only dramatizes the fact that some controls can 
be seen as the creation of markets in control instruments. It also suggests 
that the one-way effectiveness of some controls might be turned into two- 
way effectiveness by redesign. The existing markets for control instruments, 
as far as I have identified them, are all restrictive devices. But Hazelett is 
' suggesting two control devices—not only his money pumps themselves, but 
his permits to hold excess reserves—-which would be capable of setting up 
incentives toward economic. expansion. Perhaps monetary policy ‘‘cannot 
push on a string.” But would it be possible to run the string arourd a snub- 
bing-post, so that it could pull toward expansion in a depression? 

For economic-control strategy in the broad, to set up a market in instru- 
ments of control offers a most desirable kind of feedback. Proposals for 
control by such techniques as excise taxes, subsidies, policy toward price 
discrimination, interest-rate manipulation, regulation of credit terms, all 
look very workable when. we assume that the controllers are perfect fore- 
casters, and all become much less likely to serve the proposed ends as soon 
as we allow for errors of forecasting. If a market can be created in the con- 
trol-instrument, however, we have essentially a market mechanism for _ 
feeling out the level of tax or subsidy that it takes to get a specified quanti- 
tative effect. If the control is redundart, its operation will send back a signal 
to this effect by bringing the price to zero. If tension of the sort tne control 
is aimed at is building up, its operation will send back a signal by pulling the 
price farther from zero. Thus this type of mechanism offers a control pat- 
tern that will adjust itself to the intensity needed to carry out an assigned 
job, and beyond that is capable of registering some of the pressures against 
which (or with which) policy must work. 

Interest in this family of control possibilities is bound to vary with our 
faith or skepticism about the merits of regulating components of economic 
activity. From the standpoint of dyed-in-the-wool interventionists, here 
is a choice collection of possible methods of handling components that are 
refractory to available controls. From the standpoint of confirmed anti- 
interventionists, here is perhaps a Pandora’s box of new ways to get in 
trouble. But even the free-market enthusiast cannot afford to look only at 
this aspect. In the first place, some of his own proposals really call for setting 
up markets in control instruments.‘ In the second place, there will always 
be situations where the free-market purist has lost the battle as ta whether a 
component should be controlled and yet may have some chance of influenc- 
ing the way it is controlled; the greater impersonality and automaticity of 
the control-instrument-market technique as against most alternatives 
should then recommend it. In the third place, the free-market enthusiast in 
the Henry Simons tradition recognizes the need for monetary and fiscal 


4 The proposal that defense planning should rely on free markets to do the jobs assigned ° 
during the second world war to priorities and cllocations is a notable example. “Priority” is a 
temporal concept. If there were in fact two interlinked steel markets—-one in tons of’steel and 
another in delivery dates—the proposal migh: be workable. But the normal market has no 
machinery for reallocating delivery datgs as among customers. In a mild emergency “gray 
markets” may take over this role; but the market would not have the right kind of flexibility 
for a real war emergency unless dealings in delivery dates were systematized. 
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stabilizers. While he may well object to the ramification of sector controls 
of this or any other type, he should not, overlook the possibility that the 
Hazelett technique, with its direct applicability to money flows, might be 
transformable into a general monetary scheme of maximum breadth and 
impersonality.® . 

While he has taken pains to present his proposal as a possible additional 
tool in stabilization policy, rather than as an all-sufficient stabilizer, Haze- 
lett seems to me too casual about the interplay of stabilization measures. 
If his scheme were adopted, the need for other measures might be less re- 
duced than he suggests; but the conditions for their application might be 
more improved than he suggests. 

Serious as the problem might prove, I pass over the question how the 
scheme would work in the face of a chronic ‘‘cost-push”— that is, a tendency 
for wage rates to outpace productivity and push up the price level. I have 
not been able to satisfy myself as tc how the cost-push would develop under 
his policy suggestions. But since this difficulty is common to almost all 
discussions of stabilization strategy, Hazelett’s proposal can be put reason- 
ably well in context by discussing it on the assumption that the cost-push 
is kept under control through labor policy (private or public). 

On this optimistic assumption, Hazelett’s scheme has one obvious short- 
coming as a self-sufficient stabilizer: it can underwrite payrolls (and pre- 
sumably employment and production); but, to invert Mill’s famous dictum, 
demand for labor is not demand for output. Even though employers main- 
tain production, employment, and payrolls, their sales may fluctuate. The 
forces which otherwise would have set up a fluctuation in employment and 
output will therefore set up a fluctuation not only in the price of money 
pumps but in the state of inventory. The increasing inventory-risk that 
would arise in case of serious “involuntary” inventory accumulation makes 
it likely that recessive forces might sometimes produce a really stiff “‘nega- 
tive price” for money pumps. 

The logic of the money-pump scheme requires the government to pay 
whatever price it must to keep enough pumps in circulation. To keep the 
price from going outrageously high, other policy measures must be able to 
relieve the inventory situation before involuntary accumulation goes too 
far. If we regard the money-pump mechanism as the basic defense against 
deflation, other measures must at least be strong enough to keep inventory 
from growing too much. 

On the other hand, if the schem2 were once well established, we would 
expect business to absorb the early stages of an involuntary Inventory ac- 
cumulation with equanimity. The forces which otherwise would quickly 
initiate a cumulative decline in output and employment would express 

«themselves at first in a stiffening oi the money-pump price. Those respon- 
sible for policy would thus gain time to turn around. Tax cuts to stimulate 


§ The “contracts” involved—contrary to those suggested in such schemes as Mordecai 
Ezekiel’s $2500 a Year (New York, 1936)—~are nondiscriminatory. They are not tailored to in- 
dividuals by negotiations with officials who have discretionary powers, but offered imperson- 
ally to those who choose to buy them. i 


+ 
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sales, notably, could be withheld till it > was cick that involuntary inventory 
growth was appreciable, and yet come in time to keep the money-pump 
price from rising to outrageous‘heights. 

A corollary, which Hazelett also draws, is that on the upswing there 
could be an energetic use of tight money and tight fiscal policy to insure 
against inflation, without inhibitions arising from the fear of setting off a 
‘downswing. If restrictive policy were overdone, the fact would register it- 
self in a stiffening of the money-pump price, and in reports from business 
that sales were not rising enough to validate the existing output-inventory 
position. In this case, a downturn would be in the making. But, for the 
reasons just mentioned, there would be time to diagnose the situation and 
adapt monetary-fiscal policy to it before substantive damage was done. If 
the adaptation was overdone, furthermore, the inventories accumulated be- 
fore it started would be an anti-inflationary cushion, and their depletion 
would again give time for a turnaround of policy. 

Perhaps Hazelett’s scheme is too outlandish ever to have a chance. 
Perhaps its loopholes are broader than they look, and its incidental ill- . 
effects deeper. Certainly I would not be willing to testify that it was sound ~ 
practical policy (in case it became of political interest) till these matters 
had been much more thoroughly thrashed out. Yet the argument just pre- 
sented suggests that such a scheme would have huge advantages. Under 
almost any other stabilization stratezy I have seen suggested,’ the inter- 
play of inventory position, business expectations and employment is ca- 
pable of giving a downswing some momentum before the situation is recog- 
nized and corrected. The fear of such g result inhibits stabilization measures 
to check possible inflation in a period of prosperity. The ideal policy would 
be one so designed that we would always have at the beginning cf a down- 
swing what Keynes termed a “‘breathing-spell’”—a period long enough for 
it to be possible to see clearly that activity was tending to sag, yet not so 
long that real damage had yet happened, or that the downswing had 
gathered momentum. Hazelett’s proposal offers a mechanism that should 
make such a bréathing-spell a regular feature of business peaks. If this 
proposal proves objectionable, who can devise an alternative proposal 
with the same virtue? 

ALBERT GAILORD Hart* 


8 A policy combination including a commodizy-reserve currency, tf the latter cculd be made 
workable on a broad enough base, would Lave the same advantages. But most students of 
commodity reserve feel that at best it could cope with the raw-material aspect of inventory, 
leaving inventory of finished products as a destabilizer, 

* The author is professor of economics at Columbia University, on leave for 1956-57 as 
faculty research fellow under a grant from the Ford Foundation. 


Automobile Taxation and Congestion 


How might we make more efficient use of that increasingly scarce re- 
source——street and parking spage in nonrural communities (and perhaps 
even highway surface)? Traffic and parking problems directly affect almost 


“COMMUNICATIONS 153 


everyone in the country. “The indirect effects are éven more extensive. The 
costs of congestion, though” defying ‘close ‘measurement, are undoubtecly 
huge. Solution must be largely à social undertakings 4 4.6. indvidual families 
and businesses pursuing their own self-interest will not produce a result 
‘which is best for the public as a whole. 

One part of the solution is to increase w street and off-street park- 

ing space. At best, however, any reasonably effective program would take 
many years, especially in metropolitan areas, and would be incredibly ex- 
pensive (in, terms of either dollars or the other things that would have to be > 
sacrificed—housing, education, clothing, autos, etc.). Another approach, 
and one with conspicuous merit, is to use the pricing mechanism (such as 
high parking charges) to help allocate a limited supply. 
“ Still another method seems worth considering—the graduation of annual 
license charges by auto length or by length and width combined. The main 
objective would be to induce the public to buv cars that would use less of 
the scarce, publicly owned resource which when used by one person is taken 
from others. A secondary objective would be an increased contribution to 
the public treasury from those choosing vehicles that use more public prop- 
erty. To illustrate, assuming that length alone is the basis of graduation, 
the annual fee might be $1 for each inch of length between 180 and 185 
inches, $3 per inch between 185 and 190 inches, up to, say, $10 per inch of 
length exceeding 195 inches. Rates might well be less for cars already in 
existence when the new system became effective. An effective date of 1960 
or thereabouts should give auto manufacturers time to plan for the transi- 
tion. 

In some states auto value might also remain a consideration in setting 
the fee because of ties to property taxation. However, since streets and 
highways are now built to carry much heavier loads than the heaviest auto, 
weight is outmoded as a rational basis for graduating charges for passenger 
autos. 

Total dimensions, however, are of great significance. Length and width 
are of concern not only to the owner but also to others who wish to use the 
same joint facilities (streets), and to taxpayers who may be caled upon to 
provide facilities for which the demand depends partly upon size of vehicle. 
Some of the driving of almost every motorist is in areas where he uses a 
very scarce resource, urban street space, for which no charge is feasible. 
Economizing its use is very much in the public interest. With the motiva- 
tions now provided, however, individual actions do not combine to serve 
the public interest to best advantage. A license system providing strong in- 
ducements to use somewhat smaller autos—and exacting a much higher fze 
than today from those who continue to choose to use more of the scarce 
.resource—could contribute to a solution. 

If the average new auto were only a foot shorter, and if 4 million a year 
were destined for city use, about 800 miles of street-space equivalent would 
be released. Over a period to, say, 1970, the total would indeed be impres- 
sive even in relation to the new ccnstructign planned under the 1956 high- 
way law. The gain would be without any expense to government. The only 


+ 
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cost would be the loss of satisfaction from the marginal foot of car sacrificed 
by those deciding not to pay the higher- fee. 

The system would be fully successful only if it induced auto manufac- 
- turers to produce shorter cars. No one state acting alone could create 
enough such pressure. How much cooperation would be required? Perhaps 
eight or ten of the most populous states acting together would exert enough 
influence. Another possibility is a recasting of the federal tax on new autos 
to produce the general effect. A skift from value, the present federal tax 
base, to size, without appreciable change of revenue, would seem appro- 
priate. It would no more infringe on state sovereignty than does the federal 
highway program. 

C. LOWELL Harriss* 


* The author is associate professor of economics at Columbia University. 


BOOK REVIEWS 


General Economics; Methodology 


The State of the Social Sciences. Edited by LEONARD D. WHITE. (Chicago: 
University of Chicago Press. 1956. Pp. xi, 504. $6.00.) 


This volume consists of some thirty papers read at the celebration of the 
twenty-fifth anniversary of the Social Science Research Building of the 
University of Chicago in November, 1955. Knowledge of that fact should 
suffice to forestall disappointment of anyone who reads too muck into the 
title. 

Although in the table of contents the papers are listed without classifica- 
tion, an effort toward coherence can be found in the full celebration program 
which is reproduced in an appendix. Roughly the first 350 pages of essays 
are classified under ‘‘Social Science as Science”; the remaing 125 pages are 
concerned with “The Role of tha Social Scientist.” Under the former head, 

. the topics are, in this order: models in the social sciences, psychoanalytic 
thought and the social sciences, the comparative approach to the study 
of culture, analysis of social structure, the study of small groups, cu!ture 
and personality in relation to human development, ecological and culiural 
aspects of urban research, industrial orgarization and economic growth, 
international aspects of economic stability, and the study of public opinion. 
Under each topic are listed from one to three papers. - 

“The Role of the Social Scientist” consists of a group of “conferences,” 
each touching upon one or more topics: “The Social Scientist and the Civic 
Art: Economic Policy,” comprising “The Role of Government in Promoting 
Economic Stability” and “The Role of Government in Promoting Eco- 
nomic Growth and Development”; “The Social Scientist and the Civic 
Art: Politics,” comprising “The Social Scientist and the Administrative 
Art” and “The Art of Diplomatic Negotiation”; “Humanism and the Social 
Sciences”; “Civil Liberty”; and “The Dilemma of Specialization.” Inter- 
spersed are an opening address by Frank H. Knight and various luncheon, 
dinner, and convocation addresses by David Riesman, Walter Lippmann, 
Lawrence A. Kimpton, and Louis Gottschalk. 

All the papers are by authors notable in their fields, and most of them 
will be found individually interesting to many readérs, although some are 
rather specialized. As a totality viewed from the standpoint of an effort to 
portray the state of the social sciences as a whole or of any particular 

¿Social science, they suggest a less certain and less satisfactory conclusion. 
Even for such a purpose the collection is far from useless; but such success 
as is achieved does not add up to any landmark of integrative appreciation. 
Rather, the message emerges, first, in no small degree from the very lack 
of integration among the parts and, second, from a display, to an extent, 
of the state of thought of men about particular narrow areas of analysis 
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or application in which they have specialized. With regard to the second 
source of insight there is a considerable disparity of treatment. In only a 
minority of essays is an attempt mad2 to state more or less explicitly the 
condition or flow of thought in the specific area. Such efforts inevitably 
rest upon summaries of or allusions tc recent writers, and these latter are 
not infrequently handled as if intended for readers more versed in the spe- 
cial field than reasonable expectation would suggest. The special-field 
treatments which make an effort to describe the flow of recent thought are 
mainly Bernard Berelson’s “The Study of Public Opinion,” the essay on 
urban research by Philip M. Hauser anc perhaps that by Everett C. Hughes, 
Harold D. Lasswell’s “Impact of Psychoanalytic Thinking on tke Social 
Sciences,” and in a sense James C. Miller’s previously published report 
on the general behavior systems theory which he hopes will integrate the 
social sciences. Most of the other narrow-field studies are largely samples 
of research or application, 

Notably lacking is any essay dealing with the state of economics. The 
field “‘as science” is with imperfect congruity represented by two very good 
papers on specific problems, one by Stigler cn “Industrial Organization 
and Economic Progress” and one by Virer on “Some International Aspects 
of Economic Stabilization.” As exemplifying the role of the social scien- 
tist, two studies are presented on the role of government: Roy Blough on 
promoting economic stability and T. W. Schultz on promoting economic 
growth. Herbert A. Simon’s thoughtful essay on “Models: Their Uses 
and Limitations” will be of interest to economists among others. 

It was implied above that the book does not convey any great sense of 
basic and agonizing reappraisal. By anc large, the problems of the social 
sciences seem to consist in the need for better method; and better method 
means some better application of the method of natural science—which 
is probably not far away. In this sense the tone of the social sciences is 
perhaps more confident than ever. Over specifics of application of scientific 
method there is some rending of garments. 

‘An invitation to an agonizing reappraisal is present to a degree sufh- 
cient only to emphasize the general sense of confidence. Frank H. Knight, 
in his opening address entitled “Science, Society, and the Modes of Law,” 
notably does not set the tone of the book. He once more specifically attacks 
“scientificism”: the conclusion, after lorg recognition that inert natural 
objects are not like men, that men are like inert objects, mechanisms re- 
sponding strictly in terms of cause and effect; the “romantic delusion” 
. that application of scientific method to the problems of democratic society 
can produce marvels of prediction and control similar to those achieved 
in natural science; and the failure to accept the irrelevancy of natural sci- 
ence methods to the more crucial problem cf democratic society—egree~ 
ment on cultural norms. Much later in the book, Leo Strauss, in “Social 
Science and Humanism,” speaks as if noting and supporting Knight’s im- 
plied wish to orientate social science by reference to social philosophy: 
‘““.,. the only alternative to an ever more specialized, ever more aimless, 
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social science is a social science ruled by the legitimate queen of the social 
sclences—the pursuit traditionally known by the name of ethics.” And 
his final challenge takes this form: | 


Many humanistic social scientists are aware of the inadequacy of [ethi- 
cal] relativism, but they hesitate to turn to what is called “‘absolutism.” 
They may be said to adhere to a qualified relativism. Whether this 
qualified relativism has a solid basis appears to me to be the most press- 
ing question for social science today. 


It would seem moderate to wish that, should the messages of these 
lonely voices be relegated to the history of thought, the cause of their 
relegation be a more satisfying one than the mere. deflection of scholarly 
attention by reason of the rules of strategy for obtaining foundation grants. 

CLARENCE E. PEILBROOK 

University of North Carolina 


Mensch und Wirtschaft. By OTTO VON ZWIEDINECK-SUDENHORST. (Berlin: 
Duncker & Humblot. 1955. Pp. ix, 440. DM 32,60.) 


This important volume is a mixtum compositum, containing a generous 
sample of articles and essays on a wide variety of subjects by the noted 
Austrian-born German economist, Professor von Zwiedineck-Siidenhorsi. 
Never one to specialize on a narrow subject, the author’s articles touch on 
almost all the important facets of the economic mosaic. In addition to an 
autobiographical introduction, there are fourteen articles; they are ail 
reprints, written between 1909 and 1953. 

It is impossible to do justice in this short review to Zwiedineck-Siiden- 
horst’s achievements and to appraise every one of the papers included in 
this compendium. To this reviewer, the following four articles stand out as 
milestones in Zwiedineck-Siidenhorst’s professional development as an 
economist. 

In “Income Formation as a Determinant of the Value of Money” (Die 
Einkommengestaliung als Geldwert Bestimmungsgrund), first published in 
1909, Zwiedineck-Siidenhorst seems to emphasize the role of the state in 
the evolution of money, and finds this role useful in clarifying the relation- 
ship between the value of money and income distribution. He made a 
considerable contribution to the theory of the value of money when he 
pointed out that money has a subjective exchange value. This subjective 
value stems from the fact that, for the Individual, the value of monetary 
units depends on his income. On the basis of the foregoing analysis, and 
foreseeing the “propensity to consume” concept, Zwiedineck-Siidenhorst 
tried to prove that changes in income result in changes in the value of 
‘money. 

His “Power of the State or Economic Laws” (Macht oder Gkhonomisches 
Geselz), first published in 1925, continues the researches of Böhm-Bawerk 
and Wieser on the relationship between the government’s regulative powers 
and economic laws. Zwiedineck-Siidenhorst is best known in the United 
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States for his emphasis on socio-legal factors; he is a member of tae group 
which has attempted to study government control as a social factor dis- 
tinct from economic values, and the role played by the law in limiting 
economics. 

In “Unemployment and the Law of Shifting Income Formation” (Die 
Arbeitslosigkeit und das Gesetz der zeitlichen Einkommenfolge), Zwiedineck- 
Stidenhorst considers that he is expressing a new concept in stating that 
there is a difference in time between the origin of Income and the arrival 
on the market of the output on which this income is based. For this new 
principle he has a new name: “the law of shifting income formation.” Ft is 
to his merit that he pointed out this important consideration in connection 
with boom trends. 

In ‘Rent as a Principle and as Residual ione? (Rentenprinzip oder 
Rentenstellung), written in 1932, Zwiedineck-Siidenhorst shows Limself to 
be the champion of the trend to make the phenomenon of rent a general one. 
He regards even pure rent as a differential, because this economic result is 
obtained by subtracting costs from gross income. Therefore, according to 
him, the.result is to be looked upon as a differential, the difference between 
income and costs. He concedes, however, that in such cases the residual 
rather than the differential character is apparent. Zwiedineck-Stidenhorst 
definitely labels it differential income in those cases where outcome of 
production is greater than expected by the producer. He calls such differ- 
ential income a difference within the plant, and distinguishes two sub- 
groups; t.e., rent arising from the prices of the product, and rent arising 
from the prices entering into cost. The former appears when the producer 
is able to sell under more favorable conditions than other producers; the 
latter occurs when there is a similar advantageous price formation in the 
costs of production. 

These “rents,” however, are no more income than is the rent of the con- 
sumer. Just as the rent of the consumer is only savings and not income, 
similarily Zwiedineck-Siidenhorst’s new categories of rent are not differ- 
ential incomes, but simply savings in expenditure. The concept of differ- 
ential income includes the idea that the differential should show in the 
comparison of various economies. “Differentials” appearing within one 
and the same plant do not produce differential income in the accepted 
economic sense of the word. . 

The reader cannot help admire the many-sidedness of this compendium. 
It contains, however, only a small fraction of Zwiedineck-Stidenhorst’s 
remarkable literary contributions. There is hardly a special field of eco- 
nomics which is not represented here. Few economists in our days can 
muster such erudition and versatility. 

Economists of all nations are indeed indebted to the editors of Mensch* 
und Wirtschaft for making these articles available at this time, especially 
since most of them are hard or impossible to obtain. 

GEZA GROSSCHMID 

Duquesne University s 
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Price and Allocation Theory; Income and Employment 
Theory; Related Empirical Studies; History 
of Economic Thought 


The Meaning and Validity of Economic Theory. By Leo Rocin. (New 
York: Harper and Brothers. 1956. Pp. xvii, 697. $6.50.) 


It is good to have Rogin’s history of economic thought; no one—not 
even a still living Rogin—could write it again. Seldom has an objectivity- 
minded, scientific treatise been so closely tied to a particular date in history 
(the great depression) or to a particular social viewpoint (far-left New 
Deal). I do not believe that the book will be considered an important con- 
tribution to the history of economics, but it sheds an illuminating light on 
a branch of radical thought in America circa 1940. And although written 
in a stiffly formal and repetitive manner—the author did not live to revise 
it—it is a work of real fascination. ; 

For Rogin, the meaning of a theory—the objective, significant meaning— 
lies in its policy implications. These implications can be of at least three 
sorts: (1) those explicitly drawn (whether logically or not) from the theory 
by its author; (2) those implicit in the theory; and (3) those which are 
read into the theory by contemporaries who are influential in the realm of 
policy. Of these classes the last is much the most important: the theory as 
it lives in the market place of ideas has the implications for policy that 
count-—to the extent that the theory influences policy at all. I know of no 
adequate analysis of the views of a ruling theory (such as Ricardo’s) as held 
by the men of affairs and, at a degree removed, by the men of letters, and 
Rogin ignores the study of this class of policy views. 

If one does not study the policy implications drawn by eminent contem- 
poraries of a theorist, then surely the theorisi’s own policy views are more 
important than those implicit in the theory. The views were actually ex- 
pressed, the implicit recommendations (unless they were drawn by eminent 
contemporaries) were only immanent. Moreover, if a theory is at all general, 
it seldom has specific policy implications. From the wages-fund theory,which 
the classical economists ‘generally held, one can (not must) deduce that 
labor unions are undesirable; from the Malthusian theorv, which they aiso 
held, one can (not must) deduce that they are desirable because their 
gains, if held, impose no long-run costs on the remainder of the labor force. 
Especially it is undesirable to draw, not the logical implications of the 
theory for policy as that theory was understood at the time, but the impli- 
cations as they appear a century later to an economist with a wholly 
different Weltanschauung. 

Yet these latter implications are precisely those which Rogin studies. 
. The subjective intent of the theorist with respect to policy is of no rele- 
vance, he claims, and only what the metry rigorously implies for policy 
really matters. For example, 


The foregoing. interpretation does not mean to assert that Say delib- 
erately erected his theory with the singée-minded intent of justifying 
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income to property. In the first place, the present volume is not con- 
cerned, except incidentally, with the subjective premises of theoretical 
formulation, but rather with the oLjective meaning of theory as con- 
tingent on its orientation to the institutional environment. (P. 214.) 


Rogin identifies this objective meaning with the “public” meaning of a 
theory (e.g., pp. 10, 468)—that is, with our “eminent contemporary” mean- 
ing. But the identification is neither documented, nor, as we shall see, 
credible. 

In practice, Rogin almost always attributes to the author of a theory the 
implications that he (Rogin) draws ircm the theory, and supplies a cor- 
responding purpose for the theory. I give a few examples: 


...1t may be that for Malthus the real inadmissibility of this practice 
[birth control] resides in the circumstance that it would so diminisa the 
supply of labor as to disturb the working of the institution of private 
property as an instrument of economic coercion essential to the pro- 
duction of the economic surplus. (P. 170.) 


... Say confronts the problem of industrial crisis and depression with 
the theoretical apparatus he had already erected in his orientation to 
other practical issues, pre-eminently the defense of the institution of 
private property. ... (P. 223.) 


Abstinence is, in fact, the keynote of the theory of the later Senior... . 
It is the fulcrum to which is applied the lever of Senior’s economic the- 
ory, in order to pry the populace loose from its dangerous illusions con- 
cerning the role of large incomes to ownership and private accumula- 
tion. (P. 264.) 

For, in an important sense, his [Böhm-Bawerk’s] monumental work on 
Kapital und Kapitalzins, which has its acknowledged practical, social 
origin in the conflict between labor and capital, is ultimately dedicated 
to a refutation of the socialist exploitation theory. (P. 517.) 


These allegations of conscious implications of, and motives for, the formu- 
lation of theories are not demonstrated, and often they are completely 
farfetched. Thus Rogin draws a distinction between the economic theory 
of Senior before and after the autumn of 1&30, the division corresponding 
to machine riots which were held to have aroused Senior’s fears of the 
laborers and diminished his benevolence (pp. 239, 240, 243, 248, 251, etc.). 
Not even a modicum of evidence is given for this alleged change of view,} 
nor for this reason for any change that might have occurred. 

In the main, then, Rogin discusses policy implications that should have 
been drawn by the author and his contemporaries—that 1s, if they had also 
been left-wing New Dealers writing in the deepest shadow of the great 
depression.? This vantage point leads Rogin to both a remarkable distribu- 


1 The basis of this charge is that Senior had not opposed unions and paternalistic labor 
legislation before 1830-——possibly because he had not written on them. See Marian Bowley, 
Nassau Senior (London, 1937), Part TI, Ch. 1. 

E 2 Rogin’s own position, which is not under consideration here, is most explicitly stated on 
pages 425~27. It is composed chiefly of #Marxist critique of capitalism and a-socialist-planning 
version of neoclassical economics with democratic political processes, But see page 410, n. 218. 
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tion of emphasis and a remarkable set of deductions of policy implications 
of theories. 

The crucial implications for policy are usually in the standard Marxian 
categories: private ownership (=monopoly) ef the means of production 
(pp. 161, 167, 170, etc.), devastating cyclical fluctuations (p. 261), class 
struggles (pp. 105, 155-56), progressive monopolization (pp. 146, 277), 
extreme income inequality, poverty and exploitation (pp. 102, 214). Policy 
implications which do not fit well into these preassigned categories are 
ignored, minimized, or distorted by the author's perspective. For example, 
Ricardo’s writings on monetary policy are completely ignored, although 
they are at least as closely oriented to policy as his other work, and so too 
is his discussion of taxation. 

The derivation of implications is equally one-sided. Ricardo, ‘‘the first 
great economic liberal who accepted modern industrialism wholeheartedly 
and wanted to implement it” (p. 110), served this end by his powerful 
arguments for free trade in corn (p. 128). He advocated a capital levy be- 
cause the taxes for debt service fell on profits, and hence Ciscouraged 
economic progress (p. 142). A remarkable exponent of industrialism was 
Ricardo, who had scarcely any knowledge of, and little interest in, the 
industrial life of his Britain. He had peculiar views for a wholehearted 
exponent: he argued that wage incomes should not be taxed, and that manu- 
factures should not be protected by duties. Again, for Rogin the anchor of 
Smith’s theory was the chapter (Book II, Ch. 5 of the Wealth of Nations) 
in which he argued that capital was most productive in agriculture—this is 
presented as the basic weapon of his attack on mercantilism (pp. 65, 71 ff.). 
To all other interpreters this chapter is a smail scar from verbal duels in 
Paris. 

The relationship of theory to policy is an important aspect of Dogmenge- 
schichte and one which has received less study for the post-Smithian period 
than it deserves. We owe appreciation to Rogin for emphasizing it. But 
we should study, not primarily the policy questions that now seem crucial 
to the particular historian, but those which seemed important to the econo- 
mist at the time. It is my impression that theories were seldom devised, 
and seldom accepted by fellow economists, to reach definite policy posi- 
tions; sometimes, indeed, the theories have led their owners to policies which 
no sensible man not being misled by theory could possibly entertain. Con- 
versely and perversely, many policy corollaries of a theory were expressly 
spurned by their authors; for example, Marshall demonstrated that excises 
on necessaries entail a smaller loss of consumer surplus than excises on 
luxuries, and he did not recommend that excise taxes be imposed primarily 
on goods consumed by the working classes. The subtle relations between 

-theorizing and policy attitudes are not to be disentangled with a Marxian 
crowbar. 

The validity of a theory, according to Rogin, is dependent not so much 
upon internal coherence or explanatory value (although these are not ir- 
relevant) as upon its congruence with the main economic and political cur- 
rents of its time. [Validity] involves judgments as to the adequacy of the 
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theoretical articulation in the light of :ts practical aim, and judgments as to 
the possibility of the aim being rezlized in given historical circumstances” 
(p. xv). It is not clear how, on this criterion, a valid theory is to be dis- 
tinguished from a successful one. But the criterion is surely superficial: 
every widely held theory is successful in the sense that it has had a real, 
although frequently a very subtle, influence on policy. The economists of 
the last hundred years who have held up free trade as a goal have been un- 
successful to the extent that protectionism has been increasing, but they 
have been successful to the extent that protectionism has had a smaller 
triumph than it would have had if the economists had not been opposed to 
it. Even in their opposition to “successful”? policies the theorists aave been 
more influential than they would have been had they jumped upon every 
political bandwagon. 

Two examples will serve to illuscrate Rogin’s use of the criteria of 
validity. The first is the judgment on the Physiocrats, with which I am in- 
clined to agree: 


When, as with the physiocrats, the practical interest is dictated pre- 
eminently by the requirements of capitalist entrepreneurs in agricul- 
ture and by the fiscal requirements Jf a moribund state, at a time when 
nonagricultural capitalists were leading in economic, political, and so- 
cial reconstruction and on the eve of a time when the dynamics of ac- 
cumulation and productivity were to be associated primarily with the 
career of industry, then the value oz the doctrine not only is limited for 
the later demands of effective policy, but is also highly qualified in its 
own age and in the country which gave it birth. (P. 50.) 


One would have thought that by tke same criteria, Ricardo’s successful 
plea for free trade would be judged righly valid, but not so: Ricardo did 
not orient himself to the “strategic factor” in his society: 


In terms of the professed utilitarian perspective of the Ricardians, 
their strategic factor should have been, not the Corn Laws with a dubi- 
ous “dribbling down” theory of the material welfare of the masses, but 
the unrestricted acquisitiveness of those who were in control of the 
means of production. (P. 153.) 


And so, validity, like meaning, is judged in terms of Rogin’s personal posi- 
tions (as he once concedes, p. 103). 

The long and interesting chapter on Marx which marks the midpoint of 
Rogin’s book and of the period covered deserves a brief comment. In broad 
outline it is a sympathetic interpretation of Marx, but Rogin is critical of 
those elements of the theory which aze designed to be revolutionary propa- 
ganda (labor theory of value, theor2m on declining profits). Ee believes 
that Marx’s great error was to underestimate the roles of labor combination 
and democracy: i 


As indicated earlier in our critiasm of the manner in which his theory 
on the whole neglects the implications of state intervention and the in- 
creasing political and economic organization of labor in expanding po- 
litical democracy, his theory of wages Is far less a prophecy of the future 
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trend of wages than a description of the untrammeled consequences of 
the exercise of economic force. (P. 402.) 


In terms of Rogin’s own framework I think this criticism is overstated: the 
revolutionary and antidemocratic elements of Marx’s thought pcssibly have 
been even more congruent with later developments than his more positive 
economic theory. 

Beginning with Walras, Jevons, and Menger, Rogin’s treatment under- 
goes a moderate change of emphasis. The meaning of a theory becomes 
somewhat less a matter of policy implications and more a matter of analyti- 
cal content, and validity becomes more a matter of the empirical validity 
of the theory. To the extent that the shift occurs, it represents an abandon- 
ment of the central thesis of the volume: 


My research into the history of economic thought has tended to con- 
frm... that significant new orientations in economic theory first 
emerge (and persist, often in a changed role) in the concealed or uncon- 
cealed guise of arguments in the realm of social reform. (P. xiv.) 


But partial abandonment was inevitable: the science was becoming profes- 
sional and much of its subsequent development was in response to its pro- 
fessional needs, not to policy problems or outside pressures. The marginal 
utility theory, or the general equilibrium theory, or most of Marshall’s 
analytical contributions cannot be traced to extra-scientific influences, and 
Rogin no longer attempts to discuss these fundamental developments in 
terms of his basic plan. His failure is not novel: other historians of doctrine, 
such as W. C. Mitchell, who sought to relate economics to contemporary 
economic or social or political developments, also begin to shift ground 
when they reach the 1870’s. 

The abandonment is of course less than complete, and a few examples 
of Rogin’s later judgments may be instructive: 


Instead of working on the problems of his own time, he [Walras] worked 
implicitly on those which belonged to the time of Adam Smith. In doing 
so he betrayed his own protagonism of a socialisme synthétique, ... 
(P. 438.) 


Tn its practical orientation, Jevons’ theory of capitalization appears to 
be adjusted to the task of allaying the “delusive’’ conflict between labor 
and capital; .. . (P. 468.) 


Why does Marshall in his Principles fail to develop the abundant 
grounds of monopoly? Why does he, instead, dwell on the inhibitions to 
the growth in the size of firms? Because the problems of poverty and 
the diffusion of material welfare are to be solved in the context of pri- 
vate enterprise educated to “chivalry.” (P. 581.) 


In the case of these later economists, however, Rogin does not ignore the 
large parts cf their theoretical work to which he cannot attach a oe 
in terms of policy implications. 

Instead, he shifts his attention to their gnalytical characteristics s and es- 
pecially to their empirical reality. The main judgments are not surprising: 
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the theory of competition is of no relevance to the monopoly-ridden econo- 
mies of their times and ours, the consumer theory suppcrts no theorems on 
maximum satisfaction because it eccepts the existing extreme inequality 
in income distribution and disregards unemployment, and so forth. The 
“realism” of economic life continues to be the set of clichés which domi- 
nated the radical intellectual outlook cf 1940.3 | 

The promulgation of heartfelt views is the duty, not merely the right, of 
the scholar. But there is no poorer choice for the doctrinaire schclar—who 
tightly grasps Eternal, Pulsing Truth—than intellectual history. All his 
conscientious scholarship, all his talents, his sincere and urgent desire to 
improve the world—and Rogin had these in ample measure—cannot help 
him to enter the minds of other economists: he is like an efficiency expert 
who wonders why all 22 men do not join in moving the football in one direc- 
tion. When he embraces also the thesis that theories are—and should be— 
formulated for policies, and forgets that theories exercise large and often 
unpredicted effects even upon their authors’ views of policy, he is doubly 
lost: he has become a self-appointed schoolmaster handing out grades to 
students who did not take his course, and in fact were studying a different 
subject. 

GEORGE J. STIGLER 
Columbia Universily 


Trends and Cycles in Economic Activity. By WILLIAM FELLNER. (New York: 
Henry Holt & Co. 1956. Pp. xiv, 411. $5.00.) 


The postwar extension of Keynesian concepts to problems of economic 
growth has been accompanied by a shift in emphasis in cycle theory from 
the investigation of minimum requirements for cyclical behavior towards 
the study of the interrelationship or cvcle and trend. In this book Professor 
Fellner, one of the pioneers of growth theory, has carried the process to its 
logical conclusion: the requirements of dynamic equilibrium are placed 
firmly in the centre of the stage, cycles are attributed to the failure of these 
requirements to be satisfied, and the trend is regarded as a cycle-lowered 
equilibrium path. To the reviewer th:s general approach, and particularly 
Fellner’s view that dynamic equilibrium is a range and not an unstable 
point, are higkly congenial. On the other hand, important facets of his cen- 
tral thesis are debatable, and raise doubts about his analytical methods; 
while his imprecise and repetitive style and the wide range of topics he 
selects for discussion make it difficult to follow and evaluate the detailed 
elaboration of his central thesis. 

The book begins with a lengthy survey of statistical methods for finding 
trends and cycles. The author makes rather heavy weather of Frickey’s 


£ Two quotations will suggest the insularity of such views from empirical research: 

“There are few serious students of history who would assert that any great improvement in 
the material welfare of the laboring class wculd have taken place without the effective organi- 
zation of labor.” (P. 167.) 

“But there can be no doubt that the #elaiive wages, the share of the workers in the national 
income, declines with capitalist developmert.” (Pp. 406-07.) 
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link-relative method, and relies for synthesis on the méthodologically 
dubious principle that all reasonable methods of cycle-dating should give 
results conforming to the popularly recognized turning points. He con- 
cludes in favor of recognizing only the National Bureau cycle, while admit- 
ting the influence of longer-run irregular rhythms on its severity. Condensed 
narratives of major downturns are used to highlight the main points of the 
subsequent theoretical analysis. 

Growth theory is introduced in Part II, which starts from the familiar 
proposition that new investment must be increasing if past Investment is to 
justify itself—the exposition of this crucial proposition is peculiarly tortuous 
and difficult—and the empirical fact that the proportion of income saved 
tends to long-run constancy. The problem as Fellner sees it is to explain 
successful growth in the past. While he allows some adjustability of the 
capital-output ratio, he believes that the adjustability of relative income 
shares and the profit-plus-interest rate is limited. Consequently, in contrast 
to classical theory, he finds the equilibrating process in the fact that techno- 
logical and organizational improvements tend to be forthcoming on the 
scale required to offset diminishing returns to capital (which tends to grow 
faster than labor) and of the type required to permit equilibrium at rising 
real wages (thus avoiding “‘social friction’”’). 

Part III elaborates on the theoretical requirements of dynamic equilib- 
rium. The “condition” of dynamic equilibrium is a joint one, involving 
both general price stability and equality of planned investment with actual 
savings (the two are interdependent——price stability requires appropriate 
spending propensities for monetary policy to influence, and ensures equality 
of planned with actual savings). Since the condition is subjective, it must 
be studied via its objective corollaries, of which three are distinguished: im- 
provements adequate in quantity and quality to offset diminishing returns 
to capital without “overshooting” (reducing equilibrium real wages); 
gradual structural change and sufficient resource mobility; and absence of 
legal, institutional, and policy-conflict obstacles to proper monetary man- 
agement. 

Failure of the corollaries to be satisfied implies scarcities and leads to 
cycles, which can be described in terms of alternations in the rate of over- 
coining scarcities. Part IV discusses the familiar paradoxes of disequilib- 
rium, presents various reasons for being less pessimistic than one might 
be about the effects of a permanent stoppage of growth, and criticizes 
mathematical and econometric models fairly but severely. 

Part V is concerned with a variety of broader aspects of growth: pre- 
conditions for the growth process as the author conceives it are discussed— 
adequate initial resources, administrative unification, materialistic ideology 

.-—and the prospects for growth by “latecomers” commented on. Turning to 
developed economies, Fellner is concerned with the possibility that the new 
orientation towards economic equality and security will seriously inhibit 
growth processes and the survival of capitalism; on balance he is optimistic, 
with a major reservation about the Russian military. threat. 

The main theme of the book is its insistence on adequate technological 
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and organizational improvements as the chief requirement for successful 
economic growth. Fellner’s exposition of the mechanism by which such im- 
provements are induced (Ch. 8) and his use of the hypothesis in the interpre- 
tation of past trends in capital-output ratios, distributive skares, and 
yields on capital (Appendix to Part ITI) are substantial original contri- 
butions. Nevertheless, reflection on tais theme prompts the suspicion that 
Fellner may have been led from a spurious problem to a spurious conclusion: 
only the acceptance of the Keynesiar assumption of behavioral rigidity as 
the natural state of capitalist economies makes successful economic growth 
in the past a major miracle to be explained by special factors which must 
then be elevated into preconditions cf successful growth. The fact that in 
the past improvements offset diminishing returns to capital does not prove 
that growth could not have proceeded satisfactorily with diminishing re- 
turns, and still less does it establish an allied theme of the author’s, that 
capitalism and Western democracy will break down if insufficiently rapid 
growth is generated—a proposition so far unsubstantiated. On a narrower 
front, the improvements hypothesis, though it illuminates, does not explain 
entirely satisfactorily the cycles of experience. 

A review of this length cannot do justice to the breadth of Fellner’s range 
and the subtlety of his thought on many detailed points of theory. These 
qualities, unfortunately, entail a certain lack of integration and require a 
degree of prior knowledge of the field which make it difficult to recommend 
the book as an introductory volume for students. It should be added that 
the author has provided excellent bibliographies for each section of the 
argument. 

HARRY G. JOHNSON 

Manchester Universitiy, 

Manchester, England 


Laissez Faire and the General-Welfare Siate, A Study of Conflict in American 
Thought, 1865-1901. By Stpnry Frxe. (Ann Arbor: University of Michi- 
gan Press. 1956. Pp. x, 468. $7.50.) 

This well-written and comprehensive study endeavors to draw together 
in a balanced presentation the main strands of public opinion, judicial inter- 
pretation, and legislative and administrative action on the subject of the 
role of the state in economic life. The author, who is an historian by profes- 
sion, set himself the task of stating as completely as possible the philosophy 
current in various professions and wa_ks of life during the latter half of the 
nineteenth century both favorable and unfavorable to the policy of laissez 
faire, and of tracing the re‘lection of tais thought in actual policy. He opens 
with a good introductory survey of the development of American thought 
from 1763 to 1865, the time when laissez-faire thought had its greatest. 
vogue. The central focus of the work, however, is on the period between 
1865 and 1901, during which time American opinion and policy underwent 
a very great change away from laissez faire. Throughout, the attention is 
very heavily placed on conceptual systems, and only lightly on the political 
background and economic effects of public policies. 
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To Mr. Fine, laissez Jaire i is the doctrine of the negative state. He does 
recognize, however, that in theory, and especially in practice, this doctrine 
was compatible with a good deal of government promotion of economic 
affairs. He uses the term latssez faire in a broad sense rather than in the more 
limited one in which it appears frequently in the eighteenth century as a 
public policy designed to facilitate the more effective operation and clear- 
ing of markets. To him, therefore, laissez faire means primarily social and 
economic Darwinism, and it is no accident that he leads off with a presen- 
tation of the views of Herbert Spencer, the man who, in his opinion, most 
influenced American thought in the mid-nineteenth century. 

The first main section of the work is devoted to a statement of the philo- 
sophical foundations of laissez faire in America and to the elucidation cf 
policy in the light thereof. He gives excellent brief summaries of the views 
of such economists as Francis Bowen, David A. Wells, Amasa Walker, 
Edward Atkinson, Horace White, J. L. Laughlin, A. T. Hadley, and William 


G. Sumner. On the whole these philosophical outlines are well-done and ` 


present a good review of the opinions of professional economists on public 
questions at the time. That the writer regards these men as somewhat mis- 
guided is made evident by such comment as “the bankruptcy of the laissez 
faire position,” which he uses in discussing aititudes toward unemploy- 
ment (p. 62). After dealing with the theoreticians, he turns to the philosophy 
of the business man as indicated by speeches, letters, and essays, but here 
the material is much less satisfactory. Andrew Carnegie appears as the chief 
figure, though possibly he is not the most typical. In this section one might 
well question the writer’s inclusion of the struggle over the monetary 
standards as part of the general controversy regarding laissez faire. It seems 
to be forcing matters to regard the gold standard advocates as being pri- 
marily of the laissez-faire camp and the greenbackers and silver interests as 
representing the welfare state. To this reviewer, the monetary debate seems 
to have been primarily a question of technical monetary management with 
overtones of pressures on the part of those who would gain or lose from a 
changed value of the dollar. The author concludes this first section by ex- 
tracts from the writings of prominent Protestant clergymen and by a review 
of the instances in which judges by judicial interpretation wove latssez-fatre 
philosophy into the law of the land. He reaches the not surprising conclusion 
that both the Protestant clergy and the judiciary strongly supported laissez 
faire during its period of dominance. 

The larger part of the study, 231 pages, is devoted to the subsequent at- 
tack on laissez faire and to the rise of concepts of social control which he re- 
gards as foundation stones of the welfare state. He starts with an account of 
the nse of the social gospel, primarily in the Protestant churches. Of great- 
eest interest to economists, however, is the long chapter on “The New Politi- 
cal Economy.” The rise of this new school he attributes mainly to the in- 
fluence of the German historical economists, which reached the United 
States through such men as Richard T. Ely, Henry C. Adams, E. J. James, 
Simon M. Patten, J. B. Clark, E. R. A. Seligman, and R. Mayo-Smith. 
Economists may well be flattered that an historian should regard the views 
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of some of their number as of suck great importance in the history of 
American thought. He gives very good brief summaries of the basis of the 
dissent by these writers from the classical position and of their reformist 
views on questions of economic policy. 

Members of the American Economic Association will undoubtedly also 
be interested to learn that their orgarization was founded in 1885 as a pro- 
test against latssez faire, and that the founders expected that the body 
would take a position on public issues. This view did not long prevail, how- 
ever, and he notes that about 1888 this concept of the role of the Association 
was abandoned in favor of that of a nonpartisan professional society. Fine 
concludes that the new school of reformist economists contributed im- 
portantly to welfare-state philosophy by focusing attention on measures to 
raise the level of consumption, by emphasizing education, healtk and gen- 
eral well-being as objectives of policy, by urging national planning, es- 
pecially in connection with natural resources, and by providing a rationale 
for the regulation of both trusts and ratural monopolies. 

He follows this account of the econ>mists’ opinions with a much briefer 
review of the ideas of leading sociologists, political scientists, philosophists, 
reformers, labor leaders and socialists. There is a long and interesting parade 
of sketches which includes such names as Lester Ward, E. A. Ross, William 
James, John Dewey, and Henry George. It does, however, seem very 
strange that the writer does not pay more attention to responsible business 
opinion during this period in which the rise of large-scale business was a 
major phenomenon. It is by no means evident that this opinion was all for 
laissez faire and social Darwinism. Indeed, one might expect that the 
business class would play a large role in influencing thought and policy. 
Nevertheless in this long section deeling at times with quite obscure re- 
formers there is no substantial attempt made to survey the views cf business 
leadership. One is therefore left with the impression that the reforms were 
carried out primarily as the result of the writings and personal influence of 
a small number of academicians and popular agitators. This is hardly the 
full story, and it seems unlikely that the writer intended it to be such. 

On the whole, however, these omissions and the criticisms that might be 
made seem to be quite minor. This work deserves careful study by econo- 
mists in general and especially by thcse interested in economic history and 
in the history of economic thought. 

| Jonn G. B. HUTCHINS 
Cornell University 


Méthode scientifique et science économique. Vol. IJ, Problèmes actuels de 
Panalyse économique: ses approches fondamentales. By ANDRE MARCHAL. 
(Paris: Librairie de Médicis. 1955. Pp. 314.) . 


Any review of this book is made difficult by the fact that it represents 
only the second volume of an ambicious, almost encyclopedic, effort by 
André Marchal, professor of political economy at the School of Law of the 
University of Paris (not to be c@nfused with Jean Marchal). As a result, the 
title of the second volume is somewhat misleading because it is less con- 
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cerned with methodology than with systematology, although the former is 
by no means absent. 

He is frank in admitting that he is trying to develop a theory ‘for inter- 
ventionist, or dirigiste economic policies, now followed by all tke great na- 
tions,’ thereby divorcing himself sharply from classical economics. He 
criticizes former (particularly French) theories for being too. abstract, 
too hypothetical, too deductive, and above all microcosmic and static. “Re- 
ality knows no equilibrium, only disequilibria.”” Much of his study is de- 
voted to a consideration of macroeconomics, both global and sectoral, and 
of dynamics in its two aspects: as a method ard as a phenomenon. Under- 
lying it is another fundamental conception, namely the replacement of the 
individual individual by the social individual and the resulting sociologi- 
zation of economics, or perhaps the replacement of certain assumptions of 
individual psychology by those of social psychology. Instead of a homo 
oeconomicus he sees primarily social groups, each exhibiting a diverse form 
of economics behavior. He accepts the term comportement social, coined by 
the other Marchal, as one of the cornerstones of his approach. 

All this is in the best French tradition, clear, logical and truly monu- 
mental, although not entirely convincing when it comes to the critical points 
of his mental architecture, such as the transition from and connections be- 
tween microdecisions and macroquantities. He recognizes the preliminary 
and inconclusive character of his system in his conclusions. Taking older 
theories to task for producing universal and perpetually valid schemes, but 
schemes devoid of realistic content, he advocates “spatial and sociological 
differentiation” and believes general theories will have to be preceded by 
studies of specific societies and their segments. He finally tests, and in the 
last analysis rejects as universally valid, the schemes of Walras-Pareto, 
Marshall and Keynes. The first because it assumes an universe oi micro- 
unities and of equals, as well as the neglect of monetary factors, Marshall 
because of his preoccupation with micro-equilibria. His comes closest to 
Keynes, but rejects the oversimplifications to which his approach frequently 
leads, questions its applicability to full-employment societies and more par- 
ticularly its lack of real dynamism. While doubting the explicative value of 
Keynesianism, he pays tribute to it as being “one of the first-1f not the first- 
general and coherent theory of planned economy (économie dirigée).” His own 
preference (p. 291) is for a scheme half-way between the Walraso-Paretian 
and the Keynesian approach—a theory not yet conceived either by Mar- 
chal himself or by others. Thus the reader is left somewhat suspended in 
midair after having followed his reasoning in all its intricacies. 

Perhaps the most suggestive chapter is his search for mobiles, i.e., dy- 
namic factors causing changes in social systems and transitions from one 
economic system to another. Here too his approach is essentially empirical 
and eclectic. He concludes that the tendency of social as well as physical 
sciences is away from determinism towards “‘possibilism” or “probabilism.”’ 
He finds that even among Marxists (he quotes Engels, Labriola, Plekhanov) 
pluralism and probabilism are gaining as agairst monism and determinism, 
His empirical approach leads him to the finding that the capitalist system 
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is compatible with several different kinds of political and juridical struc- 
tures, with equality as well as extreme inequality of income, even with vari- 
ous types of “mental structures.” As a matter of fact he comes pretty close 
to Schumpeter, although for different reasons, in stating that “‘not only is 
capitalism compatible with different mental structures... but it requires 
in its midst groups moved by other forces (mobiles) than the capitalist 
force,” such as the civil servant, the soldier, the judge, the priest, the artist 
and above all the scientist. He tentatively states that the same principle 
may apply to socialist societies, all ož whom tolerate lesser or major de- 
partures from the socialist directive and “‘mental structure.” 

In a similar context he believes that both capitalism and socialism seem 
to be evolving neither towards classless societies nor towards increasingly 
rigid and antagonistic two-class societies, but towards a variety of three- 
class societies, in which at a higher stage of development the new middle 
class tends to push back both capitalist end proletarian. He cites Sweden 
and the United States as glaring examples of societies where the notion of 
“social mosaic” has replaced the notion of a social pyramid. Having just 
returned from the Soviet Union the reviewer aesitates to accept Marchal’s 
notion that in that country there are two privileged classes: the high official- 
dom and the kolkhoznikt. One might just as well feel that the latter are defi- 
nitely underprivileged, that the lightening of government pressures is only 
temporary, and that a new anti-kolknoz offensive is underway in the colossal 
sovkhozes now being created in the vast spaces of Kazakhstan. 

Marchal’s work is based on a thorough and comprehensive knowledge of 
French, English, American and Swedish thought and probably represents 
one of the best reviews and reformulations in the field. The Swedish, and 
above all the work of J. Akerman, comes closest to Marchal’s own predilec- 
tions. Marchal’s trilogy seems to indicate that France has thrown off à cer- 
tain traditionalism which hampered its social scientists since the last war 
and that it may return to its traditional role of pathbreaker and renovator. 

FRANK MUNK 

Reed College 


Wirtschaftswachstum und Gleichgewicht. By Witty Kraus. (Frankfurt am 
Main: Fritz Knapp Verlag. 1955. Pp. 297. DM 19,60.) 


This volume is of a kind rarely published in the United States or Britain. 
The author does not offer any distinct contribution of his own, but he does 
give us an accurate and up-to-date account of the major contributions to 
the theory of growth (Cassel, Harrod, and Domar) and the theory of the 
business cycle (Wicksell, Hayek, Keynes, Hansen and others). Parts I 
and II of the book are devoted to suck an account. Moreover, in Part JIT 
the author reviews the attempts toward a synthesis of the two fields (Frisch, 
Metzler, Samuelson, and Hicks). In Pert IV, Kraus offers his own evalua- 
tion of the relative merits of what he calls the oscillation-model approach 
and the Wicksellian approach. 

Of these two alternatives, the ormer, as exemplified by Hicks’ A Contri- 
bution to the Theory of the Trade Cycle, is long on substance but short on 
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generality. The Wicksellian approach is very general but rather empty as 
long as we are not told exactly what hides behind the terms “money rate” 
and “natural rate.” The compromise between substance and generality will 
always be with us. Either we are quite unspecific, not indicating the exact 
number of our variables, let alone the exact relationships between them, 
with the result that we get generality but are exposed to the criticism that 
most of the work remains to be done. Or alternatively we commit ourselves 
to specific hypotheses, rigorously expressed, and as a result get operationally 
significant models with plenty of substance, but this time are exposed to 
the criticism that we deal with only part of the problem or with only a very 
special case. 

By and large, economic theory is moving swiftly in the direction of more 
substance and less generality. Major advances like linear programming in 
the theory of the firm or input-output models of general equilibrium exem- 
plify this trend. In Kraus’ field, the trend is visible in the mathematical 
oscillation models of the Frisch, Metzler, Samuelson or Hicks variety. 
Such models are ingenious, Kraus admits, and they are operationally sig- 
nificant: Express the behavior hypotheses and the parameters in the form 
of difference equations, find the roots of those difference equations, and you 
know the properties of the time path of the system without having to trace 
that time path step by step. . 

Yet Kraus rejects such models in favor of what he calls the Wicksellien 
approach. The oscillation models sre rejected on the grounds that they ig- 
nore money and banking, psychology, innovations, and several other 
things. Here, the Wicksellian theory is found to be superior, for behind the 
“natural rate” we find expectations, technological change, quantitative as 
well as qualitative growth, etc. And behind the “money rate” we find the 
entire structure of interest rates, standards of credit-worthiness as well as 
all the institutional characteristics of the banking system. Thus everything 
has been taken into account! 

Or has it? Kraus seems to be perfectly happy with a verbal presentation 
mentioning everything. But it is one thing to say that linear difference equa- 
tions in a few variables with a floor and a ceiling thrown in are inadequate, 
quite another to be content with a vague verbal enumeration of things. 
Richard Goodwin, in his contribution to the essays in honor of Alvin 
Hansen, aptly defended his use of linear relationships by saying: “‘Other- 
wise in most cases a mathematical, and @ fortiori a verbal, analysis of this 
type of problem is impossible.” In its ability to keep track of the timing of 
events, verbal reasoning is hopelessly inferior to difference equations. It 
would indeed be amazing if verbal reasoning should suddenly do better as 
the number of things to keep track of were increased or the relationships be- 
tween them were to become more complicated. 

Even so, one cannot but admire the fairness and accuracy with which 
Kraus has described the present state of affairs in the theory of growth and 
fluctuations. 

° Hans BREMS 

University of Illinois 
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Die Periodenanalyse als Theorie der volkswirtschafilichen Dynamik. By 
Erich Hopemann. Volkswirtschaftliche Schriften 20. (Berlin: Duncker 
& Humblot. 1956. Pp. 225. DM 15,00.) . 

For this work, “Period Analysis s a Theory of Macroeconomic Dy- 
namics” is a misnomer. What the autor intends is something like a philo- 
sophical critique of the methodologicel and epistemological] foundations of 
quantitative economics. 

The bulk of the first part is concerned with the simplest aspects of the 
subject-matter treated in Chapter $ of W. J. Baumol’s Economic Dy- 
namics. There is an example of a recursive system on page 15, but the au- 
thor’s very first algebraic operation (a replacement) comes out wrong; 
2~7(t—1) is not equal to 2p(4) p(t—1)-. 

The next part, about the ‘“‘Presuppositions of Period Analysis” and, es- 
pecially, “The Basic Elements (Epistemic Means) of Period Analysis,” 
begins with a discussion of So-Being and There-Being. Some of it is mean- 
ingful but irrelevant, some of it relevant but false. The author is particu- 
larly concerned with philosophical problems pertaining to time. He feels 
that “ ‘Periodizing’ in the sense of period analysis, whereby macroeconomic 
exchange relations are supposed to be purely formally associated with the 
attribute time interval, is erroneous” (p. 39), but we never learn how this 
blunder could be rectified. 

The epistemic path (Erkenninisweg) of period analysis is the next topic. 
There are real lags and computed lags. “Immediately really given” are only 
the real lags (p. 47). If the reduction of computed lags to real lags should 
prove impossible, then “the computec lag would be a pure So-Bzaing, t.e., 
one that is engendered by thinking and exists only in consciousness. In- 
ferences therefrom would not have validity for the real reality” (p. 47). 

The section on “The Theoretical Sequences as Explanation of zhe Tem- 
poral Connections in Economic Evert Processes” makes the point that 
“lags are predominantly—although with gradual differences—-of hetero- 
geneous duration” (p. 121). This causes such trouble for the fixation of a 
unit period that “the individual recursive sequence as deduction of temporal 
relatednesses has no real validity any more” (p. 139). 

Finally, in “The Epistemic Value of Econometric Period kn ” the 
author expounds, he thinks, the principles of induction in econometrics. 
From page 186 on, we find a critique of the method of least squares. It is 
pointed out that the technique requires the computation of means. But, 
according to the author, the mean is just an “ersatz value .. . to waich can- 
not be attributed any subject-matter significance with regard to the statisti- 
cal time series” (p. 188). Why not? Because “Only if a normal distribution 
of the raw data is given, does the use of the arithmetic mean make sense, 
does it possess material adequacy” (p. 189). Later on, the author readily 
agrees with the econometricians that statistics cannot verify a hypothesis. 
However, econometricians believe, reports the author correctly, that they 
can at least falsify a hypothesis, can have criteria for rejecting it. But this 
is not true, either, says the auther “and he does not by any means base his 
opinion on one of the subtler arguments of Alfred Ayer!). To sum up, “Econ- 
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ometric period analysis simply does not represent an ‘explanetion’ ” (p. 
211). | 

Throughout the book there are copious references to the respectable pro- 
fessional literature. It is amazing what the author has read into it, or out of 
it, for that matter. For instance, Oskar N. Anderson is the most-quoted 
statistician, but one has to read only a few pages of any of Anderson’s writ- 
ings to see that the author’s approach is as un-Andersonian as can be. 

I cannot criticize the economics in the book because, apart from what is 
derived straight from other writers, or garbled, or obliquely alluded to, 
there is not any economics. The book does, however, contain some philoso- 
phy. And here I see the only danger coming from the book: It might make 
young economics students suspect that philosophers in general are frauds 
and that philosophy in general consists in abusing the language. It may also 
lead the adult reader to believe that the philosophers the author refers to 
most often—Joseph (not Josef) Geyser and Erich Becher of Munich—were 
blundering fuddy-duddies. But Geyser (cf., e.g., Auf dem Kampffelde der 
Logtk, 1926, p. 31) had methodological views more sympathetic with the 
econometricians than with the author, and Becher put special emphasis on 
the circumstance “that the naive-realistic external-world image of practical 
life and even more so the external-world image of science have established 
their value and usefulness, for explaining and predicting what we perceive, 
in an excellent fashion and for a very wide range” (Einführung in die 
Philosophie, 1926, p. 139). Also, whatever the merit of these schools of 
thought, they did not inculcate the belief that philosophizing about a field 
of knowledge was possible without the relevant technical competence. 

` EBERHARD M. FELS 

Center For Advanced Study in the 

Behavioral Sciences, 

Stanford, California 


John Maynard Keynes als Psychologe. By G. SCHMOLDERS, R. SCHRÖDER, 
and H. Sr. Serpenrus. (Berlin: Duncker & Humblot. 1956. Pp. 167. 
DM 14, -) 

This book contains three essays. An introduction by Professor Schmil- 
ders, Director of the Institute for Financial Research at the University of 
Cologne, on the contributions of Keynes to research in economic behavior, 
is followed by a study of the second author on Keynes as a psycaologist. An 
essay by the third author on the theory of expectations constitutes the final 
section. The book summarizes and criticizes past writings. 

Schmélders sets the tone. He refers to the “unscientific and pre-scientific 
psychology” of Keynes and to his “‘reckless disregard of methods and re- 
sults of scientific psychology.” Nevertheless, he speaks with appreciation of 
Keynes’ understanding of the “decisive role of human behavior in eco- 
nomics” and even of his knowledge of the nature of man, evidenced es- 
pecially by Keynes’ recognition of the power of habit. Similar are the ob- 
servations of Schröder. After a detailed acaount of psychological! statements 
found in Keynes’ General Theory, he concludes that Keynes’ statements are 
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derived from “subjective impressions” rather than from psychological 
studies, and are “too crude, too general, and too incomplete” really to 
clarify the problems raised. 

. These criticisms of Keynes’ psychology are based to a large extent on the 
writings of American psychologists, sociologists, and economists, with 
which the authors acquaint their German readers. For readers familiar with 
the American literature, the quotations irom the writings of the German 
anthropologist, Gehlen, and of the Swiss 2conomist, Joehr, regarding a psy- 
chological business-cycle theory, are of particular interest. 

Turning to the theoretical position underlving the criticism and formu- 
lated in the third essay, we find several interesting suggestions. Three 
planes of investigation of expectations are clearly differentiated. The ‘‘indi- 
vidual psychological plane,” the ‘‘socialogical plane,” and the “institutional 
plane” all contribute to an understanding of expectations. The influence of 
groups and institutions on the formation of uniform expectations is pointed 
out. Unfortunately, there is no discussion of the relation of changes in the 
expectations of individuals to changes in the expectations of large groups 
and, therefore, of the relations between the micro- and the macroeconomic 
analysis of expectations. 

Sometimes it-has been assumed that German economic thinking tends 
to be either formal-conceptual or historical. In these German treatises, how- 
ever, specific problems of economic Sehavicr are viewed as the central 
problems of economics. Yet the authars do not proceed far enough. They 
do not seem to appreciate the need for and the possibilities of empirical re- 
search on economic motives, attitudes, and expectations. For instance, fre- 
quent lengthy quotations from this reviewer’s writings consist almost ex- 
clusively of theoretical conclusions and do not acquaint the reader with any 
empirical studies from which those conclusions were derived or through 
which hypotheses were tested. 

Needless to say, critical summaries of past attempts toward an under- 
standing of the role of psychological factors in economic behavior are useful. 
But what is most needed at present, in the opinion of this reviewer, are 
studies about the ways in which expectaticns influence the decisions by con- 
sumers and businessmen on spending, saving, investing, or price-setting 
under varying conditions. Such studies reed to be carried out in several 
countries, and it would be most valuable if it were possible to cormpare an 
analysis of German economic behavior with that of American economic be- 
havior. The reviewer finished reading the took in the hope that it represents 
an introduction to future empirical studies. He trusts that the authors, after 
having convinced themselves and their readers of the need for psycrological 
orientation in economic research, will proceed to reformulate their cate- 
gories and models into testable hypotheses, and take steps to test these hy- 
potheses. 

GEORGE KATONA 

University of Michigan 
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Adam Smith and the Scotland of his Day. By C. R. Fay. (New York: Cam- 
bridge University Press. 1956. Pp. vii, 174. $4.75.) 


This small volume of eleven chapters, one of the Social and Economic 
Studies sponsored by the University of Glasgow, is a study of Adam Smith 
and the Scotland in which he lived and wrote. That each influenced the 
other is accepted knowledge by students of Smith. Professor Fay, who is 
himself an economic historian, underscores this fact by drawing upon eco- 
nomic history and by giving especial attention to the influence of certain 
prominent countrymen of Smith and other notable Europeans of his day 
on literature, science, art, law, and politics as well as economics. 

In the biographical part of the book the author follows closely the works 
of Rae, Stewart, Alexander Carlyle and W. R. Scott to which he adds inter- 
esting and significant information gained from a re-examination of materials 
and from new evidence. He takes one through the familiar stages in Smith’s 
life as a youth in Kirkcaldy, in Glasgow where he was a student and later 
a professor, and in the cultural center of Edinburgh where much of his best 
work was done. The time spent on the Continent as tutor of a young Scot- 
tish duke also gave him an insight into Physiocracy. The expansion of 
trade and commerce which was going on at every hand provided the praz- 
tical materials which made his familiar work far superior to anything yet 
done. Fay’s emphasis on the part played by Smith in developing political 
economy as a science is a significant aspect of this book. 

The main contribution of the book to the folklore of Adam Smith is in 
the last five chapters in which Fay develops the role of certain individuals 
not only in the scheme of political affairs but in related areas. The influences 
of Adam Ferguson, John Millar, and William Blackstone on political 
economy and the law is emphasized. Certain influential eighteenth-century 
persons such as Townshend, Wedderburn, Benjamin Franklin, Strahan the 
publisher, Edward Gibbon, a friend and contemporary who published the 
first volume of his book the same year as Smith’s Wealth of Nations, and 
finally the leaders in Physiocracy, Quesnay and Turgot, are treated as shap- 
ing, in greater or less degree, Adam Smith’s work. Of especial interest is the 
influence of Benjamin Franklin and the American Revolution. These 
glimpses, many of which one sees in the letters that passed between these 
various persons and Smith, will provide the reader with many clues and 
insights into factors that influenced his writings. . 

Viewed as a whole, the book adds important documentary meterai to 
the great body of Smithlore, but the reader may be baffled at times in at- 
tempting to relate the various materials to each other. Nevertheless, the 
author has succeeded in highlighting the broad and significant factors that 
influenced Smith in writing the Wealth of Nations. The book ends with an 
‘appendix which discusses the controversial issue regarding the authenticity 
of the familiar Muir portrait of Adam Smith. 

J. F. BELL 

University of Illinois 
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National Income—Analysis by Sector Accounts. By A. J. VANDERMEULEN 
and D. C. VANDERMEULEN. (Englewood Cliffs: Prentice-Hall. 1956. 
Pp. xv, 555. $6.95.) 

This book is much better than it looks. The authors have clearly put into 
it the experience of some years of teaching their subject, and they have 
produced a highly competent and painstaking piece of work. The pub- 
lishers, however, have chosen to give the book an unprepossessing format, 
having the tentative air of a preliminary version of the real thing, and quite 
out of keeping with the quality of the contents. There is also a “teacher’s 
manual” to suggest that anyone who would adopt the text could hardly be 
bright enough to do his own teaching. This “manual,” however, is essen- 
tially an answer book containing solutions to the exercises in the text. 
Since there are roughly 150 of these exercises, many of them consisting of 
several parts, the answer book will cer-ainly be useful. 

The textbook is divided into two parts. The first 10 chapters of Part I 
introduce the sector accounts for households, business, and government, 
and develop appropriate functional relationships to yield a period analysis 
of the aggregative process. Three furzher chapters deal with comparative 
statics as an alternative technique, foreign transactions, and cyclical fluc- 
tuations. Part II is concerned with financial transactions, and consists of 5 
chapters in which simple balance sheets are used for 4 sectors, banking now 
being treated as a separate category. The fifth and last chapter introduces 
price changes, and extends the analysis of earlier portions of the book. 

The exposition is based on numerical examples throughout, and each 
chapter contains numerous additional exercises that not only test the stu- 
dent’s understanding but also bring out significant points not made else- 
where. Although a rapid turning of the pages might give the impression 
that mathematical formulae have been overdone, closer inspecticn reveals 
nothing likely to frighten even the timid undergraduate. The authors as- 
sume no particular background beyonc an introductory course in economics, 
and they build judiciously on what most students get from such a course 
rather than on what may be in it. ` 

Owing to the form of the exposition, this book is not well suited to occa- 
sional or supplementary use. As a basic text, however, it is adaptable to a 
considerable range of possibilities. Students in their second year of eco- 
nomics should be able to follow the argument without undue difficulty and 
to work many of the exercises. On the other hand, instructors can easily 
assign exercises that will keep studerts with more background profitably 
employed. 
` The authors write with unusual clarity in a style unadorned by jokes, 
colloquialisms, or painful efforts at either. Students who find nothing to 
laugh at on a first reading will find nothing to complain of on a second or° 
even a third. I do not claim to have worked through all the exercises, but 
substantial sampling indicates that they have been thoroughly tested in 
the authors’ own teaching, and that they will accomplish what they should. 
Footnotes have been kept to a minimum, and there are no lists of additional 
readings. 
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I have found no serious errors anywhere in the book, and should be 
ashamed to reproduce the few minor ones I have noticed. Altogether, this 
is an excellent textbook, and its appearance reflects its real quality less ac- 
curately than does its price. Any instructor teaching a course in national 
income analysis would do well to give this book serious consideration. 

RICHARD V. CLEMENCE 

Wellesley College 


National-Income Analysis and Forecasting. By ROBERT M. Biccs. (New 
York: W. W. Norton & Co. 1956. Pp. xxi, 610. $5.95.) 


The intent of the author has been to design this text for “the initial 
course in the area of prosperity and depression.” In general, Professor 
Biggs’ treatment of the basic structure of ideas in the area of macroeconom- 
ics is quite elementary. In all fairness, much cf the elementary character 
of the analysis derives from the very lucid style of exposition, the complete 
absence of mathematics, and the excellent organization of the book. 

After a conventional discussion of the purposes of national! income analy- 
sis, he proceeds to Part I concerning the nature and measurement of eco- 
nomic activity. From the standpoint of acquainting the student with the 
sources of income and production the treatment is quite adequate. The 
discussion of social accounting is not as detailed as that of Richard and 
Nancy Ruggles,' but if the emphasis of a course is on analysis rather than 
measurement the text is satisfactory. The only major criticism cf this part 
of the text that might be made is that the treatment of capital theory and 
the productive process and the distinction between income anc wealth is 
excessively long and too elementary for students who have had a year of 
elementary economics. 

Part II deals with income fluctuations and contains the major portion of 
the analytical work. The first chapter presents a simplified model of income 
fluctuation which is based essentially on a combination of a Keynesian defi- 
nition of autonomous investment and a Robertsonian definition of lagged 
saving. Fluctuation occurs because the rate of autonomous investment 
changes and the economy moves to a new equilibrium position via the 
Keynesian multiplier route. This model implicitly assumes that producers’ 
expectations are coincident with demand or are solely dependent upon the 
events of the last period. Even in the following chapter dealing with income 
fluctuations In a complex economy it is never suggested that producers’ 
plans might differ from either consumers’ or investors’ plans. The only sig- 
nificant deviation is still between consumers’ (savers’) plans and investors’ 
plans. While the author frankly states that his picture of the economy is 
simplified, it would seem to be more realistic and equally clear to explain 
the central pattern of income fluctuations by differences between the plans 
of producers and buyers, and the resulting failure of realization of plans by 
all groups, 


1 Richard and Nancy D. Ruggles, National Income*Accounts and Income Analysis, 2nd ed. 
(New York, 1956). 
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Following the two chapters treating the mechanism of income fluctuation 
are three chapters on the determinants of these fluctuations; one on con- 
sumer behavior with respect to consumption and saving; one on invest- 
ment, and one on other factors such as housing, government expenditures 
and taxation and foreign trade. 

The chapter on investment contains a discussion of widening and deepen- 

ing of capital, the terms being defined as a constant ratio of capital to out- 
put and an increasing ratio respectively. However, since most investment 
both expands output capacity and reduces the cost per unit of output or 
sales dollar, the distinction between widening and deepening seems arbi- 
trary, confusing, and unnecessary to the analysis. 
_ The chapters on consumption and investment both contain an analysis 
of expectations, and in each case it is argued that expectations are an inde- 
pendent force determining income only in those cases where the expecta- 
tions are wrong. There is, however, the possibility that the optimism might’ 
be great enough to create sufficient investment and hence income to Justify 
the investment. Optimism would of course have to grow continuously, 
vide R. F. Harrod, Domar, Fellner and others. Biggs would have to say in 
this case that the optimism was simply justified by reality. But this way of 
putting the matter would ignore the causative role of expectations in the 
economic process. 

There is only footnote reference to the concept of marginal efficiency of 
capital, and this is dismissed as being relatively unimportant to the de- 
termination of investment on the grounds that profit margins are unim- 
portant to businessmen. It is not clear why this concept is rejected, since 
Biggs does not suggest that businessmen do not invest without expecting a 
profitable return on the investment. Moreover, since profit margins, accord- 
ing him, are unimportant to investment so are interest rates with which 
they are compared. Nor is the availability of funds of importance, since 
there are so many: sources of funds. While in my opinion the chapter on 
consumer behavior is the best in the text, the chapter on investment is the 
least satisfactory. 

This part of the text concludes with a chapter on forecasting. The author 
prefers a national budget approach, suggesting the forecasting of various 
components of gross national product independently and then aggregating 
them with due attention to the interrzlationships between the components. 
The student is made aware of the difficulties involved, the availability of 
data, and some of the inadequacies of data. 

Part ITT is concerned with policies for periods sieve high levels of in- 
come. The author is disparaging of individual business or labor policies as 
well as government policies designed to create an altered environment for 
the private sector. He is also quite skeptical of monetary policies and,» 
properly so, of built-in stabilizers. In this regard he belongs to the camp of 
those who feel that deliberate, discretionary fiscal policies are the only 
solution to maintenance of prosperity. 

e Parre W. CARTWRIGHT 

University of Washington 
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Soviet Industrial Production, I 928-195 1. By DONALD R. TODUN (Cam- 
bridge: Harvard University Press. 1954.* Pp. xix, 241. $5.00) 


The index of Soviet industrial production presented in this study is ap- 
parently a more detailed and carefully weighted index than has thus far 
been constructed by students outside the USSR. Interest in an independent 
index of Soviet industrial growth has been strong for many years. In the 
preface to this study, made under the auspices of the Russian Research 
Center at Harvard, Alexander Gerschenkron writes: “It had keen recog- 
nized for some time... that the official Soviet index of industrial output 
at 1926-27 prices contained a gross upward bias which made it a very un- 
reliable gauge of Soviet industrial growth.” 

Hodgman’s index, covering the 1928-1951 period, and brought forward 
to 1953 after completion of the study, shows substantially different results 
from the official Soviet index. Indexes are shown for 1928 through 1937; 
1940 and 1941; and 1945 through 1953. Differences from the official index are 
particularly large for the 1928-1937 period. Over this period, the official 
Soviet index shows a growth of 450 per cent, while Hodgman’s index rises 
270 per cent. Hodgman’ s more modest measure of Soviet industrial expan- 
sion is impressive enough, implying an average rate of growth of 15 per 
cent per annum. 

In the postwar period, from 1946 to 1953, the trend in Hodgman’s index 
is much more like the official one, rising 192 per cent compared to 223 for 
the Soviet index. In the years 1950 to 1953, Hodgman’s index rises 38 per 
cent compared with 44 per cent for the official index, indicating roughly a 
per annum rate of 12 per cent. In the United States, in the postwar period, 
industrial production has been rising at an average rate of 4 to 5 per cent 
per year. 

Hodgman’s chief contribution is in the index for the 1928-1937 period, 
when the coverage available. to him is relatively comprehensive and the 
quality of the underlying series comparatively good. For this period, 137 
physical product series are used covering 54 per cent of large-scale industry. 
Raw materials are well covered in the index, but Hodgman also has repre- 
sentation for a number of finished products, mainly machinery items. 

The substantial departure of his index from the official index for the 
1928-1937 period tends to confirm the broad findings of some earlier ob- 
servers whose appraisals of Soviet industrial performance were based on 
much more primitive calculations. -The problem of correcting for overstate- 
ment in the Soviet index.contrasts with the frequent need to overcome an 
apparently inherent downward bias i in production indexes for this country 
and for some abroad. 

Hodgman’s major task was the construction of a detailed set of weights 
approximating a value-added concept. These weights apparently underlie 


* Editor's note: Neither the Review nor the author of this review is responsible for its belated 
appearance. 
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most of the difference from the officiel Soviet index. Weights in the official 
index were based on gross values instead of value-added. For the period 
prior to 1951, the prices used for weights resulted in considerable over- 
statement of Soviet expansion. Prices were based partly on the >re-indus- 
trialization 1926-27 period which tended to overvalue products about to 
undergo rapid expansion in output. In addition, prices of new products 
were drawn from their year of introduction and during a period of consider- 
able inflation, 

Weights in Hodgman’s index are based on payrolls includirg payroll 
taxes for the year 1934. The use of payrolls to approximate value-added 
tends to overweight industries where labor input is high relative to total 
value-added, and of course underweight the others. According to U. S. 
data on wages and salaries in relation to value-added and to national in- 
come, industries with a relatively low labor input include chemicals, petro- 
leum refining, and electric utilities. In the 1928-1937 period, output of 
Soviet electric power stations and tke chemicals industry grew far more 
rapidly than the remainder of large-scale.industry, according to Hodgman’s 
index. Petroleum refining showed a smaller increase than the total, By con- 
trast, the textiles and leather industries, which grew much more slowly than 
other industries in the Soviet Union, have a high labor input in relation to 
total value added. The combination of overweighting the slow-growing in- 
dustries and underweighting the fast-g-owing ones imparts a downward bias 
to the total index. There are, however, many offsets, and the net effect on the 
total index stemming from the use of payroll weights is difficult to deter- 
mine. Moreover it is not certain that United States data on the relation of 
payrolls to value-added are applicable to Soviet industry. 

The coverage of Hodgman’s index is confined to so-called “large-scale 
industry.” Generally speaking this segment covers factories, mines, electric 
power stations, and fishing industries. Aside from fishing, the area covered 
is broadly equivalent to manufacturing, mining and utilities, for which in- 
dexes are available in the United States, Canada, Great Britain, end other 
countries. Small-scale industry apparently refers mainly to small flour mills 
and bakeries, but also to tailors, shoermakers, smithies, and the like, which 
actually produced a sizable volume of zoods in the earlier part of the 1928- 
1937 period. The share in total ourpul of small-scale industry fell rapidly 
during the whole period. 

After 1937 the Soviet government sharply curtailed the publication of 
production statistics. As a result the coverage of Hodgman’s index is cut 
more than in half, and its quality becomes quite thin for the later period. 
The reader is warned emphatically on page 81 as follows: “ .. . the revised 
index must be considered provisional for the post-1937 period until such 
time as more ready access to detailed production data provides an oppor-+ 
tunity to verify and supplement data presently available.” 

The reliability of the indexes for the earlier period, however, is also 
heavily qualified by Hodgman because of the many adjustments involved 
in the calculation of weights, ia the ccristruction of continuous series, but 
most important in the correction for incomplete coverage. This reviewer 
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cannot, of course, judge the reliability of the very large adjustment for the 
unrepresented industries. Approximately two-thirds of all metal-working 
industries are missing and are assumed to have the same quantity changes 
as the represented one-third. For all industries other than metal-working, 
approximately one-third are not directly represented and these are assumed 
to move with the directly represented industries in the nonmetal-working 
area. The adjusted index rises somewhat more than the unadjusted, because 
the weight of the fast-growing machinery index is increased while the weight 
of the relatively slower-growing nonmetal-working industries is reduced. 
The calculations are carefully and well documented, so that a reader know- 
ing more about Soviet industry than this reviewer, may appraise the numer- 
ous assumptions involved. 

Hodgman has put together an admittedly sketchy but useful index of 
output of industrial consumer goods, which brings out clearly the far more 
rapid prewar growth in the nonconsumer sector of the economy. From 1928 
to 1937, Hodgman’s index for consumer goods rises 137 per cent compared 
with a rise in the total index including consumer goods of 270 per cent. 

In the postwar period, at least from 1946 through 1951, growth shown 
in the consumer-goods index tends to parallel that for the rest cf the 
economy. This growth from 1946 in consumer goods was from greatly de- 
pressed: levels. In this later period, owing to lack of data, the consumer- 
goods measure is based on only a few items, and doesn’t include meat, milk, 
bread, shoes, or any items of household equipment. It is interesting to note 
that Hodgman’s consumer-goods index shows more rise from 1946 to 1950 
than the official Soviet index for consumer goods. 

The index of machinery output is the most important composite in 
Hodgman’s index. Before adjustment for coverage in the metal-working 
group of industries mentioned above, this index is 19 per cent cf the total 
in 1934. After adjustment it is 32 per cent. Machinery is deñned more 
widely than in the United States to include transportation equipment. 
Hodgman compares his machinery index with a more detailed special index 
for machinery constructed by Gerschenkron. 

The differences between the two machinery indexes are rather large and 
for the period as a whole Hodgman’s index rises much more than Gerscher- 
kron’s. The machinery index is a rough clue to the relatively rapid rate of 
growth of the nonconsumer sector of the Soviet economy. From 1928 to 
1937, Hodgman’s machinery-output index shows a rise of 525 per cent or 
nearly four times the increase shown in his index for consumer goods. 
Gerschenkron’s index shows a rise in machinery output of 425 per cent. 

There is a strong suggestion that Hodgman’s weights may be preferred 
but that Gerschenkron’s index has much better coverage. It is not made 

‘clear why Hodgman did not use the more detailed series developed by 
Gerscherkron for so important an area of the total index. Apparently he 
felt that.superior coverage would be offset by dubious weight calculations. 

It would seem to this reviewer that, generally speaking, information on 
important series ought not to be discarded*because of lack of good data on 
weights. Approximate data on weights might profitably be employed. The 
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tendency to “lose” series data is apparent elsewhere in Hodgman’s index 
when physical product data for the impcrtant lumbering industry are dis- 
regarded because of a lack of definit2 information on weights. Hodgman 
does, however, show as a convenience to the reader the physical product 
data for the lumbering industry. 

A short chapter devoted to. comparing rates of growth in the Soviet 
Union with those in other countries should be of interest to the growing 
number of students of economic development. While the present rates of 
growth in the Soviet Union are indeed very high, Hodgman anticipates some 
slowing down as the economy becomes more mature. 

Hodgman has written a fine book on a difficult subject in economic meas- 
urement, involving more than the ustal complement of data problems and 
in an area where broad margins of errcr seem unavoidable. He has undoubt- 
edly made a big step forward in his index for the 1928-1937 period. This 
book, in general, is noteworthy for ics full documentation of sources and 
description of procedures. Not many economists are willing to face the task 
of detailed measurement, and for those who do, and do it well, spacial com- 
mendation seems in order, 
Mitton Moss* - 
Board of Governors of the F ederal Reserve S ysiem, 

Washington, D. C. 


* The views expressed in this review are those of the author and do not necessarily reflect 
those of the Board. 


Mains prings of the German Revival: By H. C. Watiicy. (New Haven: Yale 
University Press. 1955. Pp. xi, 401. $4.50.) . 


Professor Wallich’s book on the German economic recovery from the 
middle of 1948, or the date of the currency reform, up to the end of 1954 is 
the first comprehensive study available in any language of this remarkable 
episode. It is therefore not surprising that the book was immediately trans- 
lated into German, thus offering to the Germans the views of a foreign ob- 
server on their own achievements. 

Wallich develops first a philosophy of economic’ growth by contrasting 
two types of economic development: one type consisting in the ‘‘production 
oriented” growth in which the entrepreneur and his autonomous invest- 
ments play the central role, and the other in the ‘‘consumption oriented”’ 
growth, illustrated by the welfare state of the British kind. 'The German 
case belongs, according to the author, to the first category. One may doubt 
whether this division is a fruitful one. but, as the author’s investigation of 
the German case is in no way affected by it, it does not detract from the 
value of the book even for the reader who disagrees with the distinction. 

After describing the extent of the German recovery by reference to the 
increase in national! income, its sources and its utilization, the author takes 
up monetary and fiscal policy, the free-market policy followed by Erhard 
(and the exceptions to it), investment and the sources of the funds from 
which it was fed, the balance of payments, the progress towards converti- 
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bility of the D-Mark, population movements, labor problems) and some 
topics of a more sociological and political character. 

The picture that emerges is one of a swiftly expanding economy, in which 
investments and exports ran ahead faster than consumption. The expan- | 
sion was made possible by the absorption of the unemployed and the influx 
of workers from the east, as well as by a rapid rise in productivity per head. 
Investments could be largely financed out of industrial profits which owed 
their existence partly to the restraint which labor exercised in its wage de- 
mands, and partly also to a tax system which favored investment (as well 
as savings). The long-term capital market was extremely ‘narrow, largely es 
a result of the fixing of interest rates at 5 per cent on mortgage bonds and 
6% per cent on industrial bonds. Only late in 1952 were interest rates freed . 
from controls. The dearth of capital led entrepreneurs to finance even long- 
term projects with bank credit which, in view of the limited dimensions of 
the securities market, could not easily be consolidated subsequently through 
issues on that market. However, the unprecedented expansion of bank 
credit did not have inflationary effects since it was in good part matched by 
an expansion of savings- and time-deposits: 

In the field of monetary policy the central bank was, the author relates, 
urged by representatives of the Economic Cooperation Administration “by 
some elements within the British military government,” by the German 
Social Democrats, and by the trade unions, to follow an aggressive full- 
employment policy via credit expansion. The West German governmert 
“leaned towards the conservative view” which was shared by the central 
bank; the latter regarded the maintenance of the stability of the purchasing 
power of the D-Mark as its first duty. The result was an “orthodox” mone- 
tary policy. Careful scrutiny of this policy brings the author to the conclu- 
sion that, on the whole, the policy of the centre] bank was the correct one. 
Indeed, as the unemployment in Germany was “structural” in character, 
the Keynesian policy of general credit expansion would not have been a 
cure for it. 

The author rightly refrains from attributing the German recovery to a 
single cause; and he does not attempt, either, to weight the contributing 
factors according to their relative importance. This could, in any case, only 
be done “impressionistically.”” Nonetheless, it might seem to many ob- 
servers, including the present reviewer, that priority ought to be assigned 
to the restraint exercised by labor in its wage demands. This factor was in 
large part responsible for the high profits and therefore for the high level of 
investment; it helped to make German industry competitive in the world 
market; and it facilitated the task of the central bank in keeping the pur- 
chasing power of money stable and thus satisfying what was a prerequisite 
efor the revival of personal savings. Nor is this factor irrelevant, undoubi- 
edly, to what is perhaps the most remarkable achievement of all during the 
period of six years which Wallich covers, namely, the absorption by the pro- 
, ductive process of an increase in the total employed labor force cf well over 
20 per cent, and in the industrial labor force taken alone of some 35 per cent. 
FRIEDRICH A. LUTZ 
Zurich, Switzerland ' i ; 
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Statistical Methods; Econometrics; Social Accounting 


The Structural Interdependence of the Economy. Proceedings of an interna- 
tional conference on input-outptt analysis. Edited by TIBOR BARNA. 
(New York: John Wiley. Milan: A. Giuffré, for Faculty of Economics, 
University of Pisa. 1956. Pp. x, 429. $7.50.) 


The papers included in this book were presented at an international con- 
ference in Varenna, Italy in 1954. The purpose of this conference, with par- 
ticipants from Italy and ten other countries, was twofold: Partly it was to 
inform Italian economists and statisticians on the latest trends of scientific 
thinking in the field of structural interdependence analysis and partly to 
. provide opportunity for exchange of -deas, experience and information be- 
tween experts in order to develop end improve the analytical tools for 
analyzing the structural interdependence of the economy. The book is 
characterized by this double purpose in that some papers are merely ex- 
pository while others are highly technical. Even the contents of the latter 
have to a large extent been previously published elsewhere with the excep- 
tion of those which describe country experience. The quality of the papers 
is also somewhat uneven. 

Nevertheless, the volume represerts a very handy and well-organized 
collection of papers which is to be welcomed as an addition to the already 
quite rich literature on input-output analysis, linear programming and ac- 
tivity analysis. One of its achievements is that it illuminates the relation- 
ships between these three fields and clarifies their respective merits. It is 
shown that these approaches do not compete, but supplement each other. 
Linear programming is normative and can be based on empirical data pro- 
vided by either input-output research or activity analysis, although data on 
a national scale so far have been pravided only by input-output research. 
When data can be obtained, it depends upon the purpose of analysis whether 
the input-output approach or the activity-analysis approach is more fruit- 
ful. 

The book is organized in four parts. Important theoretical aspects of the 
three methods of structural interdependence analysis are dealt with in 
Part I. Part II looks upon input-output analysis from the accounting point 
of view including the problems of aggregation, and it is, infer alia, shown 
that a set of input-output tables or a system of national accounts in the 
customary form may be deduced trom a general system of accounting. In 
Part ITI the experience of six European countries is described, and plans for 
prospective work in the respective ccuntries are outlined. While papers on 
country experience frequently are rather dull and primarily descriptive, sev- 
eral of these papers present new ideas, and will therefore be valuable to 
those who themselves want to work empirically in this field. Part IV de-, 
scribes application of input-output analysis to problems of interregional or 
international trade, to the subject of terms of trade between industries of 
the same economy and to the problem of economic development. It also in- 
cludes two papers on the least developed part of input-output analysis, viz. 
consumption. 

Tibor Barna has written an extremely informative introduction where he 
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has surveyed and summarized the main points of the various authors. He 
correctly points out that the authors emphasize the elasticity of the input- 
output or the linear programming approach. The chairman of the Varenna 
Conference, Wassily Leontief, has written a prefatory note; the Italian 
Minister of Finance, Roberto Tremelloni, has written a foreword; and a 
paper by the late Giuseppe Bruguier-Pacini, to whom the volume is dedi- 
cated, on “The Changed Tasks of a Faculty of Economics” is also included. 

Together with Leontief’s books and the volumes on input-output analysis 
and activity analysis edited by the National Bureau of Economic Research 
and Oskar Morgenstern, the papers from the Varenna Conference give a 
comprehensive presentation of structural interdependence analysis, which 
must be appreciated by all economists and statisticians interested in these 
problems. : 

PETTER JAKOB BJERVE 
Central Bureau of Statistics 
of Norway, Oslo 


Nasjonalregnskap: Teoretiske Prinsipper (National Accounts: Theoretical 
Principles). By Opp Auxrust. Social-econosmic Studies, No. 4. (Oslo: 
Statistisk Sentralbyrå. 1955. Pp. 123. Kr. 3.00.) 


In 1946, summing up the first ten years of intensive work on national 
accounts for various countries, Carl Shoup mentioned “a substantial 
amount of activity” in Norway. In the ensuing decade, the fruits of that 
activity have become evident. Odd Aukrust, now chief of the research de- 
partment in the Norwegian Central Bureau of Statistics has made a major 
contribution in this field. He was in large part responsible for the earlier 
volume, Nasjonalregnskap 1930-39 og 1946~51, and has now written the 
promised companion volume on theoretical principles. It is important to 
emphasize, as the author does, that this work is primarily a discussion of 
certain theoretical principles that have a direct bearing on empirical re- 
search, rather than a general or comprehensive theory of national account- 
ing. 

This monograph was designed to serve three purposes. In addition to 
the purpose already mentioned, it is the fourth in a series of social-economic 
studies that present historical, theoretical and analytical reports on the 
Norwegian economy by the Central Bureau of Statistics. Combined with 
a part of the earlier volume mentioned above, this monograph has been ac- 
cepted by the University of Oslo as Mr. Aukrust’s doctoral dissertation. 
Just as the author points out the problems involved in constructing a single 
set of national accounts designed to meet more than a single purpose, so 
must one view this multipurpose volume, which in some sections briefly 
«eviews recent thinking on certain aspects of national accounting and in 
others contributes to work already done. 

According to the “Opening Remarks,” when Aukrust began his work on 
national accounts for Norway, he was impressed with the need for a fully 
worked out theoretical system that was both logically consistent internally 
and combined simplicity of conception with abundance of detail. With 
considerable practical experience behind him, he has pursued this objective. 
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Chapter I contains a discussion of the purposes of national accounting. 
Chapter II concerns historical aspezts of theoretical developments with 
special attention to the works of Frisch (the eco-circ system), Stone (the 
payments-flow approach) and Leontief (input-output analysis). From the 
works of these men, Aukrust derives the major components of his own ap- 
proach. Explicitly, he rejects certain of their tenets and substitutes his own. 
The second chapter concludes with a section telling in what ways inter- 
national work, especially that of the O.E.E.C., has influenced the develop- 
ment of Norwegian national accounts.’ 

Chapter ITI deals with classification problems, contrasts institutional and 
functional approaches, and proposes an axiomatic solution which is de- 
scribed in general terms in the text and is presented in some detail in the ap- 
pendix. Chapter IV, “The Problem of Valuation,” restates the now familiar 
Norwegian preference for national aggregates in terms of market price as 
opposed to factor costs. The exercise in logic applied to valuation in one 
section of this chapter does not com: to grips with the difficulties of this 
fundamental problem, but it seems clear that Aukrust did not attempt that 
task here. The chapter ends with a short section on measurements in con- 
stant prices over time. 

In Chapter V, “The Observation Problem,” Aukrust presents a standard 
accounting framework which can be used for each transactor or sector of the 
economy. Four double-entry accounts separate real and financiel transac- 
tions, income, and a balancing account for changes in assets. Each account 
is devised to correspond to a definitional equation in the eco-circ system, 
and of the four, any three can be taken as independent equations. In this 
system there can be no overlapping ‘of financial and real transactions, and 
a clear distinction is made between requited and unrequited transactions. 
The properties of a “fully articulated” and “centrally described” system 
are set forth and then evaluated in terms of practicality. The two final 
chapters relate the foregoing theoretical ideas to practices of assembling, 
classifying, evaluating and presenting the data of national accounts with 
special reference to the Norwegian experience. 

In the appendix, the author has attempted to work out an axiomatic 
treatment of classification and valuation problems. To serious students of 
national accounting, this is likely ta be the most interesting part of his 
monograph, but here many are likely to be stopped by the language barrier. 
That part of the English summary covering the appendix will only whet 
their appetites. No one is better qualified to remedy this situation than 
Aukrust. 

JANET A. FISHER 

Madison, Wisconsin 


Size, Structure and Growth of the Economy of Jamaica—A National Economic 
Accounts Study. By ALFRED P. THoRNE. (Kingston, Jamaica: Institute 
of Social and Economic Research, University College of the West 
Indies. 1956. Pp. 112.) 

This study, undertaken at. the reqiest and with the cooperation of the 
government of Jamaica, achieves three results: (1) it gives a picture of the 
size, structure, and growth of the island’s economy; (2) it lays the founda- 
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tions for continuing national economic accounting as a basis for the formu- 
lation of economic policies for the island; (3) it introduces refinements in 
national economic accounting which may be usefully applied also in other 
underdeveloped countries. 

i. Professor Thorne’s study is the first attempt to picture the Jamaican 
economy in a frame of national accounts. The sector accounts are for 1952, 
the last year for which figures were available at the time the inquiry was 
undertaken; but in addition some comparisons with earlier years as far 
back as 1933! show the trends of change and progress. Striking Zeatures of 
Jamaica’s economy shown in the 1952 still picture are: (a) the smallness of 
the national income—£90 million or about $174 per capita, (b) the small 
amount (27 per cent) contributed to gross domestic product by agriculture, : 
forestry, and mining in a country still “colonial” and “underdeveloped,” 
(c) the large amount of investment—gross investment was 14.1 per cent of 
gross product, net investment about 9.3 per cent of gross product, compared 
with a figure for net capital formation of less than 5 per cent in most under- 
developed countries. But the author warns that capital consumption esti- 
mates are probably too low. 

The moving picture obtained from comparison with estimates for earlier 
years reveals that between 1938 and 1952 gross domestic product rose from 
£18.6 million to £95 million and to an estimated £105 million in 1953—an 
increase of 465 per cent. This spectacular increase becomes less impressive 
when allowance is made for changes in prices and population. Per capita 
gross domestic product at constant (1950) prices rose from £52 in 1938 to 
£60 in 1952, or about 154 per cent. 

More remarkable are a decline of one-third in the percentage contribu- 
tion of primary industries to gross domestic product, counterbalanced by a 
doubling of the percentage contribution of manufacturing and a 300 per 
cent increase in that of public utilities. This notable advance in industrial 
production upsets Benham’s opinion of 1943 that high labor costs would 
preclude industrial development in Jamaica. 

2. ‘The principal purpose of the study, more important than that of pre- 
senting a national accounting picture of the Jamaican economy, is to lay 
the foundation for a system of continuous national economic accounting to 
help the government in formulating, testing, and currently revising its 
economic policies. Thorne suggests that accounts not only be kept con- 
tinuously but that “forecast accounts,” to be continuously checked against 
actual performance, should serve as guides to policy makers. 

3i setting up national economic accounts for Jamaica, -Thorne intro- 
duces some noteworthy innovations: he deals with 1f sector accounts, as 
against 5 accounts used in the United States; he puts all export ihdustries 
‘nto a separate account instead of following the custom of lumping them 
with the “Rest of the World” account; he has a separate account also for 
public utilities in order to show the growth of this industry with its stra- 


i 
Figures for some of these earlier years were obtained from F. C. Benham, The National In- 
come of Jamaica, 1942 (Bridgetown, Barbados, 1943); Phyllis Deane, The Measurement of Co- 
lonial Income (1948) (Cambridge, England, 1948); and Central Bureau of Statistics, National 
Income of Jamaica, 1943, 1946 (Kingston, Jamaica, 1948). 
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tegic importance for developing couniries. The author then consclidates his 
11 accounts into the system of 6 accounts recommended by the United 
Nations, but he improves upon the United Nations system by separately 

showing the value of subsistence consumption and gifts from abroad. . 

Thorne acknowledges the Keynesian character of his study, but he seems 

troubled, and rightly so, by the question of “how far the tocls used in 
‘Western’ countries can be serviceable in Jamaica.” The fact is that under- 
developed countries desiring to raise levels of living through industrializa- 
tion cannot significantly use either the economic analysis or the economic 
policies of advanced capitalistic nations; they cannot rely on monetary- 
fiscal policies or on private enterprise to achieve their goals. 
. Unemployment is a chronic disease of many underdeveloped countries, 
as it is a frequent acute disease of advanced capitalistic nations. In the lat- 
ter countries fiscal policies designed to increase income and demand can be 
effective in putting idle men back to work in idle plants. To apply such poli- 
cies in Jamaica would be useless. The ten per cent of the total population of 
Jamaica who are unemployed even in prosperous years cannot be put to 
work in idle plants because there are no idle plants. The first thing that 
must be done is to build the plants in which the idle could be employed. 
What is needed, as Thorne emphasizes, is capital formation. 

But capital formation in underdeveloped countries, again, does not re- 
spond to the type of encouragement relied on in “Western” countries. It 
may be sufficient “for a democratic [Western] government to do such things 
as influence the rate of interest, change the system of taxation and incur 
deficits in order to influence the rate of ... investment, and consequently 
the ...rate of development.” Stronger stimulants are needed in under- 
developed countries, where private enterprise has not been able or willing 
to undertake the investments needed to bring about industrialization. Suc- 
cess, where it has been achieved, was due largely to direct government inter- 
vention. 

This is certainly true of Puerto Rico which is now emulated by the under- 
developed countries. If private enterprise had been relied on to bring indus- 
trialization to Puerto Rico, it would never have come. After ell, private 
enterprise had its opportunity for Lundreds of years under Spanish rule 
and for half a century under United States rule, yet Puerto Rico continued 
to be a poverty-ridden, capital-poor country until the Insular Government 
launched “Operation Bootstrap” and stepped in with plans and funds for 
investments too risky for private enterprise. 

In Jamaica, too, capital accumulation and consequently greater employ- 
ment opportunities and rising standards of living depend largely on direct 
government planning and direction. Private enterprise has not invested 
enough in the past and is not likely t invest enough in the future to assure 
the desired economic progress. Thcrne’s suggestion for a ‘‘development 
bank,” presumably after the Puerto Rican model, indicates his awareness 
of the need for government action to promote investment. 

Excessive emphasis on Keynesian concepts and policies in dealing with 
the problems of underdeveloped countries is perhaps inherent in the na- 


BOOK REVIEWS 189 


tional income approach and not particularly a fault of Thorne’s book. It 
would not be fair to criticize him for having chosen a national accounts ap- 
proach for his study. After all, that was the kind of study he was commis- 
sioned to undertake. He has carried out his assignment with thoroughness 
and scholarliness and the product of his research, of obvious practical im- 
portance to Jamaica, is a significant contribution to the literature on na- 
tional economic accounting. 
ANATOL MURAD 
Rutgers University 


Economic Systems; Planning and Reform; Cooperation 


Comparative Economic Development. By Ratpsx H. BLODGETT and DONALD 
L. Kemmerer. (New York: McGraw-Hill. 1956. Pp. vii, 557. $6.00.) 


The title suggests a departure from the conventional textbook approach- 
“This book,” the authors claim, “is not intended to be a text in economic 
history, nor is it intended to be a text in comparative economic systems. It 
is a combination of the two designed for use as an orientation type of 
course.” Unfortunately, they did not succeed in combining the two ap- 
proaches. 

To say that the book is valuable, is to judge it by its lucidity, factual ac- 
curacy, and by the authors’ remarkable skill in condensing the economic 
histories of four major industrialized countries to fit Into an average-length 
textbook. These countries—United States, England, Germany, and Russia 
—were chosen, presumably, because each of them represents a distinct sys- 
tem. They are treated in four separate, strictly historical surveys. Each sur- 
vey is divided into an equal number of chapters dealing with developments 
in various sectors (population, resources, agriculture, transportation, manu- 
facturing, finance, labor, commerce). 

The first three countries are judged generally by the familiar standard of 
“pure” capitalism (profit motive, freedom of enterprise, free competition, 
respect for private property). Though the United States has deviated con- 
siderably, has abandoned the gold standard, orthodoxy in monetary and 
fiscal policies, the balanced budget, etc., etc., and though politicians (the 
authors fear) tend to pervert the government’s function as an economic 
stabilizer to their own “spend and elect” ends (p. 124), it still exemplifies 
“capitalism.” England, on the other hand, a country which until recently 
had an undisputed claim to the title, is now in a state of “decadent capi- 
talism” i.e., the “welfare state,” a deplorable state, indeed, which she 
brought upon herself by excessive controls and welfare schemes. Now, this 
is definitely unkind, particularly to the present government which is trying 
so valiantly to square its liberalization program with dollar gaps, military 
commitments, free consumer spending, inflation, etc. 

The authors, apparently reluctant to drop National Socialism or Fascism 
as a distinct “system,” by including Western Germany naturally found a 
niche for it. It is surprising how much textbook space is still devoted to a 
political regime which without constitutional restraints and with no respect 
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for human rights almost achieved its two objectives of stability and con- 
quest by extending already existing controls and stabilization schemes, and 
by furthering cartelized integration. Stzll, businessmen “continued to own 
and operate their businesses and to be motivated by consideration of profit 
and loss” (p. 456). Nor were they deprived of “the customary capitalist in- 
centives.”’ Thus, basic institutions remained intact. Besides, the “return to 
capitalism,” as described by the authors, “miraculous” though it was, was 
achieved by means far from typical of “pure” capitalism—Ehrhardt’s 
liberal protestations notwithstanding. 

What little comparative evaluation the authors have to offer is combined 
with a summary in an eight-page final chapter, and refers in a general way 
only to the four nations discussed. This limited approach is explained simply 
by the fact “‘that the human mind can absorb only just so much information 
at one time without becoming corfused” (p..v) and that the book was in- 
tended for freshmen and sophomores anyway. 

Now, couldn’t we avoid confusion, if we let our freshmen mature, and, 
perhaps in their junior or senior years, confront them with a coherent frame- 
work within which to examine the differences in conditions and problems 
of growth, natural endowment and historical development of both devel- 
oped and underdeveloped countries, the problems of sharing capital and 
productive techniques, in short to a comparative analysis of systems at dif- 
ferent stages of development, without neglecting, however, the interaction 
of economic, political, and social factors. Is it necessary to subject our 
students to historical detail, much of iz of secondary importanze, or—the 
other extreme—to abstruse deductions as to the accuracy of comparative 
measurements? Of course not! Sometimes I feel that half of our task is ac- 
complished, if we can only convince them that developmental projects are 
not just philanthropic operations. 

As it stands, the book does not fulfill the proper function of a compara- 
tive development text. It may still serve a purpose, if a sequel is planned— 
a sequel that would justify its title. 

FREDERICK SETHUR 

City College of New York 


Business Fluctuations 


Economics of Employment and Unemnproyment. By Paur H. CassELMAN. 
(Washington: Public Affairs Prass. 1955. Pp. viii, 183. $3.25.) 


Professor Casselman has set himself 2 major task in this slim volume: to 
provide a rounded study of the economic theories, factual realities, and 
policy approaches applicable to employment and unemployment. To bear 
out the author’s own view that he Las stressed the policy areas, his study 
‘would appear to require extensive treatment of the integral relationship of 
employment to other basic elements in the functioning of the economy, in- 
cluding such factors as investment, output and income. There is, however, 
only limited treatment of the impact cf such interrelationships on unem- 
ployment policy. Although lacking cepth of analysis, the volume does pro- 
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vide a useful outline of the elements which must be considered in taking a 
positive approach to the maintenance of high and stable levels of employ- 
ment. 

The value of this guide i is enhanced by the author’s clear statement of his 
frame of reference. It is his view that private enterprise alone cannot en- 
sure the goal of relatively full employment, tha: some measure of govern- 
ment intervention is necessary. Casselman has well stated the positive 
benefits derived from mild government intervention to ensure stable and 
high-level. employment: in a democratic society, and its effect as a bulwark 
against collectivism. He makes clear that such government action must be 
fluid and flexible, and indicates the range of approaches from monetary and 
fiscal measures to public works, depending upon the surrounding circum- 
stances. His view is hardly theoretical, for study of governmental policy in 
this country over the past two decades demonstrates the contiruing con- 
cern with stability in employment. Unfortunately, while suggesting that 
such intervention has important, implications for freedom of enterprise and 
collective bargaining and for stable prices as well as for full employment, 
he has left these implications unexplored. 

Casselman deals with the numerous factors which determine labor supply 
‘and demand. Particularly useful as a device for crystallizing discussion of 
the subject is his classification of these into economic factors (e.g., effective 
demand, foreign demand, capital investment, standard. of living, profits, 
wages, hours of work, and technology); persona] noneconomic factors (e.g., 
age, physical condition, sex); natural phenomena; and war, industrial un- 
rest and demographic influences. The likelihood of duplication and arbi- 
trariness inherent in any attempt to classify such a complex of factors does 
not detract from the utility of the effort. With this classification as a tool, 
he contrasts the long-term, cumulative and structural elements which gen- 
erally determine labor supply, and the short-run propensity to change of the 
infinite number of individual demands which determine the demand for 
labor. Implicit in the analysis is the conclusion that the demand factors can 
_be more amenable to control, while the supply Zactors are more inexorable 
in their economic impact. A question can be raised regarding the placement 
of the various factors on the demand or supply side (é.g., unions are placed 
solely on the supply side, while technology is p-aced solely on the demand 
side). Further, the mathor does not discuss the interaçtion between the 
longer-run factors making for the supply of labor and the shorter-run fac- 
tors involved in demand. The bolstering effect of the long-term population 
growth trend on investment and its concomitant effect upon cutput and 
employment have obvious implications i in the short run for laber demand, 
as well as for labor supply in the longer run. But the author hardly treats 
of the postwar development in when population growth and in techno- 
logical charge prospects; instead, he attributes the sustenance of employ- 
‘ment during the past decade largel y to “abnormal factors,” such as defense 
_ expenditures. 

The treatment of seasonal factors in employment provides an interesting 
contrast with that of output and employment. The author has made good 


ki 
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use of the substantial literature on s2asonality in employment. The result is 
an intensive treatment, including consideration of statistical techniques to 
be applied in eliminating the effects of seasonal employment in employment 
series. The treatment of output and employment, on the otker hand, is 
thin, reliance having been placed largely on studies of the ’twenties. This 
study apparently was completed prior to the respective explorations of the 
Joint Committee on the Economic Report, Stanley Lebergott, and John 
Kendrick. . 

The chapter on cyclical employment is primarily a good summary of 
business cycle theory, but does not provide a clear factual description of 
employment and unemployment in the cycle. Structural, frictional, tech- 
nological, casual and personal unemployment are grouped as forms of un- 
employment other than cyclical and seasonal. The author places much em- 
phasis on the structural form—resulting from changes in economic struc- 
ture and economic environment—which, as he states, was largely ig- 
nored by Keynes. It is, however, unfortunate that Casselman does not ac- 
company his general treatment of structural change with an analysis of 
such contemporary phenomena as the growth in population, the shift in 
employment to the service trades. existence of “depressed” areas, and 
technological development. 

JOSEPH P. GOLDBERG 
Washington, D. C. 


Money, Credit and Banking; Monetary Policy; Consumer 
Finance; Mortgage Credit 


Bankpolitik. By HEINRICH RITTERSHAUSEN. (Frankfurt/ Main: Fritz Knapp 
Verlag. 1956. Pp. 224. DM 16,89.) 


Professor Rittershausen has written a challenging book, for which he 
claims two major purposes: First, to present a realistic picture of money 
and credit aimed at “simplification end elimination of contradictions which 
make the understanding of ‘theoretical’ explanations so difficult for bank- 
ers.” A major example of rejected theory is the quantity theory of money, 
and a. significant part of the book consists of an attack on it. The second 
purpose is to present monetary thecry as part of general price theory, and 
to go beyond Keynes and his successors in integrating the two. 

The book is substantially more successful in the second purpose—inte- 
gration of price and monetary theory—than with the first aim, “realism.” 
The attack on the quantity theory presents, in part, the usual strawman, 
and must be tiresome to many American readers at this stage of economic 
literature. Most bankers would find a substantial part of the book an exer- 
cise in logic, and they may well wonder about its relation to “realism?” 
More important, some of the theor-es cannot be squared with actual his- 
torical events. For example, the author sees a direct relation between gov- 
ernment deficits and price movements. However, in the United States since 
1930 not only has there been no direct relation between deficits and prices, 
but in most of the years changes in the deficit and changes in prices moved in 
opposite directions. : 
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The book provides an interesting list of ten major differences between 
the German and the American monetary systems; some of them will sur- 
prise American readers. Among the claimed differences are: (1) In the 
United States, short- and long-term credits are not strictly separated, zs 
they are in Germany, where long-term deposits are administered and in- 
vested by specialized institutions. (2) There is no large public debt oui- 
standing in Germany. As a result, open markei policy does not operate in 
Germany as it does in the United States. (3) Because of the large public 
debt- outstanding in the United States, and the need to keep interest rates 
low, interest as an instrument of the central bank is largely ineffective. In 
fact, as the author sees it, the Federal Reserve Board sees as its primary 
task to assure low interest rates for government credit. In Germany, on the 
other hand, the central bank’s major task is to assist in the development of 
the private economy. 

American readers may well be disappointed with the sketchy treatment 
of government policies. The author regards-the maintenance oi price sta- 
bility as the major purpose of government credit policies, and a balanced 
budget as essential for currency stability. This is treated in the nature of an 
assumption, rather than as something to be discussed, and as a result there 
is no analysis of alternatives, such as stability of income and employment. 

Hans A. ADLER 


Washington, D. C. 


De Omloopssnelheid van het Geld en zijn Betekenis voor Geldwaarde en Monelair 
Evenwicht. (The Velocity of Circulation of Money and tis Significance 
for Purchasing Power and Monetary Equilibrium.) 2nd ed. By J. ZIJL- 
STRA. (Leiden: H. E. Stenfert Kroese N.V. 1955. Pp. xiv, 235. f. 13.—.) 


Professor Zijlstra, a member of the younger generation of Netherlands 
economists, discusses the velocity of circulation of money (V) by means of 
a critical analysis of some important interwar studies of the subject. After 
a brief summary of the basic work of his eminent fellow-countryman, 
M. W. Holtrop, the author considers the circular flow of money, the objective 
and subjective factors determining V, and the relation between V and the 
velocity of circulation of goods (mainly following Arthur W. Marget). In 
dealing with the relation. between V and the purchasing power of money, 
he discusses some alternative formulations of the quantity theory, the criti- 
cism of that theory by the Cambridge economists (including Keynes), and 
the countercriticism by Howard Ellis and Marget. Finally, the author 
touches upon the relation between V and monetary equilibrium; however, 
apart from a critical discussion of F. A. Hayek's concept of neutral money, 
„he confines himself mainly to à schematic summary of the possible effects 
“of changes in the factors determining V upon the flow of money (MV), 
largely following Hans Neisser and J. G. Koopmans. He comments on the 
various meanings of the concept of monetary equilibrium (stabilization of 
MV or of the price level) and states that this concept is a tool cf AORE Y 
analysis rather than a goal of monetary policy. 

The author apparently aims at restating neoclassical economic thought 
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and does not attempt to make fundamental original contributicns to the 
solution of the problems of monetary theory. He draws logically correct 
conclusions from reasonable and simple assumptions of basic economic rela- 
tions, without trying to justify these assumptions by presenting statistical 
or other factual material. Surprisingly, he does not mention the treatment 
of problems implying the concept of F in postwar economics and especially 
in national accounting and flow-of-funds studies—a shortcoming, probably 
inevitable in the first edition of the study (1947), but difficult to understand 
in the new edition, in view of the picneering work recently undertaken in 
. the field of monetary national accounting by Netherlands economic theo- 
rists (Jan Tinbergen) and by the Netherlands Bank under the leadership 
of President Holtrop. The author also fails to‘deal with the basic problem 
that makes the concept of V important for the practical application of 
monetary policy: Many if not most of the tools of traditional monetary 
policy (e. E- open-market operations end changes | in reserve requirements), 
while aiming at influencing MV, have a direct and immediate effect only 
upon the stock of money (M J; therefore, V is the most essential element in 
transforming the effect upon M into effects upon MV and perhaps further 
into effects upon the flow of goods. 

In spite of these limitations, the study i is valuable, not only because it 
draws attention to the contribution oI some economists that have too long 
been neglected, but primarily because it helps to clarify the concept of V 
and thus to prepare the way for a reformulation of monetary theory in 
terms relevant to economic reality and to. the revival of monetary policy. 

. J. BERBERT FURTH 

Washington, D. Ce 


A Discussion on Methods of M onelary Analysis and Norms for M onetary 
. Policy. By H. C. Bos. (Schiedam: H. A. M. Roelants, for the Nether- 
lands Economic Institute. 1956. Pp. vii, 52) ` 


The avowed purpose of this slim vclume is to summarize and clarify the 
issues involved in recent controversies in the Netherlands over monetary 
analysis and policy. In addition the author, a staff member of the Nether- 
lands Economic Institute, has contributed a brief discussion on “The Eco- 
nomic Model as an Aid in Describing Economic Processes, ” which, while 
quite elementary, is useful in putting the controversy in. perspective. The 
author has limited himself to a very modest amount of evaluation; which is 
perhaps unfortunate since one feels as he reads Mr. Bos’ account of the con- 
troversy that the author has a great deal more to say on the subject himself. 

While others, including J. Tinbergen. and J. G. Koopmans participated 
in the extended discussions in Dutch ‘ournals over the period 1953-55, the 
principal protagonists appear to have been M. W. Holtrop. (who is said to . 
represent the viewpoint of the Netherlands Bank) and H. J. Witteveen. And 
it is the opposing viewpoints of these two gentlemen that comprise. the 
main content of the volume under review. (Needless to say, this reviewer’s 
understanding of the controversy is gained solely from Bos’ account of it.) 

The controversy, which is by no means exclusively Dutch, involves the 
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meaning of “monetary equilibrium’”—and of inflation and deflation as 
deviations from monetary equilibrium—as a core around which differences 
in theory and in norms for policy are debated. Witteveen employs an ex- 
ceedingly crude Keynesian model with Robertsonian lags wherein autono- 
mous changes in expenditure together with a multiplier of fixed value de- 
termine changes in income. The supply of (or perhaps the demand for) 
money is assumed to be infinitely. elastic with respect to “monetary ten- 
sions” (in place of the interest rate); so that no purely monetary influences 
need be taken into account. Monetary equilibrium is then definec as an un- 
changing national income. Inflation accordingly can be “a desired quantity 
inflation” or “an undesirable price inflation.” 

Holtrop, in contrast, will have nothing to do with multiplier analysis, 
assuming (according to Bos) that the marginal propensity to spend is unity 
in the absence of monetary disturbances. This assumption appears to be 
merely a formal one, however, since he explicitly admits that part of anv 
rise in income may leak into imports, while a part of any adjustment to 
disturbances in the money-security markets involves hoarding or .dishoard- 
ing. In any case, monetary equilibrium for Holirop means equality of the 
supply of and demand for liquid assets.: - 

As Bos indicates, with the aid of his own Keynesian-type model, the 
question at issue is simply: which markets dominate the general equilibrium 
result in an aggregative general equilibrium system? In a simple model 
where we have a market for goods and services, a market for labor, and a 
market for liquid assets, the usual Keynesian assumption is thet the first 
dominates the other two (Witteveen’s position). The rationale for the pas- 
sivity of the liquid assets market is the prevalence of large stocks relative to 
incremental supplies, a high price elasticity of demand for the stocks, and 
the resulting significance of speculative decisions in the market. 

Pre-Keynesian theory in contrast usually assumed that the goods and 
labor markets are automatically self-equilibrating so that the oniy disturb- 
ances relevant for policy consideration are monetary disturbances (Hol- 
trop’s position). Bos believes that this issue can be resolved only by the 
empirical testing of econometric: models, a view that Witteveen might ac- 
cept, but not Holtrop, who prefers apparently the ‘‘qualitative reasoning” 
of the experienced central banker. 

At the risk of further feeding the fires of-controversy this reviewer would 
like to make a few suggestions. First the labor market may not be passive 
in the sense that either Keynes or the pre-Keynesians assumed it to be. It 
may and often does force difficult adjustments on the other markets, fur- 
ther complicating the concept of “monetary equilibrium.” Second, both 
Witteveen and Holtrop may be right about their assumptions depending 
en which phase of the business cycle we are experiencing. There are very 
few in our profession today who would put primary emphasis on monetary 
policy as a means of checking and reversing a downturn. On the other 
hand, for a variety of reasons it seems reasonable to assume a marginal 
propensity to spend in excess of one in the upswing of the cycle until some 
sort of ceiling is reached. 
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This brings us to our third and last point which concerns the problem of 
maintaining output at the maximu. level in an economy that is growing. 
In his only reference to growth Bos assumes that all factors of production 
are growing in tke same proportion. This, however, assumes away the 
principal obstacle to the maintenance of uninterrupted growth—the exist- 
ence of a ceiling; for it is only when the factors are growing at different 
rates that the economy periodically reaches limits to growth that are not 
easily overcome by social policies. What is needed is a constant adaptation 
of techniques of production to the differential rates of growth of factors as 
well as to the capricious requirements of technological progress; and this 
may require movements of rates of return to factors and of their relative 
shares in ‘income that our traditional social policies simply cannot enforce. 
Somehow a concern over the meaning of “monetary equilibrium” in a static 
context seems to avoid the really basic questions for social policy in growing 
economies, 

Joun H. POWER 

Williams College 


Public Finance; Fiscal Policy 


Finanspolitikens Ekonomiska Teori. By BENT HANSEN. Statens Offentliga 
Utredningar, 25. (Uppsala: Almgyist & Wiksells. 1955. Pp. 403.) 


Finanspolitikens Ekonomiska Teori is divided into three main parts.} 
Part I is concerned with general problems and methods in fiscal theory. 
Also special attention is given to issues concerning budget balancing and 
tax incidence. Part II deals with zhe microeconomics of fiscal theory, 
focusing primarily on household spending and saving with only cursory 
treatments of the theory of the firm and the behavior of “organizations.” 
Part IIT is a treatment of macroeconomic fiscal theory. As Hansen himself 
points out, there is little integration between Parts II and III (or for that 
matter between Parts II and I)—a lack he attributes largely to the inade- 
quacy of microtheory and the need fer empirical work in this area before it 
will be possible to build a more satisfactory and realistic macromodel on 
micro foundations. 

In Part I Hansen poses a basic “rule of thumb” (stated to be “by no 
means without exception”), that in certain important and commonly used 


1 Readers familiar with Hansen’s A Study in the Theory of Inflation (New York, 1952) will 
note that there is remarkably little in common between these two books except for the logical] 
tightness of the arguments, the fact that both deal in some way with inflation, and some gen- 
eral features of methodology. The former book took as its point of departure the traditional 
period-analysis approach that has marked the development of Swedish economic thought ever 
since Lindahl’s work in the 1930’s, bringing to this approach fresh insights that gave it new 
life. In Finanspolitikens Ekonomiska Teori period analysis occupies only a small place. Alsg, 
in the earlier book problems of over- and undersupply (or demand) in factor markets were given 
equal emphasis with such problems in consum2r-goods markets. But in this book it is capital 
goods rather than factor markets that are paired against consumer-goods markets, and the 
capital-goods markets are considered almost exclusively in their relation to the policy goals of 
‘full employment” and of stable money—defining «he latter in terms of consumer-goods prices 
only. 
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types of economic models the number of means (or parameters) that must 
be manipulated by the government to attain given ends is equa! to the 
number of ends.? This rule sets a pattern for the analysis thréugh much of 
Part III. It has been criticized for lack of realism in failing to take into 
account the multiplicity of ends in fact involved in public policy, the 
limited number of means or action parameters available to the government, 
the limited permissible ranges of adjustment of such parameters, and the 
fact that in practice this last consideration may (and often does) imply 
that more than one means must be used for attainment of a given end. 
There can be no doubt that Hansen himself is quite aware of these problems. 
He avoids them primarily by a rigorous limitation of his analysis to consid- 
eration of selected goals and by the ways in which he delimits his theoretical 
models. This limits in turn the practical applicability of some of his conclu- 
sions. It may be justified as necessary simplification in the stages of rebuild- 
ing—one might even say of building—a groundwork for a sound fiscal 
theory that can then be elaborated to yield practical results. However, 
one may wish that he had not so completely abstracted from problems of 
structural adjustment within the consumer and the capital-goods sectors, 
and that he had given more attention to dynamic process analysis. 

Hansen’s discussion of budget balancing has evoked considerable reac- 
tion in Sweden. This analysis centers around the distinction between action 
parameters (public means) and endogenous variables. He argues con- 
vincingly that budget surpluses and deficits are not parameters of public 
policy and that no simple relation exists between changes in the budget 
balance and changes in the functioning of the economy.’ The defense of 
those attacked by Hansen has been that the budget balance may neverthe- 
less be useful as a practical indicator of other things, and that his analysis 
is not as contrary to theirs as he seems to assume. However, this defense is 
hardly adequate, for the emphasis in analysis that follows from Hansen’s 
approach is quite different and leads to different results in important 
cases. 

The most important chapters of Part IT are those dealing with the house- 
hold as spender and saver, and comments here will be confined to that 
analysis. The author develops an intertemporal theory closely related to 
Hicks and Fisher, but differing from them in the analysis of goals of saving 
and their implications. With this model as a background he proceeds to 
examine the effects of various fiscal policies on household spending and 
saving. Most of his analysis is concentrated on two simple cases, a pro- 
portional income tax and a general sales tax, and then extended to more 
complex cases (such as a progressive income tax) and to other fiscal meas- 


e ? This is a proposition argued also by Tinbergen, but Hansen’s approach differs from Tin- 
bergen’s in being more abstract rather than econometric and empirical, and it is presented in a 
broader framework. 

3 Simple rules of thumb such as that “deterioration of the budget balance gives rise to ex- 
pansionary tendencies” are shown to be untenable. They are untenable not because the budget 
balance is merely an approximation, but because itis not an approximation to the parameters 
that require attention. 
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ures. Interest rate policy is considered in relation to these fiscal policies. 
The results with respect to consumption and saving are shown to vary 
drastically with the preference functions assumed, especially in the short 
run, pointing up the need for more empirical investigation. In comparing 
the effects of income and consumption taxes on spending and savirg Hansen 
distinguishes three cases: (1) when the ratios of taxes to income are the 
same, (2) when the two taxes have ths same yields, and (3) when the same 
level ot real consumption is sought (and realized) as an end cf the tax 
policy. On the first two his results are largely refinements of conclusions of 
earlier writers, except for an importan: analysis of some previously unrecog- 
nized assumptions concerning interes: rates.* In the third case, he focuses 
on analysis of the tax burden. Three possible definitions of the lightest 
burden are suggested: (a) the tax that puts the household on the highest 
possible indifference curve consistent with the reduced level of consumption 
(the real or subjective burden); (b) the tax involving the lowest ratio of 
taxes to. income (the nominal burden); (c) the tax leaving the highest 
amount of saving. He reaches the somewhat startling conclusion that by 
criterion (a) the consumption tax is superior to the income tax. Comparative 
effects of the two kinds of taxes when the burden is defined by criterion (b) 
or (c) are indeterminate. 

Part III, which develops a macroeconomic fiscal theory, first gouscers 
the problem of defining explicitly the two goals of public policy around 
which most of his analysis will center. These are a stable value cf money, 
defined as stability in the index oi consumer-goods prices, and full em- 
ployment, defined as equilibrium oi demand and supply for labor (regard- 
less of the level of employment). Analysis is then built on a highly simplified 
static short-term model for a closed economy, a model subsequently 
_ elaborated to take into account capital growth and the impact of foreign 

‘trade. Four sectors of the economy ave distinguished: (1) consumer goods 
enterprises; (2) capital goods enterprises; (3) wage-earners’ hcuseholds; 
(4) enterprises’ households. For (1) and (2) he sets up standard-type 
maximization equations using marginal analysis, and for (3) and (4), equa- 
tions defining disposable income. Two other equations give conditions of 
equilibrium in the consumer-goods and the capital-goods markets. The 
places of ten fiscal-policy parameters and of government-controlled interest 
rates in the model are developed briefly. Although the short-term static 
model does not say much, it lays the groundwork for subsequent anaes of 
fiscal measures. 

In applying this model Hansen starts first with the desumbtion of an 
equilibrium situation and considers the effects of fiscal policies that disturb 
that equilibrium and the policies called for to neutralize such disturbances. 
Here results are relatively puerile. But he then goes on to a more interesting 


4 This is especially important in the second case, when the two taxes have the same yields, 
Abstracting from the possibility that savings goals may depend on the ratio of posttax income 
to pretax income and assuming that interest rates vary inversely with this ratio, Le concludes 
that when savings are positive an income tax with some given yield has less effect on real con- 
sumption and real saving and more effect or. naminal saving than a consumption tax yielding 
the same revenue (and inversely when savings are negative). 


BOOK REVIEWS — 199 


discussion of fiscal policies appropriate when disturbances to equilibrium 
arise from within the private sector of the economy. The analysis is still 
highly abstract and static, the disturbances arising in some one variable 
spontaneously, without any consideration of causal mechanisms. For this 
reason among others it takes a good deal of patience on the part of the 
reader to wade through Hansen’s various cases, and more than a little self- 
control to wear the large blinders required by his assumptiors.. Yet the 
struggle is well worth while. 

Special attention is given to direct versus indirect taxes, and among the 
latter to taxes on consumption versus capital goods.. Here interest rates are 
regarded primarily as alternatives to capital-goods taxes. The most inter- 
esting part cf the discussion is the consideration of fiscal policies appropri- 
ate to maintaining stable money (consumer-price indexes) and fall emplov- 
ment given certain types of changes in production functions. Its greatest 
value is probably in pointing up little recognized contrasts in the roles of 
these different fiscal measures, contrasts that have considerable validity 
even with relaxation of Hansen’s stringent simplifying assumptions. 

‘Before going on to the more complex problems associated with wages and 
wage policies, Hansen devotes a chapter to long-term problems. The treat- 
ment is highly formalistic, and the only real modifications of the short- 
term model are introduction of the effects of capital growth and of private 
wealth on production functions and on demands for consumer and capital 
goods. Lip service is paid to the role of liquidity, but that is all. Pericd 
analysis is invoked, but with a recognition of the practical problem of 
calendar time versus the abstract “periods” within which plans remain un- 
changed. The implications of this distinction and of the length of the time 
period for the use of simultaneous versus recursive models are mentioned, 
without any attempt to follow through in terms of Hansen’s own constructs 
-though this is a subject on which he has written, with Ragnar Bentzel,. 
an article now famous in Scandinavia. On the whole Hansen’s attempt to 
“dynamize”’ both forward and backward in time is disappointing. 

_No one hes yet been very successful in tackling problems of wage policy 
in relation to price levels and full employment (however defined). That 
Hansen meets with very limited success in this endeavor is hardly sur- 
prising. He recognizes some of the problems that arise in using his definition 
of full employment when the labor market is nonhomogeneous (with mo- 
bility among markets limited), but he is not successful in extricating himself 
from the difficulties. As he himself points out, given heterogeneous labor 
markets the nature of the “equilibrium concept of full employment” must 
depend on socially emphasized value norms that put first a more or less 
complete elimination of absolute unemployment or that emphasize maxi- 
anal production in some specifically defined sense. But here he stops, even 
though his later discussion of the effects of disturbances from outside 
economies might have provided some clues for elucidation of his wage 
policy and related problems. Paradoxically at no point in his book does 
Hansen’s neglect of structural problems and of-interrelations among endog- 
enous variables over time appear to be so serious as here where he begins 
to attack them. The defect is not remedied by his consideration of the im- 
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portance of various union goals as restraints on or conditioners of public 
policy. | 

Hansen’s main conclusions in summing up his wage policy chapter are: 
(a) that in principle government has disposal over means to attain the goals 
of stable money and full employment (as he defines it, now somewhat 
ambiguously) regardless of changes that may occur in money wages; (b) 
that this is made easier if there are coordinate changes in money wages. The 
relative optimism of his conclusions is due in part, as Hansen himself 
recognizes, to his definition of full employment and to his assumption that 
unions do not insist on policies in direct conflict with generally accepted 
social goals. A more solid basis for this optimism is his demonstration that 
government can, by indirect means, influence the total wage bill with- 
out compromising the goals of full employment (again in his equilibrium 
definition) and stable money—and tha- it can do this in a manner consistent 
with goals in fact commonly emphasized by unions. 

When he comes to modify his analysis to take into account international 
trade and the impact of this on the domestic economy, Hansen refines his 
fiscal policy analysis and puts greater emphasis on special types of both 
fiscal and monetary policies that are more selective in their impact (also, 
monetary policies considered include quantitative restrictions a3 well as 
interest rates). He concludes among other things that for an economy with 
significant international trade it may be difficult if not impossible to hold 
the consumer-price index constant without government-enforced adjust- 
ments in the value of money in international exchange. l 

The final chapter dealing with “uncertainty” is the most disappointing 
of all. The uncertainties considered are not those of decision-making units 
within the private economy, but only uncertainties on the part of govern- 
ment concerning the economy’s mode cf functioning (the appropriate model 
of the economic system) and the external conditions that may affect the 
economy. 

‘Summing up, it is clear that Hansen’s most important contributions are 
those that can be made with theoretical tools of a relatively static nature. 
What he does in these ways is important and far outweighs the fact that 
he has failed to genuinely dynamize his analysis or to take account of many 
important structural features of an economy (both static and dynamic). 
Moreover, there are many points that are suggestive concerning potentially 
. fruitful future research—~both empirical and theoretical. Despite its mani- 
fest limitations, this is an important book. 

Mary JEAN BOWMAN 

Lexington, Kentucky 


An Expenditure Tax. By NICHOLAS Karpor. (New York: Macmillan. 1956.. 
London: Allen and Unwin. 1955. Pp. 249. $2.75.) 


Kaldor presents us with a spirited, nay passionate, plea for a new ap- 
proach to progressive taxation. He advocates that the progressive income 
tax be replaced, at least in part, by a progressive spendings tax. Such a tax, 
he believes, is no less equitable in principle, and more equitable in practice. 
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Moreover, he considers it superior in its economic effects. Britain needs a 
higher level of capital formation, and the necessary resources must be 
released by reducing luxury consumption. Since such consumption is 
financed largely by dissaving, this cannot be dealt with effectively by an 
income tax. A spendings tax is the answer. Although Kaldor devotes more 
space to the equity aspects of his case, the need for increased ADR for- 
mation seems the crux of the matter. 

The book, while small in size, excels in a high idea-to-page ratio. It makes 
a splendid contribution to a rethinking of the traditional principles of 
taxation. Like the tracts of old, it may even have-an effect on the actual 
course of legislation. 

Kaldor agrees with the advocates of the income tax that taxation should 
be progressive according to means, and that only taxes levied on persons 
are capable of achieving the necessary graduation and differentiation. 
However, he feels that actual expenditures on consumption are a better 
index than income or potential spending power. He holds with Hobbes 
that a person should be taxed “by what he takes out of the common pool, 
not by what he puts into it.” 

Questions of equity being essentially matters of taste, there is no way of 
telling whether accretion or spending is the proper index of equal ability. 
The choice between the two is a matter of social value judgment, no less 
than that between regressive and progressive rates. I would rather take 
accretion, but Kaldor is surely entitled to take consumption. 

Kaldor proposes that the surtax schedule of the income tax be replaced 
gradually by a sharply progressive spendings tax, with marginal rates 
rising to over 300 per cent. He holds that such a tax will be as, or more, 
progressive in terms of income than the surtax schedule which it is to re- 
place. Partly, his conclusion follows from the proposed rates of the spend- 
ings tax. Partly, it follows from Kaldor’s proposition that high-income re- 
cipients are heavy dissavers; and a final reasor: is that high incomes widely 
escape the personal income tax due to the lack of capital gains taxation. All 
this helps to explain why the spendings tax appears to have found support 
in British Labour circles, even if it is assumed that it is to be a replacement 
for (and not an addition to!) the income tax. 

Just how progressive the spendings tax wil: in fact be depends on how 
consumers respond to high marginal rates of tax. The more luxury con- 
sumption is reduced, the less will be paid in tax, and the less progressive 
will be the actual distribution of yield, althougk. not the distribution of 
consumption foregone. As distinct from the income tax, the very purpose of 
the spendings tax may not be to provide a yield, but to reduce private con- 
sumption and release resources for private capital formation. Thus, its 
impact distribution may have to be measured in terms of consumption 
reduced, rather than tax paid. 

Kaldor holds that it is much simpler to devise a ‘proper concept of spend- 
ing than a proper concept of income. However, in his highly stimulating 
discussion, he seems to overstate the difficulties of the income tax and to 
understate those of the spendings tax. 
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On the income-tax side, Kaldor stresses the heterogeneity of the income 
concept, and the difficulties of dealing with various forms of income in a 
uniform fashion. The present (British) income tax is said to be inequitable 
because a more or less arbitrary line.is drawn between kinds af receipts 
which are included and others which are not, and because the effective 
rate of tax discriminates against ductuating incomes. He feels that the 
system could be improved in principle by adding a tax on capital wealth, 
by including all forms of accretion whether realized or not, and by mak- 
ing allowance for averaging. Even then, there remains the dificulty of 
distinguishing between capital gains which give rise to spending power and 
are properly taxed, and others (due to a rise in the price level or a decline 
in the interest rate) which, he feels, do not give rise to spending power and 
should not be subject to tax. 

His critique of the income tax offers many points of interest, although 
too much is made of the difficulties of heterogeneity. The problem in many 
cases is one which can be handled b:7 averaging devices. As to points of 
detail, I fail to see why the accretion concept should require a tax on 
property in addition to a tax on income, provided that all forms of accretion 
are included initially as income so that any gain in net worth is taxed at the 
outset. Also, I am not persuaded that capital gains due to a decline in the 
rate of interest should necessarily be excluded. Such an increase in capital 
value, to be sure, does not raise the future income stream to b2 derived 
from capital, or the present value of assets as deflated by the prices of 
capital goods. At the same time, it does raise their value in terms of poten- 
tial present consumption. , 

On the spendings tax side, many of these difficulties are said to disappear. 
We need not worry about retained earnings or capital gains, and need not 
answer the puzzling question of “when does income accrue?” We must 
merely determine when consumption occurs, be it out of income or out of 
capital. We are relieved of the necess:ty to define total accretior:, or con- 
sumption plus saving. 

At the same time, we are saddled with a new problem, not encountered 
in the income tax, of having to distinguish between consumption and 
saving. Why are outlays for schooling and health to be’considered ‘‘spend- 
ing,” while those for housing or rare pictures are considered “investment”? 
Are different types of spending—such as spending for An Expenditure Tax 
and spending for lollypops—-any more homogeneous than various types of 
income? What is the rate of interest at which imputed spending is to be 
determined? Is not the problem of averaging quite similar in both cases? 
How are we to evaluate business incomes in kind which are, in fact, spend- 
ing? The conceptual difficulties and tke need for-arbitrary demarcation, I 
fear, are about as great in the one case as in the other. 

The proof of the pudding, of course, is not in comparing a perfect i income 
tax with a perfect spendings tax, but in comparing both as they turn out 
in practice. Again, Kaldor tends to overstate the administrative difficulties 
of improving the income tax, while understating those involved in the 
spendings tax. 
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Discussion of the crucial problem of spendings tax administration is 
limited to one brief chapter. The assessment formula would be consumption 
=(cash at. beginning of year-+receipts inclucing income, gifts, bequests, 
etc.,borrowings+proceeds from sales) minus (loans made--invesi ments 
purchased+cash at end of year). The purchase cf houses is to be treated as 
an investment, but an imputed rental outlay is to be treated as consump- 
tion. Most gifts and bequests are to be allowed as deductions by the donor, 
subject to certain safeguards. Some allowance would be made for size of 
family; and certain additional needs, such as those arising from disability, 
would be credited. The tax assessment is to be based. on information pro- 
vided by the individual. 

While it- would be ill-advised -for one economist to ised A of 
being inexpert in matters of administration, it seems to me that Kaldor 
shows little recognition of the host of administrative difficulties inherent in 
a spendings tax. Some problems are similar to those of the income tax, 
including the determination of consumption ir. kind. Some difficulties, such 
as the determination of unrealized income, are dropped; but others, in- 
volved jn separating consumption from investment, are added. The proper 
tracing of capital transactions, so important to the spendings tax, will 
‘hardly be simpler than the working out of some means of capital gains 
taxation; many difficulties are bound to arise in drawing a line between 
spending: and saving; and high marginal rates, on spending are likely to 
induce a flock of new compensation and investment practices designed to 
avoid them. Kaldor’s observation that the problems of a spendings tax 
would hardly be worse than those of a perfect accretion-type income tax is 
not the issue; the problem i is whether a spendings tax in practice would 
turn out better than the income tax. Perhaps it would, but the opposite 
seems more likely. . 

In dealing with the economic- -policy aspects of the spendings tax, Kaldor 
compares its effects on saving, risk-bearing and work incentives with those 
of an income tax. The discussion of taxation-effects on saving is interesting, 
and at the heart of Kaldor’s thesis. He begins with the venerable Mill- 
Fisher-Pigou argument that the inclusion of saving in the income tax dis- 
criminates against saving while the spendings tax does not. However, 
-Kaldor’s point is not so. ‘much that the former involves an excess burden, 
but that saving is held socially desirable, This establishes a preference for 
the spendings tax. Kaldor feels that the disincentive effect of the income 
tax on saving is slight for nonproperty owners who save fcr old age or 
emergencies. Indeed, one could add that they must increase their saving 
in order to secure a given nest egg. However, Kaldor feels that the disin- 
centive effect is highly important for wealthy property owners who need 
not save for this purpose. Whether this is so depends. on. their preferences 
between increased consumption and accumulation. 

However this may be, it is interesting to note that Kaldo- places little 
emphasis on the traditional Keynesian propasition that the tax burden 
may be shifted from saving to consumption by reducing the progressivity 
of the tax structure. This is the more striking since his hypothesis—that 
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the rich maintain’ Onana by. dissaving—-seems to imply that their 
marginal propensity to consume is zero, consumption being independent of 
disposable income. This being the case, the traditional proposition (which 
is based on the hypothesis of a fallirg marginal propensity to consume) 
would apply with particular strength. It is not emphasized because the 
problem is not to reduce consumpticn in general, but to reduce luxury 
consumption in particular. Unfortunately, the reader is given little em- 
pirical evidence, other than a meagre sample survey of 1951/52, regarding 
the distribution of saving and dissaving. Moreover, little is done to ap- 
praise the quantitative effect of the proposed spendings tax on saving. 

Kaldor’s analysis of taxation-effects on risk-taking by individuals is 
based on a distinction between income risk and capital risk. Let us suppose 
that investments involving little capital risk (such as short-term bonds) 
yield 2 per cent, while others involving more capital risk (such as long-term 
bonds) yield 4 per cent. A 50 per cent income tax will reduce the yield on 
short-term bonds from-2 to 1 per cent, and that on long-term bonds from 
4 to 2 per cent. Before tax, the reward for assuming the large capital risk 
in buying the long-term bonds was worth 2 percentage points. Now, this 
has been reduced to 1 per cent only. Hence, the investor will shiit to less 
risky investments. A tax on capital value, on the other hand, will not affect 
the net addition to income which is obtained by shifting from the less to 
the more risky investment. Hence, it will have no adverse substitution 
effect. The effect of the spendings tax is said to be similar in this respect to 
that of the property tax. 

This analysis I find rather disappointing. It seems to follow conclusions 
reached in the ’thirties and makes no vse of studies in the analysis of taxa- 
tion and risk-bearing that have been developed since then. These studies 
have found that the extent to which lasses can be deducted plays a crucial 
role in the effect of an income tax. Whi-e Kaldor notes the rôle of loss treat- 
ment in other connections, no attention is paid to this factor in the chapter 
on risk-taking by individuals. The conclusion seems limited in application 
to the case of no loss offset, and this is hardly the most interesting one. 

Next, Kaldor compares the effects of a proportional income and spendings 
tax upon work incentives. He assumes first, that saving is used exclusively 
to provide for future consumption. Assuming equal rates of tax, the effec- 
tive rate of tax per unit of real incom2 will be lower under the spendings 
tax. Assuming equal yields of tax, this advantage is said to disappear, since 
a higher rate will be required under the spendings tax. We cannot say which 
tax will have greater disincentive effezts. However, Kaldor believes that 
work effort will be higher under the spendings tax if the holding of property 
is considered valuable as such. Under a spendings tax, the worker will 
have the reward of holding on to his savings until the tax becomes due, 
whereas it must be paid at once under the income tax. Therefore, the real 
wage is reduced less. While this may be the case, the basic argument seems 
to rest on the assumption that a higher effective rate of tax means a lower 
level of work effort. This may be so, but it need not be. 

In a highly interesting chapter on company taxation, Kaldor takes the 
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view. that company taxes should be integrated with te personal income 
tax, but that taxation of undistributed profits is but a poor approximation 
thereto. Thus he notes with relief that the company tax could be dropped 
under a spendings tax approach, Nevertheless, he presents an interesting 
discussion of the economic effects of company taxation. An analysis of 
changes in profit margins by industries between 1938-51/53 shows a much 
stronger increase in competitive than in the noncompetitive industries. 
I shifting had occurred, we might have expecied it to be stronger in the 
latter group. Thus, the finding aes little or no support to the hypothesis 
of shifting. 

Nevertheless, Kaldor feels that Bronte. taxes will be reflected in higher 
profit margins in the long run. To begin with, profits taxes will reduce 
retained earnings and depress capital values. Since dividends are main- 
tained, dividend yields will rise. Eventually, expansion may require that 
capital be raised on the outside. To attract this capital, commensurate 
yields must be offered, and to finance these yields, larger profit margins are 
needed. This, if I understand it correctly, is the chain of reasoning. But, 
if larger margins are needed, does it follow that they can be obtained? If 
so, why will not management raise prices in the first place, to prevent the 
decline in capital values? 

In all, Kaldor does not feel that company investment has been retarded 
by taxation. He finds that there has been no stringency of investible funds 
available to companies for outside financing;.and he does not think that 
taxation of undistributed profits acts as a sericus disincentive for company 
investment. a 

A further argument in favor of a spendings tax is the familiar proposition 
of functional finance that the very purpose of taxes is to check spending. 
Thus, a spendings tax—be it on consumption and/or investment—is’ the 
most efficient tax. As distinct from the old fiscal policy view oz deficit and 
surplus as a means of stabilization, the required balance between ex ante 
saving and investment may be secured by a proper mix of inc2ntive taxes 
and/or subsidies to encourage or discourage spending for consumption and 
investment. Thus, full employment can be maintained with a balanced budg- 
et at whatever rate of capital formazion or growth is desired. 

It is only in the very last paragraph of his economic analysis that Kaldor 
briefly notes what, to me, seems the most important point in his testimony 
on behalf of the spendings tax. This is the proposition that Britain will re- 
quire a high rate of growth if it is to maintain a competitive position in the 
world market, that a lower level of consumption is needed to permit this, 
that this should be accomplished in line with equalitarian principles, and 
that, therefore, the spendings tax is best designed to meet the bill. 

If my comments have been on the critical side, this only testifies to the 
‘thought-provoking and stimulating nature oi Kaldor’s book. It is suited 
ideally for classroom discussion, and constitutes a high-voltage shock treat- 
ment to established thinking. 7 
RICHARD A. MUSGRAVE 
Universiiy of Michigan i 
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Government Budgeting. By JEssE BurkHEAD. (New York: John Wiley. 
London: Chapman & Hall. 1956. Pp. xi, 498. $7.50.) l 
Within recent months two important books on budgeting have appeared 
written by economists who previously served in the Bureau of the Budget. 
One is Arthur Smithies: The Budgetary Process in the United States (New 
York, 1955). The other is the booz under review. Neither duplicates 
the other; rather, each complements and supplements the other. The former 
is concerned with a critical analysis of federal budgeting in this country 
and with detailed recommendations for budgetary reforms at both the 
executive and congressional levels. Tre latter is concerned with the pure 
theory, the historical development, and the present status of budgeting at 
all levels of government, federal, state, and local, here and to some degree 
abroad. Emphasis is placed on organizational and’procedural matters. The 
author however does not look upon organizational and procedural remedies 
or administrative “gadgetry” as cure-alls. He specifically warns AEDE 
the extremes of procedural specialists (p. 247). 

Government Budgeting is addressed tc economists, political scientists, pib: 
lic administrators, and government oficials. The book i is divided into four 
parts. Part I, The Budget and Modern Government, provides the historical, 
institutional, and theoretical setting fcr the book. Part II, Budget Classifi- 
cation, covers the various methods of classifying budgetary data for the 
purpose of facilitating rational governmental decision-making. Part ILI, 
The Phases of Budgeting, covers all stages of the budget cycle including 
budget formulation, execution, and review at all levels: bureau, agency, 
Budget Bureau, White House, Congress, and the General Accounting 
Office. Part IV, Specialized Budget Problems, covers revenue-estimating, 
public enterprises, the annually balanced budget, and a pioneering chapter 
on budgeting for economic development. 

The author regards the study of budzeting as a study in applied econom- 
ics, namely, the allocation of resources between the public and private 
sectors of the economy (p. vii). Althouzh the budget is defined as a “‘state- 
ment of revenue and expenditure for a future period” (p. 70), the book is 
concerned basically with the expenditure budget. This undoubtedly reflects 
the general neglect which the revenue budget has received historically in 
this country. 

The theme of the book is that sound budgeting requires close csordina- 
tion and integration of policy determiration, planning, programming, and 
the budget-making process at both exscutive and congressional levels. A 
sound budget can not be formulated, executed, and reviewed in a vacuum. 
Improved administrative tools and techniques such as performance and 
program budgets (the author differentiates correctly between the two, p. 
139), accrual accounting methods, program auditing and review rather than. 
mere accountability, and others recommended by the several Hoover Com- 
missions are steps in the right direction toward more rational and intelligent 
governmental decision-making, but are not solutions in themselves. 

Rivalry, friction, and distrust between the executive and the legislative 
branches of our government have done much to retard efficient and effective 
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budgeting in this country. In the political area, “pork barrel” expenditures 
are “recognized aS an inevitable and at times a desirable device for re- 
shaping national policy” (p. 322). 

- While the author has considerable criticism of the Executive Office and 
Congress on budgetary and related matters, he has comparatively little to 
say on the deficiencies of the Budget Bureau, unlike Smithies, zhe Hoover 
Commissions, and others. 

An important feature of the book is the belief that federal budgeting 
should be integrated with fiscal and economic policy as it relates to eco- 
nomic stabilization and long range economic growth and development. For 
underdeveloped nations, considerable government planning for capital for- 
mation purposes is assumed necessary (p. 470), and mild inflation desirable 
as an investment stimulant (p. 473). The author believes that it “may be 
very nearly possible [to have the advantages oi inflation yet avoid the dis- 
advantages] as long as the rate of inflation is kept within narrow limits.” 
He suggests that “a 10% annual increase in the level of prices may lead to 
a serious misallocation of resources” whereas “a 5% annual rate may pro- 
vide the necessary stimulus to investment and the encouragement to in- 
creased employment of available resources.”’ The latter rate sounds like a 
lot of inflation to this reviewer. 

The author makes a misstatemen:,’ or perhaps it is a misprint (p. 471), 
where he says “very often, external economies can be prevented for both 
the public and private sector by additions to social capital,” because he 
mentions improved roads and rail transport as examples. Obviously he must 
mean that either external economies can be achieved or external disecono- 
mies avoided by additions to social capital. 

- The book is well written and documented, and it makes a valuable addi- 
tion to the literature on the subject. 

ERVIN K. ZINGLER 

Universtiy of Houston 


Treasury Control: The Co-ordination of Financial and Economic Policy in 
Great Britain. By SAMUEL H. Breer. (New York: Oxford University 
Press. 1956. Pp. vii, 138. $2.40.) 


This little book, written by a professor of government, examines the 
machinery whereby the Treasury controls the financial and economic policy 
of the British government. The emphasis throughout is on the official, 
committee, department, or other agency whereby Treasury pressure is 
exerted, together with the associated frame of governmental organization, 
constitutional underpinning, statutory provision, and custom or accepted 
tradition. Thus little or nothing is said about the substance of the existing 
financial and economic policies and the reasons for their adoption. Means, 
not matter, are stressed. The underlying information was obtained chiefly 
by conversation with informed persons, most of them in the civil service. 

The organization of the Treasury is indicated in a brief chapter, which 
is succeeded by longer chapters on the coordination of financial policy, the 
coordination of economic policy, and the nature of the Treasury’s power. 
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The Treasury functions through five “sides,” those of Establishments, 
Supply, Home Finance, Overseas Finance, and Economic Affairs. Although 
the work of all these organizations bears some relation to financial and 
economic policy, that of Supply and of Economic Affairs is the most 
relevant. 

The coordination of financial policy with respect to expenditures is the 
responsibility of the Supply “side.” The divisions in that branch of the 
Treasury seek to achieve a balance in the programs of the public services, 
thereby preventing extravagance in some offerings and parsimony in others. 
This control is exercised through the requirement of prior approval. No 
department may vary any activity that has a financial aspect without 
first obtaining the approval of the proper Treasury officials. The Treasury 
also has the opportunity to criticize new proposals before they become 
cabinet policy. Through these two powers the influence of the Treasury 
is continually being applied. The officials of Supply are in daily or weekly 
touch with their counterparts in the operating agencies. 

In the British government an executive is much more free of legislative 
control than in the American. He may, for example, even incur liabilities 
not already covered by an appropriation. Thus the Treasury powers are 
an important safeguard against abuses. Yet, singularly, these powers are 
founded, in the main, not on statutory enactment but on tradition. 

Organization for purposes of economic policy is younger than for pur- 
poses of financial policy. This is, of course, particularly true of economic 
policy with a Keynesian emphasis. The present arrangement for the co- 
ordination of economic policy, which emerged from earlier provisicns, dates 
only from 1947. In that year the Central Economic Planning Staff was 
transferred to the “side” of Economic Affairs in the Treasury. Tke CEPS, 
a small agency, has a professional membership composed almost exclu- 
sively of administrators. The chief is zhe deputy to the Permanent Secre- 
tary of the Treasury. The principal officials are four or five Assistant Secre- 
taries and three Under Secretaries. Only one economist is employed. The 
staff relies on the economic section of the Cabinet Office for economic 
counsel. 

Despite its name, the Central Econcmic Planning Staf is not a planning 
body. Its functions rather are to keep the economic affairs of the nation 
under surveillance and to assist the agencies that make official decisions. 
The CEPS provides a forum where the views of the departments that deal 
with economic problems can be presented, brought together, and if possible 
shaped into some form of agreement. 

The power of the Treasury, according to Beer, is not that of command. 
The Treasury gives no orders either to do or not to do. Its will, rather, is 
made known through consultations. Even the requirement of prior ap- 
proval cannot be enforced. A dissenting minister can appeal to the Cabinet 
in which he and the Chancellor of the Exchequer are members. Yet the 
Treasury does have power in the serse that its decisions are commonly 
accepted. That power rests less on the Iormal responsibilities with which 
the Treasury is charged than upon the nature of the civil service and the 
position of the Chancellor under the Eritish Constitution. There Is coordi- 
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nation, and there is enforcement of policy under the plural executive, 
largely because “there is in British government at the official level a strong 
tendency to reach agreement and, when conflicts occur, to find as quickly 
as possible a generally acceptable solution.” 

The Chancellor of the Exchequer usually occupies a pre-eminent position 
in the Cabinet. He is a member of the inner Cabinet and often is regarded 
as next in line to the leadership of the party. This position gives his depart- 
ment great authority. That authority is strengthened by the parliamentary 
practice, stemming from deep historical roots, of making appropriations, 
not to departments, but to Her Majesty. The money, having been granted 
to the Queen, cannot be expended until she so directs. This is done by a 
royal order to the Treasury, which thereupon places that departmert in a 
strategic position with respect to expenditures. 

M. SLADE KENDRICK 
Cornell University 


International Economics 


Sterling: Its Meaning in World Finance. By Jupp Pork. (New York: 
Harper & Bros., for Council on Foreign Relations. 1956. Pp. xvi, 286. 
$3.75.) 


... the Commonwealth rests on a moral idea, and in that ideal of co- 
operation between races and creeds lies the best hope for the world’s future. 
But the Commonwealth’s unity also depends on such material things as 
the sterling area (on whose reserves virtually all members depend)....” 
It is from this viewpoint, expressed in the New Commonwealth (September 
17, 1956), that one should examine this study by Judd Polk for the Coun- 
cil on Foreign Relations. The book’s purpose is to provide descriptive infor- 
mation and analysis bearing on the question of whether sterling arrange- ` 
ments are beneficial to its members and whether external arrangements are 
beneficial to nonmembers, particularly to the United States. No firm con- 
clusion is set forth, but the arguments are valuabie and can be readily fol- 
lowed by the neophyte; the work is not theoretical. 

The reader is left with a picture of the independent members of the 
sterling area and of the dependent overseas territories growing in economic 
importance and tending to throw off the dominance of the United Kingdom, 
as Canada did, unless the Metropole (U.K.) can restore sterling to its his- 
torical role as a world currency or strengthen the regional ties of members 
of the area. Mr. Polk considers that the latter is the more likely alterna- 
tive. He does not accept the thesis that the sterling area and the Empire are. 
breaking up and that the repeated crises are the death-throes of British in- 
fluence which will relegate sterling to the position of a national currency 
only. Rather, he sees Britain’s (and the area’s) problems as part of the post- 
war adjustment and of the long-run structural adjustments which are and 
will be required, as developing economies grow. 

Polk examines the postwar problems which faced Britain and the system 
of controls used to relieve the several reserve crises. He then analyzes the 
conditions requisite to the U.K. performing the function of a financial cen- 
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ter in an appropriate fashion, pointing out that a prime requisite is the 
ability to provide capital. The U.K. kalance-of-payments developments are 
examined to determine this ability. He stresses the key role of the Anglo- 
American Financial Agreement as the projected foundation for a return of 
sterling to its pre-1914 role. He accepts the argument advanced by others 
that the key failure was in British inzernal financial policy, but his analysis 
of the entire gamut of forces causing the collapse of the experiment of con- 
vertibility in 1947 makes fascinating reading. 

Polk argues thet, rather than recovezing world-wide convertibility on a 
pre-1914 basis, sterling will probably p_ay an important role in a regional 
setting. He stresses the regional aspect on the grounds that financial policy 
of members of the sterling area will be cominated by considerations of high 
and stable employment and an expansion of production and that an in- 
adequate flow of international lendinz will not provide the enticement 
necessary to draw members away from regional consolidation. 

An important Dull on some of the independent members of the sterling 
area, in Polk’s view, is the shifting pattern of world trade. England ‘was 
previously important to these countries because of her dominance in trade 
and her large im>orts. While she is still a large importer, many of the In- 
ternational Sterling Area countries are inding better markets elsewhere and 
are building up their own reserves of gold and dollars. Despite this pull, 
inertia, he concludes, will probably keep these countries tied toa sterling for 
some time to come, | 

The dependent overseas territories are not only tied tighter to Engiand 
politically but a.so economically. Thcugh several of them are major sup- 
pliers of dollars to sterling-area reserves, they have not yet developed plans 
for economic growth which would assure effective use of these funds for 
themselves. As trey do, he argues, thei: net contributions to the reserve pool 
may decline. As the commodity s:ructure of their trade shifts out of the 
familiar colonial pattern and as they begin to set up independent currency 
systems within their economies, tneir dependence on Britain will also di- 
minish. A smaller dependence on sterling holdings for domestic financial 
purposes, a larger expenditure of foreign exchange earnings with economic 
growth, and a reduction of the special circumstances which have brought 
large earnings will alter the key role of the dependent overseas territories 
as net suppliers of dollars to the azea. The result might be changed if 
sterling-area suppliers could provide the goods which economic develop- 
ment in the DOTs would require. 

The relation of the dollar area to tre sterling area is examined in a chap- 
ter devoted to consideration of Cepression, dollar shortage, and discrimi- 
nation. The analysis of these prodlems is incisive. Polk is not certain that 
the sterling area must falter in the face of U.S. recession; the ‘disparate 
rates of productivity growth” argument as a cause of the dollar shortage is 
not a substantial one (Britain may well learn to compete in a variety of 
new industries); and “it is far fram clear that discriminatory trade policies 
actually provide very effective insulation unless they are carried to autarkic 
extremes.”? Contrary to the proposals repeatedly urged by Balogh involv- 
ing wider controls, Polk questions whether the need is not “fer margins that 
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will make temporary disturbances tolerable and for flexibility that will 
make each national economy responsive to the continuous process of 
change in the world economy.” . 

In his final chapter, Polk casts up the weaknesses of the sterling area 
against its strengths and examines the “American” case against the sterling 
area. He concludes that there are hopeful signs that the causes of postwar 
crises were temporary and that the relation of U.K. production to the 
amount of sterling outstanding is improving. Finally, he argues, America 
has viewed the sterling area too narrowly as a financial arrangement; since 
it underpins the Commonwealth, which encompasses a host of varied, surg- 
ing peoples in a peaceful association, it may be desirable to help strengthen 
its sterling base. 


J. N. BEHRMAN 
Washington and Lee University ; 


Modern International Commerce. By EDWARD E. PRATT. (New Mork: Allyn 
and Bacon. 1956. Pp. xv, 677. $6.50.) 


The purpose of this book is to describe the practical operating details of 
the business of foreign trade. Except for comments in the first and last 
chapters (which are unrelated to the main body of the text), the book is al- 
most entirely concerned with procedures and techniques of business organi- 
zations engaged in foreign trade and services. Export trade receives much 
more attention than import trade because, in Professor Pratt’s view, 1m- 
ports commonly enter into conventional channels of trade once they are 
inside the United States, while the export function often reaches all the way 
from the point of production to the point of consumption. 

Marketing is heavily emphasized in this book. A recurrent theme is that 
American business methods, especially in marketing, are steadily being ex- 
tended throughout the world, that methods successful in the United States 
will, with some adaptations, also prove successful in foreign markets, and 
that American firms can greatly expand their foreign operations. Although 
export marketing is stressed, other subjects receive considerable attention. 
Three chapters are devoted to finance, two to import procedures, and one 
each to services, documentation and law. 

In his treatment of all these matters, Pratt is writing for the practitioner. 
His descriptions of specific techniques are authoritative, accurate, and use- 
ful, but in his discussions of broader aspects of business policy the attempt 
to furnish similar detail sometimes results in assertion of the obvious. This 
is relieved, Eowever, by numerous illustrations drawn from the author’ S 
rich knowledge of the experience of U.S. firms. 

On the whole the book js a good reference manual for persons actively 
engaged in trade, but it is not of much interest to economists cr general 
readers, Much of the book bears a marked resemblance to the Foreign Trade 
Handbook, although the latter is much more comprehensive. 


James C. INGRAM. 
University of North Carolina 


1 E. E. Pratt, Foreign Trade Handbook, 3rd ed. (Chicago, 1952). 


212 THE AMERICAN ECONOMIC REVIEW 


Industrial Organization; Government and 
Business; Industry Studies 


Demokratie und Monopol in den Vereinigten Staaten von Amerika. By 
THEeopor Kuur. (Bad Nauheim: Vita-Verlag. 1954. Pp. 172.) 


A book on American antitrust problems written by a German for Ger-, 
mans provides an opportunity for American students “to see ourselves as 
others see us.” The book is also of interest as a sample of German academic 
thinking in the field of competition and monopoly. 

The author is a long-time advocaze of vigorous aniitrust policies. His 
present work is a revision of one that appeared in 1934, and he has written 
extensively on monopoly problems. While he enjoys the intellectual com- 
panionship of the small school of German “neoliberals,” he must find life 
frustrating in the traditional stronghold of “protrust” policies, where the 
steel and banking combines, so laboribusly broken up by the allies, are now 
reconcentrating apace, and antitrust legislation, after years of debate, has 
risen to the dizzy heights of making some monopolistic agreements un- 
enforceable in the courts. 

Kuhr bases his opposition to monopoly on “‘Christian natural law” from 
which a respect for freedom and equelity is said to flow. He attributes the 
vigor of American antitrust policy (which he wishes the Germans to emu- 
late) to the British common law tradition and the legislative role it assigns 
to the judge, whom he assumes to be, typically, a member of an elite im- 
bued with the spirit of ‘Christian natural law.” Conversely, the absence of 
effective antimonopoly policy in Continental Europe is attributed to the 
tradition of Roman law, and the subcrdinate position of the judge as a mere 
interpreter of statutes. 

These legal-philosophical reflections occupy only a few pages in the first 
and last chapters of the book. The bulk of it is devoted to a description and 
discussion of the administration of the United States antitrust laws. The 
discussion is based on secondary scurces, and the criteria governing the 
selection of cases and the distribution of emphasis are not easy to detect. 
Nearly 30 pages, out of 75, are devoted to resale price maintenance, but of 
these only three paragraphs (plus some footnotes) to the Miller-Tydings 
Act and its aftermath, which is pushed aside as conflicting with the “log- 
ically consistent” stream of judicial decisions that are discussed in detail. 

In the following chapter there is a confused discussion of cut-throat com- 
petition and oligopoly, followed by a note on the evils of price rigidity and 
a review of statistical studies (all American) which are interpreted as sug- 
gesting that the largest firms do not have the lowest costs. 

This attempt to teach the German academic champions of monopoly the 
error of their ways is to be commended. It is unfortunate, however, that, 
the success of the venture is marred by a less than adequate command of 
economic history, economic theory and statistics, and (perhaps inevitably) 
an insufficiently critical approach to the secondary sources that are used. 
A few examples will illustrate these shortcomings. 

The economic superiority of the United States over Europe is ascribed 
“primarily” to its prompt response to the threat of monopoly “p. 31). The 
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author’s tendency to overestimate the economic impact of judicial anti- 
monopoly pronouncements leads him to say of the English common law 
tradition that, contrary to the claims of Marxism, “an idea, namely that 
of equality, determined the method of production through the centuries” 
(p. 156). 

Competition is said to depend on the existence of cost differences, and 
under conditions of oligopoly competition breaks down because there will 
be less difference in costs among a few large firms than among a large num- 
ber of small firms (pp. 68, 123-25). Kuhr also appears to be unaware of the 
distinction between (Mrs. Robinson’s) imperfect competition and oligopoly 
(p. 124). In the discussion of price rigidity no account is taken of the fact 
that the receipts of firms practicing price rigidity can be sources of effective 
demand. 

In support of the claim that the development of the rule of reason in 
merger cases was followed by “a growth of the concentration movement” 
(it is not made clear whether this means increasing concentration or more 
mergers) Kuhr cites figures illustrating high (but not increasing) con- 
centration, states the number of firms bought or merged from 1940 to 1947 
(with no comparative figures), and mentions the reduction in the number 
of firms between 1941 and 1943 (due, of course, to the war) with no refer- 
ence to the subsequent increase. There is no reference to the statistical stud- 
ies that have cast grave doubt on the thesis of increasing concentration 
(pp. 59-61). 

On the subject of the optimum size of firm the author reports that “by 
far the most important publication” is the Federal Trade Commission’s 
study on the “relative efficiency of large, medium-sized and small business” 
(the famous TNEC Monograph No. 13) which is Ciscussed in detail without 
reference to the severe critiques of its methods that have been published. 

In spite of the instances of loose reasoning and even some confusion, the 
book appears to be an improvement on much of the discussion that has sur- 
rounded the German antimonopoly bill. Kubr has set himself a task that 
could have been done better, but one should be gratefully surprised that 
it was done at all. 

G. RosENBLUIH 

Queen's Unirersity 


The Metropolitan Transportation Problem. By WitrreD Owen. (Washing- 
ton: The Brookings Institution. 1956. Pp. x, 301. $4.50.) 


Widespread concern with the problem of urban traffic congestion and 
other aspects of urban transportation makes the appearance of this volume 
an especially welcome event. Although urban transportation has deen ex- 
tensively discussed in both technical and popular periodical literature and 
in various specialized studies, the present volume, so far as the reviewer is 
aware, is the first to present a comprehensive and integrated analysis of the 
subject from the standpoints of transportation economics, public finance, 
and city planning. l 

In an introductory chapter the author points out that the problem of ur- 
ban traffic congestion antedates the automobile age, and he holds that the 
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“Basic causes appear to be excessive crowding of population anc economic 
activity into small areas of land and the disorderly arrangement of land 
uses that has maximized transportation requirements” (p. 8). Paradoxically, 
advances in transportation have méde possible this urban concentration 
and the latter now threatens to strangle the transporiation system which 
made it possible.: Transportation hes created many of the conditions that 
people strive to escape, but it has also provided the means of escaping them 
and therefore the means of avoiding solutions. And it has transported 
slums to the suburbs” (pp. 24-25). 

Evidence of failure to adapt to the heavy dependence upon private auto- 
mobiles for transportation in urban areas is found in the tardy and limited 
recognition of the fact that controlled-access highways are necessary for the 
safe and expeditious movement of h2avy traffic; in the permitting of ‘‘rib- 
bon” commercial development along main highways approaching urban 
areas, which has resulted in the creation of blighted areas and in making 
difficult or impossible the necessary <uture enlargement of the highways af- 
fected; and, in many states, the disproportionately small share of state high- 
way funds allocated to improvemerts in urban areas. The generally poor 
financial condition of the urban transit industry is said to arise largely from 
the fact that although the total volume of transit business has fallen 
sharply since the second world war the great bulk of the drop has been in 
off-peak hours, thereby intensifying the already serious peak-hour prob- 
lem. The conclusion is reached that efforts to improve urban transportation 
conditions have had only limited suczess because: (1) there has been no clear 
understanding of the relative roles which should be played by public and 
private transportation respectively; (2) sufficient funds cannot de obtained 
under current methods of finance; (3) no organizational arrangements have 
been established which have the necessary geographical coverage and 
which also provide for unified control of all types of transportation facilities 
within an area; and (4) the problem of congestion has been attacked pri- 
marily by efforts to enlarge facilities, with inadequate attention to control- 
ling the demand for such facilities. mt 

Owen maintains that the respective roles of automobiles and public. 
carriers in urban transportation are to a large extent complementary. “The 
urban transportation problem is in reality several different problems that 
vary in time and space. The advantages and disadvantages of public 
carrier and automobile transportation vary according to these differing 
circumstances” (p. 163). On the ore hand, he concludes that on the basis 
of relative cost and service characieristics “travel requirements and con- 
sumer choice will continue to favor the automobile” (p. 163), and that “‘in 
general the problem is motor transportation, ‘and increasingly automobile 
rather than public carrier transportation. Neither economic analysis nor 
transportation history suggests a return to public transportation on a 
scale that would be decisive” (pp. 252-53). However, public carriers will 
“continue to be an essential part of the transportation system in large 
metropolitan areas. .. . The principal task of transit will be to absorb home- 
to-work travel peaks. ... Public transportation will continue to play an 
important role in the older central business districts, and along high-den- 
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sity, home-to-work travel routes close to the center. In these circumstances, 
the limited capacity of downtown highway and parking facilities in major 
cities will continue to make extensive use of the automobile impossible at 
the peak” (p. 253). For mass transit, busses operating in separate lanes on 
controlled-access expressways are favored against rail facilities. “The bus 
avoids the high cost of an exclusive right-of-way, and it can serve essen- 
tially the same transportation patterns established by the automobile” 
(pp. 253-54). 

_ With respect to the question of financing urban transportation the 
key issue is said to be that of subsidy versus seli-support. The latter al- 
ternative is favored, primarily on the ground that municipalities usually 
do not have the resources to support transit out of general tax revenue and 
secondarily because user charges can serve to control the character and 
amount of transportation service demended. Owen favors revision of tran- 
sit fares so as to secure more adequate revenue from long-haul and peak- 
hour riders; higher parking charges to control downtown congestion; and 
the use of toll financing on urban expressways, both to insure revenues suf- 
ficient to provide the necessary facilities and to minimize nonessential peak- 
hour traffic. The interesting suggestion is made that the revenues from all 
forms of urban transportation be pooled and that a portion of the highway 
revenues be used to support improved peak-hour transit service, on the 
ground that the standby costs of the transit system should be borne at least 
in part by automobile users who resort to transit facilities only occasionally 
and at peak periods. Concluding chapters point out the need for unified 
control of all forms of urban transit, for areas of authority coterminous with 
metropolitan areas, and for community planning to check both overcon- 
centration of population in urban centers and the excessive sprawl in 
suburbs which has created slums and blighted areas. The relevance of this 
last point to national defense is also discussed. 

The volume contains a number of excellent photographs and there is also 
an appendix containing a comprehensive collection of statistical material, 
some of which is not easily accessible elsewhere. On the other hand, there is 
no bibliography, and the numerous footnote references fail to include the 
information which would enable interested readers to secure items not ob- 
tainable through ordinary channels. 

This is a well-written, timely, and important study which should prove 
to be of great interest to students of transportation and of city planning, 
and to many laymen as well. 

ROBERT W. HARBESON 

University of Illinois 


Public Control of Economic Enterprise. By HARoLD Koontz and RICHARD 
W. GABLE. (New York: McGraw-Hill. 1956. Pp. xii, 851. $7.00.) 

The authors of this book describe and analyze all aspects of governmen- 
tal economic regulation in the United States, not only the traditional regu- 
lation familiar in the transportation and public utility industries and in the 
enforcement of the antitrust laws, but also governmental action <o super- 
vise banks and investment trusts, to establish standards for security issues 
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and security and commodity exchanges, to influence the labor bargain, to 
aid business and agriculture, to promote economic stability, and even to 
manage the economy in war emergencies. 

Government intervention in economic affairs is warranted, according to 
the authors, when it increases total economic freedom or serves to safe- 
guard the functioning of the economy, as with respect to full employment, 
stable prosperity, and national defense. Public Control of Economic Enter- 
prise deals with the “‘rationale, lege] bases, techniques and etfects of con- 
trol, with as much attention as possible to the broader implications of con- 
trol” in each of the areas of government intervention which the authors 
discuss. 

Transportation, public utilities, antitrust enforcement, and labor are 
given somewhat fuller historical and topical treatment than is accorded to 
the other areas of control. The transportation section begins with a survey 
_ of the development of patterns of ccntrol and thereafter examines the regu- 
lation of rates, service, labor, finance, and combinations. This section deals 
primarily with the railroads, but some attention is also given tc trucks, the 
airlines, and water carriers. A very useful chapter reviews recent critiques 
of our national transportation policy, especially with respect to inconsisten- 
cies between regulation and promotion, the proper role of competition in a 
regulated industry, and management’s opportunities to achieve efficiency. 
The pros and cons of such fundamental policy recommendations as regional 
transportation monopolies are weighed, but the authors offer no personal 
solution for the transportation problem. 

While transportation regulation illustrates the pre-eminence of federal 
control, the regulation of public uti_ities shows a pattern of state regulation 
supplemented and supported by federal controls. “The results of public- 
utility rate regulation have been samewhat better than the results of regu- 
lating carrier rates, if the financial stability of the operating companies is 
used as the measure.” But the authors question the propriety of this meas- 
ure in view of the noncompetitive status of public utility companies. 

Maintaining competition presents four aspects of monopoly and the anti- 
trust problem—the decline of competition, attacks upon moncpoly and re- 
straints of trade, regulation of competitive practices, and special areas of 
trade regulation. The chapter on this last aspect gives attention to trade 
associations, resale price maintenance, patents and copyrights, basing- 
point pricing, and competitive practices relating to foods, drugs and cos- 
metics. The evidence of a decline in competition is, in general, well illus- 
trated, but space does not permit a development of the circumstances under 
which the enumerated restraints impair competition. The discussion of the 
attack upon monopoly and restréints and the regulation of competitive 
practices is necessarily developed in terms of leading court cases. The cases 
selected are appropriate, but their compressed presentation allows little 
scope for examining the multiple economic and competitive issues which 
arise in even the simpler cases. Incidentally, the Federal Trade Commission 
has not yet had an opportunity to zule on the legality of Pillsbury Mills’ ac- 
quisitions of Ballard & Ballard and the Duff Baking Mix Division of 
American Home Foods, and the astion of the Department of Justice rela- 
tive to the proposed merger of Bethlehem Steel Corporation and Youngs- 
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town Sheet & Tube Company was sean an ea advisory opinion (p 
369). 

The chapters on government regulation of banks, security issues, and 
security and commodity exchanges offer PREY analyses of evolving 
legislative patterns. 

The discussion of government controls in the labor field is one of the 
strongest sections of the book, dealing with such maiters as child labor, fair 
employment practices, wage and hour regulatiors, state and federal, health 
and safety regulation, unemployment insurance, collective bargaining, and 
regulation of management and labor relations. There are good ciscussions 
of the social and economic problems of labor and good appraisals of public 
policy in relation thereto. 

A discussion of General Aids to Business, in addition to making reference 
to basic legal and monetary institutions, considers special services to par- 
ticular industries (shipping, mining, etc.) and financial aids in the form of 
tariffs, credits, and subsidies. The historical review of government aids to 
agriculture undertakes no extended excursion into the economics of the farm 
problem. Government ownership of business is discussed in relation to the 
more important federal, state and local enterprises and the advantages and 
disadvantages, in this area of perennial debate, are impartially marshalled. 
The authors have performed a very useful service in showing how the gov- 
ernment corporation, which was developed to provide responsible manage- 
ment for public undertakings, has, in the federal field, been reduced to gen- 
eral impotence by successive legislative restrictions. 

Wartime controls and the Employment Act of 1946 provide the basis for 
a suggestive consideration of the general problems of over-all government 
management of the national economy. 

Public Conirol of Economic Enterprise offers for the college course in the 
economics of government regulation a comprehensive coverage of broad 
and diverse fields, a good historical perspective for the American scene, and 
a balanced consideration of the policy issues inherent in government action 
in economic affairs. Because the field is so vast, both in extent and in depth, 
all-inclusive textbook treatment, even where analytical, raises funda- 
mental questions about our teaching of economics. Is ıt possible to give 
students meaningful training in economic analysis through the medium of 
complex cases discussed in a sentence or in a paragraph? Does public eco- 
nomic regulation conform to such principles and standards as to provide a 
unifying factor in these diverse economic areas, such as justifies confining 
students to other peoples’ thoughts, or should students in such controver- 
sial areas be compelled to analyze problems for themselves and to arrive at 
their own judgments, even though these judgments be imperfect? Would 
the woulc-be economists mature more certainly and more surely if exposed 
to larger doses of the complex problems in particular areas of government 
intervention in economic affairs? The very fact that the authors have ful- 
filled their assignment skillfully and comprehensively makes the reader 
aware that perhaps the ‘assignment—and the teaching needs which it 
serves—saould be re-examined. 

_Irston R. BARNES 

Washington, D.C. 
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‘Resource Productivity, Returns to Scale, and Farm Size. Edited by E. O. 
Heavy, G. L. Jounson, and L. 5. HARDIN. (Ames: Iowa State College 
Press. 1956. Pp. xi, 208. $3.50.) 


Covering some 200 lithoprinted pages, this book contains the proceedings 
of a conference called by the North Central Farm Management Research 
Committee on Farm Scale and’ Resource Productivity in Chicago, October 
19 and 20, 1954. Twenty-five authors contributed two introductions, 22 
papers, and 7 discussions. 

Primary emphasis is on the estimation of production functions (usually 
Cobb-Douglas) and their subsequent use in farm budgeting, linear program- 
ming, estimating marginal productivity and elasticity coefficients, deter- 
mining optimum size of farm firms, and comparing actual with optimal farm 
organization. Topics covered include relevant aspects of economic theory, 
problems arising from managerial processes, institutional considerations, 
the selection of algebraic form of function, some sampling considerations, 
the specification of statistical mode! (single equation vs. simultaneous equa- 
tions), and tests of significance. 

Additional topics include some. history of farm budgeting in zhe United 
States, research in farm size based on farm records and surveys, and a small 
section on individual and group values in farm management analysis. 

The stated objective of this publication is ‘‘to review some of the current 
thinking and research in the measurement of resource productivity in farm 
production” and ‘“‘to stimulate and aid productive thinking and research 
in this increasingly important area.” It has achieved its first objective and 
is likely to achieve the second, also. Much of the material presented, par- 
ticularly by Heady and Johnson, is a restatement of material already avail- 
able in their previous publications. This repetition was necessary, however, 
for the book to reflect “current thinking and research” in this area. On the 
other hand, a few papers present new techniques and variations of old tech- 
niques that have not been published previously. 

The pages-per-article ratio of 6.5 elready indicates that many topics are 
not adequately covered. Probably it is unfair to single out the eight-page 
chapter on the use of simultaneous equations to estimate production func- 
tions. The author would have been better advised to use the space allocated 
to him to explore more fully the relationships between the single-equation 
and simultaneous-equation approach and the conditions which make the 
former a special case of the latter rather than to introduce the technical 
jargon associated with computationa_ details. That such an exploration was 
needed is illustrated by the following chapter which seems to imply that the 
simultaneous-equation method should only be considered (and then re- 
jected) for multiple-enterprise farms. . 

Fortunately, here as well as elsewhere in the book, brief treatment is 
partially compensated by extensive useful references. Many reacers will be 
stimulated by these appetizers to stay for dinner. An additional important 
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reference in the area of simultaneous equations is A Statistical Sindy of Live- 
stock Production and Marketing by Clifford Hildreth and F. G. Jarrett. 

Several statistical procedures are illustrated or proposed with insufficient 
logical justification. On page 75, Heady derives what seem to be confidence- 
interval estimates of total returns from conservation (beyond those cur- 
rently attained) as a function of total capital investment. His method is to 
replace regression coefficients in the estimated function by their “upper and 
lower fiducial limits at a 5-per cent-ievel of probability.” The constant term, 
on the other hand, is not treated as a random variable, and the covariance 
between regression coefficients is ignored. a l 

On page 95, Johnson proposes that “purposive sampling” be used, that 
farms be selected “in such a way that the intercorrelations in the factor- 
factor dimensions are as near zero as possible and to maximize the variances 
in the factor dimensions. ...” While it is true that stratification is a useful 
tool in developing mcre powerful estimating procedures, this does not mean 
that random sampling within strata is no longer advisable. 

; James N. BOLES 
University of California, Berkeley 


Labor Economics 


Cross Purposes in Wage Policy. By R. G. Hawtrey. (London and New 
York: Longmans, Green and Co. 1955. Pp. x, 148. 7s 6d.) 


Mr. Hawtrey’s bóok is close to being a popular presentation of the prob- 
lems of monetary and wage policy in postwar Britain, although much of 
what he says has a general relevancy. The añalysis is sensitive and subtle, . 
at the same time eschewing theoretical detail, and the conclusions emerge 
with clarity. As one might expect the presentation ‘is a stylistic medel, but 
as one might not expect the book is presented in inexpensive paper-bound 
form. : T 

The author’s central point is that wage policy cannot be considered in a 
vacuum. Wage policy, domestic monetary policy, fiscal policy, and foreign 
exchange rates are all interdependent. The nature of their interdependence 
is unraveled in a critical account of British postwar policies in these areas. 
While British wage policies of the time receive their share of adverse com- 
ment, the principal barbs of the book are directed toward the monetary 
policies, defined broadly, that made those wage policies possible and even 
encouraged their adoption. 

Hawtrey argues that the British develuation in 1949 was really un- 
necessary in that British pricés were already sufficiently low. Although 
domestic wages had risen, despite official exhortations, the compensating 
effect of the increase in American wages wes overlooked. The devaluation 
accentuated overemployment, which rigorous monetary policy and less in- 
flationary government borrowing would have restrained.. 

Devaluation, however, was followed by domestic wage incréases which 
would have corrected the disequilibrium implicit in the new exchange rate 
had not American wages been rising at the time. Government, trade-union, 
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and arbitration officials have all attempted to hold down wages but, in the 
face of rank-and-file pressure, were effective mainly in 1949 only. The pres- 
sure for higher wages will continue as _ong as monetary policy encourages 
an expanding money supply. 

The 1949 devaluation committed the country to substantial wage and 
price increases, made all the greater by subsequent price rises in America. 
Lax credit policy failed to restrain these increases and excess government 
spending added to them. 


. monetary policy and fiscal policy combined could put an end to 
the pressure for rising wages which excess spending causes. Delicate 
handling would be needed to keep the middle path of full employment 
and to avoid any lapse either into inflationary overempioy mieni or into 
deflationary unemployment. (Pp. 131-32.) 


Wage policy is thus viewed as essentially secondary to, i.¢., made in a frame. 
work of, monetary and fiscal policy. 

As part of the development of his main theme Hawtrey makes a number 
of interesting observations on such questions as wages under competition, 
the cost of living and wages, wages and productivity, equal pay for equal 
work, etc. A very complete index is provided. 

FRANCIS S. Daopy 

Boston University 


Labor’s Wage Policies in the Twentieth Century. By JAMES S. YOUTSLER. (New 
York: Twayne Publishers, for Skidmore College. 1956. Pp. 344. $5.00.) 


This study is a further contribution to the growing literature on wage 
determination. The author sides with those economists who resist the effort 
to explain wages mainly in terms of conventional economic theory, and who 
prefer to approach the subject through the study of institutional behavior. 
He has chosen for his research a re-examination of trade union wage de- 
mands and of the institutional factors which have had some influence in 
their formulation. Although the study touches on a broad range of trade- 
union interests, the author’s primary concern is to call attention to the social 
and ethical considerations which affect trade-union wage behavior, and in 
particular to stress the influence of the “‘role of need.” 

The book is divided into five parts. The first is a short and critical review 
of conventional wage theories. The second and third parts are devoted to a 
chronological study of labor’s wage demands from 1900 to 1930, ard cf the 
wage policies of the American Federation of Labor and the Congress of In- 
dustrial Organizations from 1930 to 1953. The fourth and most substantial 
part of the work is a review of the wage Listory of a number of AFL and 
CIO affiliated unions! from the time of their inception to the present. , 


1 The unions whose policies are described are the following: International Ladies’ Garment 
Workers’ Union; The Amalgamated Clothing Workers of America; International Brotherhood 
of Pulp, Sulphite and Paper Mill Workers and International Brotherhood of Paper Makers; 
United Steelworkers of America; International Union United Automobile, Aircraft and Agri- 
cultural Implement Workers of America; The Textile Workers Union of America; United 
Electrical, Radio and Machine Workers of America; anc International Union of pce ces 
Radio and Machine Workers. 
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In the course of his work, the author has assembled a very substantial 
body of data drawn from many sources. The descriptions of labor’s demands 
have been painstakingly culled from trade union publications and conven- 
tion proceedings, arbitration and mediation decisions, and the records of 
collective bargaining negotiations. The author has also drawn on the find- 
ings of many of the more prominent investigazors in the field, such as Dun- 
lop, Millis and Montgomery, Ross, Levinson, Slichter, and Shultz and 
Myers, and has included a considerable amount of statistical material re- 
lating to wage rates, real earnings, and the extent to which workers have 
shared in productivity and national income. 

The author has given a detailed and interesting account of trade-union 
wage strategy in the face of changing circumstances. He has included under 
wage policy not only the unions striving for higher wages, but also tne at- 
tempts to secure shorter hours, to stabilize wage conditions, to set suitable 
wage standards, to extend fringe benefits, to achieve greater ‘industrial 
democracy” through collective bargaining and union-management coopera- 
tion, and to further the movement’s social objectives through legislation. 
The policies of the AFL and CIO are set iozth against the background of 
broad economic and social change and reveal the extent to which these 
bodies are concerned with over-all issues. The policies of the individual 
unions, on the other hand, are shown to be more responsive to conditions 
in their respective industries. 

The author has also included his views on a number of important ques- 
tions suggested by his materials. On the debatable subject of whether trade 
unions have succeeded in raising real earnings for their membership, the 
author argues that the stronger unions have had an important influence. It 
is also the author’s opinion that trade union activities taken as a whole have 
not adversely affected prices or employment, although he acknowledges 
that the gains of organized labor since 1946 may mave been partly at the 
expense of fixed-income groups. The union wage policy of equalization of 
wages on an industry-wide or regional basis is considered by the author as a 
step leading to increased union-managemert cooperation. The author also 
discusses the implications of the guarantezd wage from the point of view of 
its likely impact on the worker and the labor movement, the employer and 
the economy. , 

The descriptive material is well presented, but in the reviewer’s opinion 
the author does less well with his analysis. Of the many factors which have 
influenced trade-union decisions on wages, the emphasis throughout is on 
the workers’ “need.” Unfortunately, the concept of need is nowhere defined, 
and the author’s criteria of need seem to merge with more abstract con- 
siderations of what is a fair and equitable share. Moreover, while the data 
ts highly suggestive that unions do give consideration in their demands to 
factors of workers’ need, cost of living, and a more equitable sharing in na- 
tional income, the author gives no clue as to how the influence of these fac- 
tors can be evaluated. The reader is left to weigh the evidence for himself, 
and to draw his own conclusions. ` 

Although the book raises many interesting problems, it is essentially a 
survey. The author summarizes his materials skilfully, and has applied his 
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critical judgment to a number of important questions. The autkor himself 
finds, however, that the “amorphous masz of material and the length of 
the period covered in the study” make it difficult to present conclusions. 
The reviewer sympathizes with the autkor’s dilemma, but cannot help re- 
gretting the absence of a more well-defined analytical framework. 


AARON W. WARNER 
Columbia University 


Emergency Disputes and National Policy. Edized by IRVING BERNSTEIN, 
Harortp L. ENARSON and R. W. Frenc. (New York: Harper and 
Bros. 1955. Pp. xi, 271. $3.50.) ` 


The fifteenth in a series of the Industrial Relations Research Association 
publications, this book was written some eight years after the enactment of 
the National Labor Relations Act of 1947. This law, with its controversial 
Title II, National Emergency Provisions, came into being some two years 
after the 1945-46 postwar strike wave. Because of the cooling-off effect 
made possible by these intervening years, as well as by the almost assured 
unity of the American Federation of Labor and the Congress of Industrial 
Organizations, this dynamic study came into being at a most opportune 
time. | 

In their introduction, the editors define a national emergency dispute 
issue as “A nation-wide and industry-wide stoppage in a basic industry” 
which may “shut off goods or services vital to the health and safety cf mil- 
lions of people.” Despite this easily formulated definition, the ecitors are 
quick to point out that the “emergency problem provides an arena for a 
set of irreconcilable convictions” and “like most great policy questions in a 
democratic society, it is more readily framed than resolved.” This is an 
agreement to disagree, and seems to be the cnly thread of genera. concur- 
rence that is reiterated in each of the fifteen chapters, each one written by 
an expert, and each on one or the other side of the fence, or even perched 
comfortably right on top. 

The first part of the book, which is divided into three parts, answers the 
question, What is a national emergency dispute? G. H. Hildebrana dis- 
cusses “An Economic Definition of the Nationa: Emergency Dispute,” in 
which he analyzes the industries which now have—or haven’t-—~a potential 
to fall into this emergency category. Despite certain qualifications, he con- 
cludes that “optimism about the relatively small dimensions of the problem 
of national emergency strikes still seems warranted for the present pe- 
riod....’’ Irving Bernstein, who writes bout the. “Economic Impact of 
Strikes in Key Industries,” notes that “onl: three of fifty-one highly union- 
ized industries in the United States have a national emergency potential: 
coal, steel, and railroads” and that the “results leave little doubt that the 
national emergency problem, in so far as it is economic in character, has 
been much exaggerated.” H. L. Enarson, who describes in detail the steel 
strike of 1952, indicates that there is more than the economic side to an 
emergency dispute, by detailing the political and public-opinion aspects 
of the problem. Benjamin Aaron concludes the arst part of the kook by 
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disposing of the widely held misconception that such a dispute is a challenge 
to the authority of either the government or of other groups. 

Four authorities discuss the experience under the emergency provisions 
of the Taft-Hartley Law in the second part of the book. F. M. Kleiler ex- 
amines the “troubled industrial relations in the years immediately preced- 
ing 1947.” A. J. Goldberg and Jack Barbash, who describe how labor views 
the national emergency provisions, give certain criteria of values and tech- 
niques, in the light of which they indicate their own approach to the emer- 
gency problem. A. R. Heron, while insisting that there “is no such thing 
as an industry view,” gives certain criteria as the basis for his conclusion 
that “it is probable that most people in management look favorably on the 
present emergency provision.” F. C. Pierson elaborately evaluates the na- 
tional emergency provisions and proposes certain changes, but concludes 
that “the crux of the matter is the spirit in which the law is administered.” 

The concluding section of the book discusses the elements of a national 
policy. W. W. Wirtz, who discusses a wide choice of procedures for a solu- 
tion of the problem, urges the establishment of “a pattern for flexible ap- 
proach to emergency,” rather than “a single invariable set of compulsions.” 
J. K. Mann describes the “special disputes machinery devised for the 
atomic energy: field” and examines “its present relation to generalized na- 
tional labor policy.” R. W. Fleming, in his “Search for A Formula,” dis- 
cusses as proposals for the handling of emergency strikes the statutory 
strike, compulsory arbitration, and two specific situations, the pattern 
under the Virginia and Massachusetts laws, and emergency panels for spe- 
cific industries. Archibald Cox describes experience with seizure in emer- 
gency disputes, and in appraising its future possibilities concludes that 
“seizure alone would seldom be an effective solution” but that “it appears 
to have considerable psychological value.” Murray Edelman concludes this 
section as well as this most valuable book by discussing the part to be 
played by the different branches of government, executive, legislative, and 
judicial. In Appendix A, C. M. Rehmus discusses the twelve occasions in 
which the emergency machinery had been evoked up to the time of the writ- 
ing of the book. Appendix: B reproduces Title II of the National Labor 
Relations (Taft-Hartley) Act of 1947. These are very definite assets of the 
book. 

This volume is a valuable contribution towards the inon of a more 
applicable and widely accepted labor policy. 

C. Morris HOROWITZ 

Brooklyn College 


Lohnhöhe und Beschäftigung. By WILHELM KRELLE and Herz HALLER. 

_ (Berlin: Duncker & Humblot. 1955. Pp. 79. DM 6,60.) 

In this, the eleventh of a series of economic studies issued since 1949 
under the aegis of the Theoretische Ausschuss des Vereins für Sozialpolitik 
(Theory Committee of the Society for Social Policy), two of modern 
Germany’s outstanding academic economisis present somewhat contrast- 
ing, yet complemetary essays in wage theory. This slim volume also contains 
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the essence of the discussions provoked by the reading of these. essays at 
two committee meetings, in January 1953 and September 1954. 

In the first of the essays, Wilhelm Erelle is concerned with the influence 
of wage changes on prices and emptorment in the individual firm. An al- 
most nostalgic reference to an earlier state of theory in which all such ques- 
tions seemed settled by application of the marginal analysis of J. B. Clark 
and Béhm-Bawerk, correctly sets the stage for what follows. Essentially, 
despite protestations to the contrary, Krelle’s contribution represents a 
modernization of an old methdology, In answering such questions as the 
impact of wage changes in a firm upon employment in that firm, upon the 
price of the end-product, upon factor prices, or upon the prices of substitute 
and complementary products, his major departures from neoclassic doctrine 
are the introduction of many more variables and the replacement of the 
simpler mathematical techniques of ircremental analysis and simple ge- 
ometry with more sophisticated models utilizing differential calculus and 
modern geometry. Aside from the aesthetic satisfaction provided scholars, 
however, Krelle’s contribution is as aric for decision-making in the firm, at 
least from a positive point of view, as that of J. B. Clark. In this, Krelle’s 
performance is no different from that of many American model-builders 
whose stochastic equations offer mental exercise but no guides to policy. 
His conclusion, in agreement with Arthur Ross and Clark Kerr, thet there 
is no symmetry in the operation of a particular wage change, is supported 
by his mathematical demonstration. Hcwever, a more logical case for the 
same conclusion is made by Lloyd Reynolds in his textbook, Labor Eco- 
nomics and Labor Relations with less elegance but more persuasion. 

Of greater value is Krelle’s argument that the theoretical apparatus to 
date, because of its static nature, can offer only a means oi obtaining a de- 
terminate answer to the why of what already has happened. The prediction 
of consequences of a wage change under specified circumstances, according 
to him, will have to await the evolution of a dynamic theoretical apparatus. 

In contrast with the rigorous development and narrower focus of Krelle’s 
paper, that of Heinz Haller is philosophical, discursive and broad. No at- 
tempt is made by Haller to present theorems, principles or laws. Instead, 
he is concerned that economists take into account the realities thaż they 
too often have treated as temporary frictions. No effort is wasted in the 
construction of an incomplete model of the wage-employment relationship. 
Recognizing that timber must be transformed to lumber before a house 
may be built, Haller shapes a number of planks for use by examining per- 
sistent features of contemporary economic life which affect wage-setting 
and which determine the reactions of the economy to the wage levels set. 

Woven into the discussion are numerous interesting comments on vari- 
ous aspects of the work of Keynes, Lange, Patinkin, Pigou and Hansen 
among others. These comments, as well as an unashamedly partisan argu- 
ment for a doctrine of “social partnership” in industrial relations, are given 
as much prominence as any attempt to contribute to wage-employment 
theory. As a result, Haller’s essay merits actention more as a critique of ex- 
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tant theory from a special point of view than as a contribution to economic 
theory. i 

On the whole, this publication, as well as the others in the series issued 
under the same auspices, should prove of particular interes: to readers 
familiar with that trend in German economic thought, temporarily ar- 
rested in the Third Reich, which reflected the effort to give a broader social 
base to theory and thereby influence public .policy. These publications 
represent the renaissance of the tradition of the seemingly dissimilar yet 
basically associated social-policy approach of F. C. Miiller-Lyer, Fritz 
Karl Mann, Wilhelm Lexis and the like, and are indicative of a resurgence 
of German economic humanism. 

Lovis R. SALKEVER 
Stale University of New York 
New Paltz, N. Y. 


Industrial Relations in Australia. By KENNETH F. WALKER. (Cambridge: 
Harvard University Press. 1956. Pp. xviii, 375. $7.50.) 


Interest in labor management relations in Australia has understandably 
been focused on its unusual sixty years experience with conpulsory arbi- 
tration. Has this system protected the community against economic loss 
and inconvenience resulting from strikes? Has it contributəd to produc- 
tivity? What effect has it had on the unskilled and “least-well-off” workers? 

Kenneth F. Walker, professor ot psychology at the University of Western 
Australia, with ten years’ practical experience in the Australian Deparment 
of Labour and National Service, examines the social, economic, techno- 
logical, and political factors involved in this bold experiment. His book is an 
informative, well-written and up-to-date addition to the considerable list 
of books and articles on the subject. 

Case studies of seven industries—furniture, metal mining, meat slaugh- 
tering, coal mining, sheep raising, metal trades and stevedo-ing——comprise 
a major portion of the book and illustrate the varied pattern of industrial 
relations under a system of compulsory arbitration. For example, work 
stoppages are nonexistent in furniture but severe and frequent in coal 
mining and stevedoring. Mutual acceptance by union and employers is 
complete in metal trades and sheep raising but absent in stevedoring and 
coal mining. The role of an industrial tribunal is continuously important 
in meat slaughtering and coal mining, vital in sheep raising, important in 
stevedoring and of little importance in furniture and meta: trades. 

Walker suggests nine proximate determinants for this varied pattern: 
(a) effectiveness of direct action; (b) extent io which the umion attempts to 
penetrate managerial functions; (c) stability of organizazion among em- 
ployers and employees; (d) nature of the work and circumstances of em- 
ployment; (e) economic horizon of employees; (f) methods of management; 


1 For a recent bibliography see D. W. Oxnam, “Industrial Arbitrat-on in Australia: Its 
Effects on Wages and Unions,” Indus. Zab. Rel. Rev., July: 1956, TX, 610-28. 
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(g) common social and industrial background and interests of employers 
and employees; (h) personalities of union leaders, management and em- 
ployers’ association staff; and (i) ideological and political objectives. 

The analysis, despite Walker’s expertness and capability, suffers from ` 
vagueness. He has endeavored to view industrial relations as the interaction 
of a system of forces operating in a sozial framework at a particular time 
and place. Unfortunately the methods of measurement available for the 
interdisciplinary approach involving all of tke social sciences are still in- 
exact and the tools of investigation ar2 blunt. Walker recognizes the im- 
portance of testing the strength of the various forces and their functional 
relationships, but the means available are inadequate to the challenge. His 
major generalization, however, may tura irto a scientific bonanza. He con- 
cludes that the problems of productivity and work stoppages might be more 
carefully delineated by a complete knowledge of the market conditions and 
technology of various industries. 

Despite the very general nature of the results from existing and primitive . 
tools of analysis, Walker’s book supplements the information available 
from other sources. Compulsory arbitration in Australia has been a stimu- 
lus to the organization and improvement of working conditions of poorer 
workers. Strikes are frequent but short. Australia has an unusual proportion 
of activities that are centers of conflict the world over, particularly in coal 
mining and water transportation. Real wages have paralleled productivity, 
although cause and effect are not ascertainable. The influence of strong 
unionization and, a labor party are still imponderables. 

Walker’s study was not intended to arrive at a conclusion as to waether 
the United States should adopt compulsory arbitration. Yet the question 
inevitably comes to mind in the light of this most recent full investigation 
in another country. Today, nine out of ten union agreements in this country 
provide for some form of arbitration. Should these arrangements be 
formalized and made applicable to all? The general consensus of American 
experts appears to be that compulsion would not work here. When arbi- 
tration was made compulsory in Kansas in the 1920’s it failed; both unions 
and employers opposed the law and the United States Supreme Court held 
the law unconstitutional. 

MAXINE YAPLE WOOLSTON 

Bryn Mawr College 


Population; Welfare Programs; Standards of Living 


Social Security and Public Policy. By Evetink M. Burns (New York: 
- McGraw-Hill. 1956. Pp. xvi, 291. $5.50.) 

The main problems of a social security program can be stated very 
briefly.“Granted the policy objective of providing a minimum standard of 
living for all citizens, the following questions have to be put: What should 
this minimum be? Should state action be confined to helping individuals 
themselves to reach this minimum by some redistributory device, e.g. 
full employment, or should it extend to state provision of social services? 
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Granted state intervention, how should it be financed? How far will par- 
ticular methods of finance conform or conflict with other government 
policy objectives? Professor Burns has not provided her own answers to 
these questions, but she has ably summarized and discussed the answers 
provided by administrators, businesses and trade unions, and economists, 
not only in the United States, but in a considerable number of other coun- 
tries with widely differing social security programs. The result is a first-rate 
and exceedingly readable text aimed at the intelligent student; in fact, it is 
the only general textbook of its kind, and it is a welcome relief to tind such 
a book among the host of dreary summaries of the history of social security 
legislation which pass for inclusion in academic courses. 

The book is divided into four parts. In the first part, the author considers 
what problems arise in fixing the rate of social security benefits and what 
conditions should govern their receipt. Obviously these problems will be 
solved in very different ways in different economies, depending on the 
amount and distribution of real income, the prevailing causes of poverty, 
and the social attitudes of the public to these conditions. “Solved,” how- 
ever, is hardly the right word, as is clear from Mrs. Burns’ particularly en- 
lightening chapter on income guarantees and the willingness to work, be- 
cause the solutions are hampered by the peculiar difficulty of defining fun- 
damental concepts, such as “need,” “‘eligibility” and ‘“malingering.” How 
right she is to stress the lack of precise information about the effects of 
social security on economic incentives, and the need for continuous re- 
search, granted the ever-changing economic conditions in which social 
security programs are bound to operate. 

Part II of the book brings us to the consideration of the sources of in- 
come inadequacy and the forms of state intervention used to prevent 
poverty. Always the general issues are put before the reader, and he should 
be particularly impressed by the author’s restrained treatment of the prob- 
lems encountered in instituting a public medical service. The reviewer notes 
with satisfaction the parallel drawn on page 133 between the veteran’s 
health program in the United States and the hospital service in the United 
Kingdom! 

Part ITI, on the financing of social security programs, contains some 
shrewd analysis of the inevitable conflicts which arise between social- 
security alms and other government policies. To many foreign readers the 
sections on the economics of experience-raiing and the problems of inter- 
governmental cost-sharing will be of particular interest, while the discus- 
sion of the perennial questions of insurance taxation (for so it must be re- 
garded) and of reserve vs. current financing will provide a useful link be- 
tween a course on social security and one on the economics of public fi- 
pance. The reviewer did find that Mrs: Burns’ eclectic approach served 
her less well in the discussion of the incidence of social security taxes. It 
would have been useful to have distinguished between short- and long-run 
incidence of these taxes, and to have said something of the difficulties of ar- 
riving at any general conclusions which are independent of the particular 
budgetary assumptions made. The reviewer would also have liked to have 


228 THE AMERICAN ECONOMIC REVIEW 


seen some discussion of the economic problems facing social security 
schemes in countries with ageing populations. The work concludes with a 
short section on the administrative problems of social security. 

It only remains for the reviewer to congratulate the author for producing 
a work which will attract the student tc a neglected but important aspect 
of applied economics. 

ALAN T. PEACOCK 
University of Edinburgh 


American Social Legislation. By Joun D. Hogan and Francis A. J. [ANNI | 
(New York: Harper & Bros. 1956. Pp. xvi, 713. $6.50.) 


The role of social legislation in promoting the well-being of both society 
and the individual has been obscured by the continuous controversies as 
to the wisdom and desirability of certain legislative measures and their im- 
plementation. Social legislation is often ‘he result of social change. It is, 
however, also a producer of important social changes. In this latter respect 
it serves as a catalytic agent. The authors of ihis interesting work (also 
designed as a text) skillfully present a subject of vast import to the United 
States. Indeed, it would be no exaggeration to state that from the cradle 
to the grave the average American is now enwrapped in a thick layer of 
social legislation aimed at protecting him from the vicissitudes of a complex 
industrial civilization. 

Against the background of an analysis of the American social system, 
social thought and social movements, the authors devote a substantial 
portion of the book to problems arising from the growing dependence of 
the average employee. This results from an industrial process which is ever 
mutable, whose tempo is ever acceleratinz, and which shows no signs of 
slackening in the near future. A product of thorough research, the work 
devotes a great deal of attention to such topics as income security, social 
insurance and assistance, and labor legislation. It also traces the changing 
trends in family legislation, including that concerned with marital and 
parent-child relationships. From the abundant materials made availabie to 
the reader, one gains the impression that part of American social legis- 
lation is of high quality. but that the remzinder is characterized by over- 
lapping, confusion, and illogicality. 

Although the authors cover their material comprehensively, one notice- 
able gap concerns the relating of laws to the experience which led up to 
their passage. In all fairness to Hogan and Ianni, full coverage of this aspect 
would have required tremendous research. Nevertheless, the authors may 
not have made full use of available sources of information that shed light 
on the motivations, pressures, and causes accounting for the passage of 
specific acts of social legislation. As J. Ower. Stalson, in his Marketing Life 
Insurance, has pointed out (p. 314), “laws are generally produced as the 
result of some immediate agitation by an interested group—those who have 
been injured, those who seek to create a situation from which they may 
profit” and by other groups. These other groups include those inspired by 
humanitarian and altruistic considerations. 
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Another serious gap is the failure of the authors to analyze the costs of 
American social legislation. Revenues and expenditures cannot be ignored 
in evaluating the wisdom of specific measures of social legislation. Are costs 
rising? What proportion of governmental revenues are devoted to the ad- 
ministration of social legislation? How muck more can the taxpayer bear? 
Is there any limit in sight? The book undoubtedly would have profited 
from a consideration, in more or less detail, of this growing problem of 
costs. 

On the whole, the work fills the void of texthook material in a field which 
is fraught with enormous significance for the welfare of the ordinary Ameri- 
can. The volume, written in interesting fashicn and effective style, should 
serve as an useful introduction to those interested in pursuing further re- 
search in this area. 


HARRIS PROSCHANSKY 
New York, N. Y. 


TITLES OF NEW BOOKS 


Descriptive notes accompanying some of the fcllowing titles have been prepared by Pro- 
fessor I. L. Sharfman, of the University of Michigan. 


General Economics; Methodology 


Barre, R. Economie politique. Vol. IL. (Paris: Press2s Univ. de France. 1956. Pp. 768. 1.660 fr.) 

A text prepared specifically for the use of students in Instituts d'Études Politieues and 
candidates for la licence en droit. The present volume is concerned with the subject of distri- 
bution—in general, in a decentralized capitalistic 2conomy, and in a centralized collectivist 
economy. The first volume, by André Marchal, appeared earlier this year; but it has not been 
received. 


Bruxy, J. Le politique économique. (Paris: Presses Univ. de France. 1956. Pp. 128.) 


BLADEN, V. W. An introduction to political economy. Rév. ed. (Toronto: Univ. of Toronto Press. 
1956. Pp. viii, 319. $4.95.) 


Bye, R. T. AND BARNES, R. R. Questions and worzbook for Bye’s “Principles of economics.” 
Sth ed, (New York: Appleton-Century-Crofts. 1956. Pp. v, 310. $2.75.) 


EASTHAM, J. K., ed. Economic essays in commemoration of the Dundee School of Esonomics. 

(London: Economists’ Bookshop, Ltd., distrib. 1955. Pp. 103.) 

HALL, E. W. Modern science and human values—a study in the history of ideas. (New York: ` 

Van Nostrand. 1956, Pp. x, 483. $8.) 

“Tn tracing the achievement of modern scientific method, material has been drawn largely 
from the histories of dynamics and economics. It was thought wise to take a physical and a 
social science, and the actual choice in each area was dictated largely by the fact that it was in 
the chosen disciplines that the new method found its earliest attainment.” (From the intro- 
duction.) 


KNORR, K. The war potential of nations. (Princeton: Princeton Univ. Press, for Center of 
` Internat. Stud. 1956. Pp. viii, 310. $5.) 

“As a contribution to a theory of war potential, this book intends to explore and clarify the 
underlying tases of military power, to facilitate estimates of the comparative war potential 
of nations, and to identify some of the conditions which nations can manipulate in order to 
bolster their war potential. 

“The study is not restricted to economic or industrial war potential. The determinants of 
potential military power are divided into three broad categories: The Will to Fight, usually 
called ‘morale’; Administrative Capacity; and Economic Capacity. ...an attempt is made to 
show how these determinants of war potential interact.” (From the introductory chapter.) 
Korvisto, W. A. Principles and problems of medern economics. With Instructor’s manual. 

(New York: John Wiley. London: Chapman & Hall. 1957. Pp. xxi, 834. $6.) 

Monsy, D. L. Christianity and economic problems. (New York: St. Martinis. London: Mac- 
millan. 1955. Pp. ix, 290. $5.) 


PAULSEN, A. Allgemeine volkswirtschaftslehre. Vol. I, Grundlegung, Wiritschafiskreislauf. (Berlin: 
Walter de Gruyter. 1956. Pp. 138.) 


WHITTAKER, E. Economic analysis. (New York: John Wiley. London: Chapman & Hall. 
* 1956. Pp. xiii, 460. $6.50.) 
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Related Empirical Studies; History of Economic Thought 
Bret, B. Thécries contemporaines du profit—essat de micro et macroanalyses. (Paris: Lib. de 
Médicis. 1956. Pp. 302. 1.500 fr.) 


CARLSON, S. A study on the pure theory of production. Reprint o? Econ. classics ser. (New York: 
Kelley & Millman. 1956. Pp. vii, 128. $4.50.) 


ExserMANN, G, Die Grundlagen des Historismus in der deutschen National- ikonomie. (Stutt- 
gart: Ferdinand Enke. 1956. Pp. xv, 249. DM 25,—.) 
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Fanno, M. La teoria delle fisituasioni economiche. 2nd rev. . ed. (Turin: Unione er 
Ed. Torinese. 1956. Pp. xv, 487. L.-3.800.) . 


GEHRIG, H. Friedrich Lisi—and Deutschlands poitisch dhonomiscle einheit. ieee. Kole 
& Amelang. 1956. Pp. 450.) 


James, E. Histoire sommatre de la pense éconosnigués (Paris: Moniehiestion: 1956. Pp. 336. - 
1.320 fr.) 


KENDRICK, J. W. Productivity ronds—copit and labor. New York: Nat. Bur. Econ. Research. 
1956. Pp. 23. 50g.) 


KURHARA, K. K. Introduction to oiean dynamics. New York: Columbia Univ. Press. 
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RUGGLES, R. AND RuGG1es, N. D. National income aeons andi income anarysis. 2nd ad. (New 
York: McGraw-Hill. 1956. Pp. viii, 452. $6.50.) 
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- employment and technical progress in underdeveloped countries. (New ; York: Inst. of Pacific 
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ABBAS, S. A. An appraisal of Pakistan's first five year plan. (Groningen: J. B. Wolters, for 
Netherlands Econ. Inst., Div. Balanced Internat. Growth. 1956. Pp. 23. f. 1. 50; 


BENEAM, F. The Colombo Plan and other essays. (New York and bondon: Royal Inst. of Inter- 
nat. Affairs. 1956. Pp. viii, 89. $1.50.) 


Bman, A. M., BATCHURIN, A., and others. Econcmies-des démocraties NTETE (textes et 
analyses). 1, Profit et accumulation. Cahiers ser. G. (Paris: Inst. de Sci. Econ. Appliquée. 
1956. Pp. 43.) 

Bruton, H. J. A survey of recent contributions to the: hears of economic ‘growth. (Cambridge: 
Center for Internat. Stud., Mass. Insz. of Technology. 1956. Pp. 151.) 
Bow, L. T., ed. Problems of the Malayan economy. A-series of radio talks. Background to 

Malaya ser. no. 10. (Singapore: Donald Moore. 1956. Pp. 68. $2.) 

CHLEPNER, B. S. Cent ans @histoire sociale en Belgique. (Brussels: Inst. de Soc. Solvay. 1956. 
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GRUNER, E. Die Wirtschaftsverbinde in der Demokratie—oom Wachstum der Wirtschafts- 
pina im Schweizerischen Staat. (Erlenbach-Ztirich: Eugen Rentsch. 1956. Pp. 131. 
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HELBAOUI, Y. La E en ipai d'un pays sous-déoloppe (Paris: Lib. Gen. de Droit et 
de Jurisprudence. 1956. Pp. 305. 1.500 fr.) 
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Hussry, M. From merchants to “colour men’ —five generations of Samuel Wetherill’s white lead 
business. Research stud. XX XIX, (Philadelphia: Univ. of Pennsylvania Press, for Wharton 
School, 1956. Pp. xvi, 149. $5.) 

Innis, H. A. The fur trade in Canada—an introduction to Canadian economic iisiory. Rev. ed. 
(Toronto: Univ. of Toronto Press. 1956. Pp. 463. $5.50.) 

Jackson, J. C. AND Levitan, S. A. Selected materials an the economy of the South. Staff report 
prep. by the Legislative Reference Sec., Library of Congress, for the Senate Committee on 
Banking and Currency, 84th Cong., 2nd sess. (Washington: Supt. Docs. 1956. Pp. 100.) 

KING, J. K. Southeast Asia in perspective. (New York: Macmillan. 1956. Pp. xx, 309. 35.) 

Krrsy, E. 5. Contemporary China. (Hong Kong: Hong Kong Univ. Press. London: Oxford 
Univ. Press. 1955. Pp. 276. HK 25.; 30 s; $5.) 

LATOUCHE, R. Les origines de Paconawis occidentale (IV-IX ème siècle). (Paris: Albin Michel. 
1956. Pp. 436. 1.250 fr.) 

Meter, R. L. Science and economic development—new patterns of living. (Cambridge: Tech- 
nology Press, M.I.T., and New York: John Wiley. London: Chapman & Hall 1956. Pp. 
xviii, 266. $6.) 

MURANJAN, S. K. Reflections on economic growth cna progress. R. R. Kale Memorial Lectures 
1956. (Poona: Gokhale Inst. Politics and Econ. 1656. Pp. 24. Rs 1/—.; 1 s 6 d; 20¢.) 

Rweau, E. Essor et problèmes Pune région francaise—Howilléres et sidérurgie de Moselle. (Paris: 
Edit. Ourvriéres. 1956. 600 fr.) 

Roretro, G. Le costruzione economica sovieltica—formasione, siruttura, tendenze. Ser. II, Le 
superpotenze economiche. Vol. I. (Milan: A. Giufiré, for Ist. di Geografa Econ., Univ. di 
Trieste. 1955. Pp. xii, 294. L. 2.000.) 

Saint-GERMES. Economie algérienne. Vol. IV, Biblioth. de la Faculté de Droit d’Alger. (Paris: 
La Maison des Livres. 1956. 1.200 fr.) 

ScHULTZ, T. W. The economic test in Latin America. Eull. 35. Ithaca: New York State School 
Indus. and Lab. Relations, Cornell Univ. 1956. Pp. 30. 25¢.) 

Witan, T. S. The early history of the Russia Company, 1553-1603. (Manchester: Manchester 
Univ. Press. 1956. Pp. 295. 30 s.) 

ZINKIN, M. Development for free Asia. (Fair Lawn, N.J.: Essential Books, for Inst. of Pacific 
Relations. 1956. Pp. viii, 263. $4.50.) 

Contemporary Poland—society, politics, economy. Prelim. ed., 1955. Subcontractor’s monogr. 
HRAF-22 Chicago-16. (Chicago: Univ. of Chicago. for Human Relations Area Files, Inc. 
1956. Pp. v, 578, mimeo.) 

Desarrollo económico de Chile 1940-1956. (Santiago: Ecitorial Universitaria, for Inst. de Econ. 
de la Univ. de Chile. 1956. Pp. xviii, 210, xxvi.) 

L'espace économique francais. Special issue of Etudes e Conjoncture. (Paris: Presses Univ. de 
France. 1956. Pp. 262. 1.500 fr.) 

Niveaux de développement et politiques de croissance. No. 5, israel, Cahiers, ser. F. (Paris: Inst. 
Sci. Econ. Appliquée. [1956.] Pp. 92.) 

I problemi dello sviluppo economico con particolare riguardo alle aree arretrate. Univ. Cattolica 
del Sacro Cuore, n.s., LIV. Ist. di Sci. Econ. ser. IV. (Milan: “Vita e Pensiero.” 1956. Pp. 
430.) 

Scope and methods of the Central Planning Bureau, (The Hegue: Central Planning Ber. 1956. 
Pp. v, 88.) 


Statistical Methods; Econometrics; Social Accounting i 


ANDRIOT, J. L. U.S. Government statistics—guide and index. Pilot ed. (Arlington, Va.: Author. 
1956.) 
This is an important new reference tool on statistical services of the federal government. 
Part I, which is not as yet complete, lists statistical publications by title under the name of the 
issuing agency, describes contents, frequency of issuarce and period covered. Part IZ will 
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provide a detailed subject index. Three quarterly supplements are to be issued at periodic 

intervals to keep the data up to date. 

DAHLBERG, A. O. National income visualized—a graphic portrayal of how economic ectirity ts 
measured. (New York: Columbia Univ. Press. 1956. Pp. viii, 117. $3.50.) 

Deutscu, G. Relative national accounts. Tech. paper no. 4. (New York: Nat. Indus. Confer- 
ence Board. 1956. Pp. 43.) 

ILERSIC, A. R. Statistics and their application to commerce. Rev. 11th ed. (Fair Lawn, N.J.: 
Essential Books. London: H.F.L. [Publishers] Ltd. 1956. Pp. xii, 401. $4.; 25s.) 

NEISWANGER, W. A. Elementary statistical methods—as applied to business and econcmié data. 
Rev. ed. (New York: Macmillan. 1956. Pp. xx, 749. $6.90.) 

NEVI, E., ed. The social accounts of the Welsh economy—i948 to 1952. Welsh econ. stud. no. 1. 
(Cardiff: Univ. of Wales Press. 1956. Pp. xiv, 17. 3s 6d.) 

Prou, C. Méthodes de la comptabilité nationale francaise. Etud. et Mém. no. 28. (Paris: A- 
Colin. 1956. Pp. 240.) 

Smit, C. F. AnD Davs, G. R. Calculus for business and related fields. (Dubuque: Wm. C- 
Brown. 1956. Pp. vii, 103. $2.95.) 

The inter-industry flow of goods and services, Canada—1949. Ref. paper no. 72. (Ottawa: E. 
Cloutier, for Dominion Bur. Stat. 1956. Pp. 52. $1.) 

Personal income in Maryland. Stud. in bus. and econ., X(2). (College Park: Bur. Bus. and 
Econ. Research, Univ. of Maryland. 1956. Pp. 12.) 

Statistical abstract of the United States 1956. 77th anrual ed. Bur. Census, Dept. Commerce. 
(Washington: Supt. Docs. 1956. Pp. xvi, 1049. $3.75.) 


Economic Systems; Planning and Reform; Cooperation 


BaRRADAS, G. Scientific capitalism. (New York: Pageart Press. 1956. Pp. 276. $5.) 

BOARMAN, P. M. Der Christ und die Soziale Marktwirtschaft. (Stuttgart: W. Kohlhammer. 
1955. Pp. 130.) 

Decras, J., ed. The Communist International, 1919-1943, documents. Vol. I, 1959-1922. 
(London: Oxford Univ. Press, for Royal Inst. Internat. Affairs. 1956. Pp. 463. 55s.) 

SAPRE, N. B. The technique of planning in India. (Pocna: Author, 855 Shivajinagar, Poona; 
4, 1955. Pp. 171. Rs 3/8.) 


Business Fluctuations 


ABRAMSON, A. G. AND Mack, R. H. Business forecasting in practice—principles and cases. 
(New York: Wiley. London: Chapman & Hall. 1956. Pp. xiii, 275. $6.50.) 
SNYDER, R. M. Measuring business changes—a hcnadbook of significant business indicators. 
(New York: Wiley. 1955. Pp. 382.) 
Economic report of the President, transmitted to the Congress, Tanuiry 23, 1957 (Washing- 
ton Supt. Docs. 1957. Pp. xi, 200. 65c.) 


The gaps in our prosperity and needed changes in national economic policies to achieve full pros- 
perity for all. Stud. no. 4. (Washington: Conference on Econ. Progress. 1956. Pp. 95.) 


Money, Credit and Banking; Monetary Policy; Consumer 
Finance; Mortgage Credit 
BLOCH-LAINÉ, F., AND OTHERS. La zone franc. Biblioth. de la Sci. Econ. (Paris: Presses Univ. 
e de France. 1956. Pp. 512. 2.200 fr.) 
Bryant, W. R. Mortgage lending—fundamentals ard practices. (New York: McGraw-Hill. 
1956. Pp. xi, 375. $6.25.) 
CHABERT, A. Structure économique et théorie inde sea sur le comportement monétaire dans 
les pays sous-développés. Étud. et Mém. no. 30. "Paris: A. Colin. 1956. Pp. 318.) 
CROOME, H. Introduction to money. (London: Methuen. 1956. Pp. vii, 209. 10s 6d.) 
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FISHER, E. M. AND Rapxin, C. The Mutual Morigcge Insurance Fund—a study of the adequacy 
of its reserves and resources. (New York: Columbia Univ. Press. 1956. Pp. xvi, 162. $4.) 


FRIEDMAN, M., ed. Studies in the quantity theory of money. Essays by M. Friedman, P. Cagan, 
J. J. Klein, E. M. Lerner, R. T. Selden. (Chicazo: Univ. of Chicago Press, for Econ. Re- 
search Center, Univ. of Chicago. 1956. Pp. v, 265. $5.) 


Guies, J. AND Curtis, C. Institutional residenticl mortgage lending in Los Angeles County 
1946-1951—six significant years of mortgage lencing. (Los Angeles: Real Estate Research 
Program, Univ. of California. 1956. Pp. xv, 202.) 


GREBLER, L., BLANK, D. M. anp WINNICK, L. Copital formation in residential real estate— 
trends and prospects. Stud. in capital formation and financing no. 1. (Princeton: Princeton 
Univ. Press, for Nat. Bur. Econ. Research. 1956. Pp. xxx, 519. $10.) 


Jour, W. A. Schweizerische kreditanstalt 1856-1956—Hundert jahre im dienste der schweizerischen 
volkswirtschaft. (Zurich: Swiss Credit Bank. 1956. Pp. xv, 564.). 


LINDBERGER, L. Penningudrdeundersékningen. Pt. LI, Investeringsverksaimhet och sparande— 
balansproblem på lång och kort sikt. Statens Offer tliga Utredningar 19 0: 10. (Stockholm: 
Finansdepartementez. 1956. Pp. 267.) 


Meraner, J. E., Rowan, D. C., AND HOLDER, R. F. Developments in monetary policy. Econ. 
papers no. 2. (Sydney: Econ. Soc. of Australia and New Zealand. 1956. Pp. 63. 59¢.) 


Roosa, R. V. Federal Reserve operations in the money and government securities markets. (New 
York: Federal Reserve Bank of New York. 1956. >p. 108.) 


SHERWIN, S. F. Monetary policy in continental Western Europe—1944-1952. Wisconsin Com- 
merce stud. II(2). (Madison: Bur. Bus. Research and Service, Univ. of Wisconsin. 1956. 
Pp. iv, 311, $1.15.) 


Archivi sterici delle aziende di credito. Vols. I and II. (Rome: Assoc. Bancaria Italiana. 1956. 

Pp. 691; 309-+333 docs.) 

The book is in the nature of a guide to the archives of a number of Italian banks and 
should be of great interest to the student of the histor7 of Italian banking. In Volume II there 
are 333 pages of photographic reproductions of docum2nts selected from the archives. 
Compilation—federal and state laws relating to the reserves against deposits in banking institu- 

tions, Januory 1, 1956. (Washington: Board of Gov., Fed. Reserve System. 1956. Pp. 91.) 
Federal credit inion regulations. Hearing before the House Committee on Banking and Currency, 

84th Cong., 2nd sess., June 23, 1956. (Washington.: Supt. Decs. 1956. Pp; 16.) 

Study of banking laws legislative recommendations oy the federal supervisory agencies to the 

Senate Committee on Banking and nee October 12, 1956. eae Supt. Docs. 

1956. Pp. 212.) 


Public Finance ; Fiscal Policy 


GRIZIOTTI, B. Studi di scienga delle finanze e diritlo finanziario. Vols. I and II. (Milen: A. 

Giuffrè, for Ist. di Finanza, Univ. di Pavia. 1956. Pp. xl, 521; viii, 585. L. 3.000 ea.) 
Horzman, R. S. The tax on accumulated earnings. (New York: Ronald Press. 1956. Pp. vii, 

136. $10.) 

“The book was designed to show corporate executives, and their advisers, the tax conse- 
quences of accumulated earnings. Thorough analysis is made of the problem and of how to cope 
with it. This work is an extremely practical:one: it is not concerned with what the law was 
or what it should be. The presentation deals with this specialized tax that corporation execu-. 
tives must deal with now. The nature of the tax is firs: examined: who is vulnerable, when, 
and why. Next, every argument that has ever been raised in any litigated case to justify the 
retention of earnings is grouped and analyzed. ...” (From the preface.) 2 


LaurÉ, M. Traité de politique fiscale. (Paris: Presses Univ. de France. 1956. Pp. 425. 1.400 fr.) 


MARTIN, J.-P. Les finances publiques britanniques. (Paris: Lib. de Médicis. 1956. Pp. 232. 
1.500 fr.) l 

Parr, G. U. Teoria della condotta economica dello stato. (Milen: A, Giuffrè. 1955. Pp. xvi, 410. 
L. 2.500.) 
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Passet, R. Les subventions économiques et la lutte contre l'inflation. (Paris: Montchrestien. 
1956. Pp. 252. 2.000 fr.) 


Avskrioning og skaitlegging. (Depreciation and taxation.) Samfunnsgkon. stud. no. 5. (Oslo: 
Statistisk Sentralbyrå. 1956. Pp. 85.) 


Budget and accounting. Hecrings before a subcommittee of tae House Committee on Government 
Operations, 84th Cong., 2nd sess., on bills to improve governmental budgelinz and accounting 
methods. (Washington: Supt. Docs. 1956. Pp. 270.) 


Debt management advisory committees, Treasury Department. Hearings before a subcommittee of 
the House Committee on Government Operations, 84th Cong., 2nd sess., Jure 5 and 7, 1956, 
(Washington: Supt. Docs. 1956. Pp. 157.). 


Natura ed effetti economici di wv imposta sulle sociela’—atti del i convegno di studi, Roma 1955, 
(Milan: A. Giuffrè, for Soc. per lo Stud. dei Problem: Fiscali. 1955. Pp. xiv, 358. L. 2.000.) 


New sources of local revenue—report of a study group of tle Royal Institute of Fublic Admisistra- 
tion. (London: Allen & Unwin, 1956. Pp. 260. 25s.) 


International Economics 


BIDWELL, P. W. What the tariff means to American inds-stries. (New York: Harper, for Council 
on For. Relations. 1956. Pp. xvi, 304. $3.) 


CHENG, Y. K. Foreign trade and industrial development of China—an historical and integrated 
analysis through 1948. (Washington: Univ. Press of ‘Washington, D. C., for American Univ. 
and China Internat. Foundation. 1956. Pp. xi, 278. $7.) 


ELLIOTT, G. A. Tariff procedures and trade barriers—a study of indirect pi otection in Canada 
and the United States. (Toronto: Univ. of Toronto Press, for Canadian Inst. of Internat. 
Affairs. 1955. Pp. xiii, 293. $5.95.) 

GANGULI, B. N. India’s economic relations with the Far Eastern and Pacific countries in the pres- 
ent century. (Bombay : Orient Longmans, for Indian Council of World Affairs and Inst. of 
Pacific Relations. New York: Inst. of Pacific Relations. 1956. Pp. 348. $3.50.) 

An essentially historical and statistically descriptive review of India’s trade with the coun- 


tries and colonies of southeast Asia, with Japan, Chira, The Philippines, Canada, and the 
United States. 


Harevi, N. Estimates of Israels international transackons 1952-1954, (Jercsalem: Falk Project 
for Econ. Research in Israel. 1956. Pp. 139. $2.) 


HerwortH, S. R. Reporting foreign operations. Michigan bus. stud. XI). (Ann Arhor: Bur. 

of Bus. Research, Univ, of Michigan. 1956. Pp. v, 211. $3. 50.) 

“Tt will be the objective of this monograph to explore the major problem areas in connection 
with investment in foreign subsidiarjes and to suggesi accounting and ~eporting techniques 
which reflect current conditions and which are compatible with generally accepted accounting 
principles logically applied. The areas to which pacsticular attention will be devoted include 
the translation of foreign currency accounts into dollars, the measurement and significance of 
the gain or loss resulting from exchange rate movements, the forh ard impact of govern- 
mental restriction of international financial transact:ons, and the desirability of and techniques 


for fully or partially including foreign currency accounts in consolidated financial statements.” 
(From the preface.) 


Katz, S. I. Two approaches to the exchange-rate problem—the United Eingdom and Canada. 


Essays i in Internat. Fin. no. 26. (Princeton: Internat. Fin. Sec., Prinzeton Univ. 1956. Pp. 
19.) 


LADEMANN, J. Probleme des auswärtigen Realaustarschvertraltnisses. (Zurich: Polygraphischer. 
e 1956. Pp. 277.) 


Vienes, D. La communauté européenne du charbon et de l’acier. (Paris: Lib. Gén, de Droit et 
de Jurisprudence. 1956. Pp. 196. 1.300 fr.) 


Certain reports and proposals on foreign aid since L947, a Internat. Coop. Admin. 
1956. Pp. 104.) 


The common market to promote social prosperity- ésimé of the work of the Trd International 
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Conference of E.LE.C. and list of participants (Brussels, June 20th, 21st and 22nd, 1956). 
European League for Econ. Co-op. pub. no. 21, pub. no. 22 (in French). (Brussels; European 
League for Econ. Co-op. 1956. Pp. 42; 84.) 

Customs, tariffs, and reciprocal trade agreements—laws, executive orders, and procedural rules. 
Hearings before a subcommittee of the House Commztiee on Ways and Means, September 17, 
1956, (Washington: Supt. Docs. 1956. Pp. 52.) 

East-west trade. Hearing before the Permanent Subcommilice on Investigations of the House 
Commitiee on Government Operations, 84th Cong., 2nd zess., June 26, 1956. (Washington: 
Supt. Docs. 1956. Pp. 103.) l 

Economic expansion and its problems. 7th rept. (Paris: OEEC. 1956. Pp. 298.) 

Foreign grants and credits by the United States governinent—June 1956 quarter. (Washington: 
Dept. Commerce. 1956. Pp. iii, 84.) 

Government policy in respect of private foreign investment in Ceylon. By the Ceylon Ministry 
of Finance, presented to Parliament by M. D. H. Jayawardane, July 15, 1955. (Colombo: 
Govt. Press. 1955, Pp. 16.) , 

Les graphiques théoriques des analyses du commerce interrational. Cahiers hors sér. no. 3. (Paris: 

“Inst. de Sci. Econ. Appliquée, [1956.] Pp. 70.) . 

International banking and foreign trade—institutions, policies and practices in the Western 
Hemisphere. Lectures delivered at the Ninth Internat. Banking Summer Schcol, Rutgers 
Univ., July 1956. (London: Europa Pub., for Grac. School of Banking [Am. Bankers Assoc.]. 
and Inst. of Bankers. 1956. Pp. 261. $5.) 

Issues before the Eleventh General Assembly. (Includes 3 chapters on economic questions.) 
Internat. Conciliation no. 510. (New York: Carnegie Endowment for Internat. Peace. 
1956. Pp. 159, 25¢.) 

Organization for trade cooperation, Hearings before the House Committee on Ways and Means, 
84th Cong., 2nd sess., Mar. 1-16, 1956. (Washington: Supt. Docs, 1956. Pp. 1444.) 

Réglementation du commerce de Vor et des devises en France. Suppl. 17. (Basle: Bank for Internat. 
Settlements. 1956. Pp. var.) 

Report to Congress on the Mutual Security Progrem for the six months ended June 39, 1956. 
(Washington: Supt. Docs. 1956. Pp. 33.) 

Survey of east-west trade in 1955, Eighth report to Congress (Cast half of 1955) under Mutual 
Defense Assistance Control Act of 1951. (Washington: Supt. Docs. 1956. Pp. vi, 98. 35¢.) 

War claims and return of enemy assets. Hearings before a subcommittee of the House Committee 
on Interstate and Foreign Commerce, 84th Cong., 2nd sess. (Washington: Supt. Docs. 1956. 
Pp. 489.) 


Business Finance; Investment and Security Markets; Insurance 


Crom, W. L. Fiscal-year reporting for corporate income tax. Tech. paper 11. (New York: Nat. 
Bur. Econ. Research. 1956. Pp. 65. $1.25.) 

Kurr, C. A. Casualty insurance—an analysis of hesards, Jolicies, insurers and rates. 3rd ed. 
(New York: Ronald Press. 1956. Pp. xii, 635. $7.50.) 

McG, D. M., ed. The beneficiary in life insurance. Rev. ed. (Homewood: Irwin, for S. S. 
Huebner Foundation for Insur. Educ., Univ. of Pennsylvania. 1956. Pp. xx, 314. $5.) 

PFEFFER, I. Insurance and economic theory. (Homewood: Irwin, for S. S. Huebner Foundation 
for Insur. Educ., Univ. of Pennsylvania. 1956. Pp. xvi, 213. $4.) 

Puetps, C. W. The role of factoring in modern business Pnance. Stud. in commercial fin. no. 1. 
(Baltimore: Commercial Credit Co. 1956. Pp. 70.) 


Business Organization; Managerial Economics; Marketing; Accounting 


ALKJAER, E. Ungdommen på det danske marked—en anatyse af de 14-19-driges indvirkning pd 
Købe-og forbrugsvanerne. (The Danish teen-age market.) With an English summary. Skrifter 
fra Inst. for Salgsorg. og Reklame no. 21. (Copenhagen: Einar Harcks. 1956. Pp. 86. DKr. 10.) 
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ANTHONY, R. N. Management accounting—text and cases. (Homewood: Irwin. 1956. Pp. xv, 
511. $6.50.) 

BELL, H. F. Retail merchandise accounting. 2nd ed. (New York: Ronald Press. 1956. Pp. ix, 
473. $12.) 


Hewitt, C. M, Automobile franchise agreements. Stud. no. 39. (Homewood: Irwin, for Indiana 
Univ. School of Bus., Bur. Bus. Research. 1956. Pp. xili, 287. $6.) 


HucuH-Jonss, E. M., ed, The push-button world-—-auntomation today. (Norman: Univ. of Ckla- 
homa Press. 1956. Pp. ix, 158. $3.75.) 


KJAER-HANSEN, M. Selling costs and advertising ETRE in Scandinavia—an analysis and 
evaluation of the costs of commercial advertising in Denmark, Finland, Norway and Sweden. 
Pub. no. 1. (Copenhagen: Fed. of Nordic Marketing Assoc. 1956. Pp. 40.) 

SELEKMAN, S. K. AND SELEKMAN, B. M. Power and morality in a business society. (New York 
McGraw-Hill, 1956. Pp. ix, 192. $4.) 


THOLE, H. C. anp Grpzons, C. C., ed. Business action in a changing world. “Chicago: Public 

Admin. Service. 1956. Pp. ix, 319. $5.) 

“The readings in this book focus on some of the major trends and issues facing the manager 
of tomorrow and on the techniques which are likely to be most useful in managing a business 
during a period of rapid change. Special emphasis is placed on measures necessary to essure 
healthy growth and on measures necessary to prepare for periods of emergency, such as infla- 
tion or recession. There are selections on management planning and action which enable a 
company to influence to some extent the conditions under which it operates. Other selections 
deal with management’s role in adapting to economic changes over which it has little cor.trol.” 
(From the editors’ introductory statement.) 


Urwicx, L. F. The pattern of management. (Minneapolis: Univ. of Minnesota Press. 1956. 
Pp. vii, 100. $2.50.) 
Cost reduction. (London: Inst. Cost and Works Accountants. 1956. Pp. 49. 6s.) 


Industrial Organization; Government and Business; Industry Studies 


Bain, J. S. Barriers to new competition—their character and consequences in manufacturing in- 
dustries, (Cambridge: Harvard Univ. Press. 1956. Pp. xi, 329. $5.50.) 


BorrcHer, B. Industrielle Strukiurwanclungen im sowjetisch besetzten Gebiet Deutsc lands. 
Osteuropa-Inst. an der Freien Univ. Berlin, Wirtschaftswissen. verdffent. bd. 4. (Berlin: 
Duncker & Humblot. 1956. Pp. x, 134. DM 16,-.) 


BRICKER, J. W. The network monopoly. Rept. prep. for use of Senate Committee on Interstate 
and Foreign Commerce, 84th Cong., 2nd sess. (Washington: Supt. Docs. 1956. Pp. 27.) 

CLARK, M. G. The economics of Soviet steel. Russian Research Center stud. 25. (Cambridge: 
Harvard Univ. Press. 1956. Pp. xiv, 400. $7.50.) 


COCHRAN, C. L. AnD Ross, R. The case for competition in electric power. Pamph. no. 241. (New 
York: Public Affairs Pamphlets. 1956. Pp. 28. 25¢.) 


GERALD, J. E. The British press under government economic controls, (Minneapolis: Univ. of 
Minnesota Press. 1956. Pp. xiv, 235. $4.50.) 

Gorter, W. United States shipping policy. (New York: Harper, for Council on For. Relations. 
1956. Pp. xx, 230. $5.) 

Hatt, H. D. anp WRIGLEY, C. C. Studies of overseas supply. Civil hist. af second world war 
ser. (London: H.M. Stat. Off. and Longmans, Green. New York: British Information 
Services, Distrib. 1956. Pp. xi, 537. 37s 6d; $6.98.) l : 

Hanson, A. H., ed. Public enterprise—a study of its organisation and management in various 

+ countries. Based on documents prep. for a UN Seminar held in Rangoon, March 1954. 
(Brussels: Internat. Inst. of Admin. Sci. 1955. Pp. 530.) 

Harms, J. Our floundering fair irade—an inquiry and cese study. (New York: cau Press. 
1956. Pp. 141. $3.) 

HOLpcAMPER, F. R., comp. Records of the United Staies Shipping Board. Prelim, inventories 
no. 97. (Washington: Nat. Archives. 1956. Pp. vii, 165.) 
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Kworr, K. E. Nuclear energy in western Europe aad United States policy. Memo. no. 9. (Printce- 
ton: Center of Internat. Stud., Princeton Unir. 1956. Pp. 35.) 


Martin, R. C., ed. TV A—the first twenty years—a staff report. (University: Univ. of Alabama 
Press. Knoxville: Univ. of Tennessee Press. 1956. Pp. ziii, 282. $4.50.) 


Putts, W. G. The agricultural implement indusiry in Canada—a study of competition. 
Canadian stud. in econ. no. 7. (Toronto: Univ. of Toronto Press. 1956. Pp. xi, 208. $4.50.) 


REMOND, A. Etudes sur la circulation marchande en France aux 18° et 19° siècles. I, Lex prix des 
transports marchands de la Révolution au 1" Empire. (Paris: M. Rivière. 1956. Pp. 112. 
_ 400 fr.) 


Rout, E. The combined Food Boerd—a study in wartime international planning, (Stanford: 
Stanford Univ. Press. 1956, Pp. xiii, 385. $7.50.) 


Roo, M. Het Dagbladbedrif i in Nederland—een eeconomisch-Sociaal Beeld. (Leiden: Stenfert 
Kroese. 1956. Pp. ix, 601. f 30.) 


SAYERS, R. S. Financial policy 1939-45. Civil hist. of second world war ser. (Landon: H. M 
Stat. Off. and Longmans, Green. New York: British Information Services, distrib. 1956 
Pp. 608. $6.75.) 

SHARMA, S. L. Some trends of capitalist concentration in India. (Aligarh: P. C. Dwadash Shreni. 
'[1956.] Pp. tii, 223. 7s 6d.) 


TAYLOR, G. R. anp Nev, I. D. The American railroad network 1861-1890. “Cambridge: 

Harvard Univ. Press. 1956. Pp. viii, 113. $3.75.) 

This little volume deals intensively and in helpfally documented fashion with the physical 
integration of the American railroad net—with “tae conversion of the fragmented and non- 
unified railroads of 1860 into the relatively integrated network of three decades later.” The 
first five chapters, which are primarily the work of Professor Taylor, are devotec to a stock- 
taking, from the standpoint of integration, of United States and Canadian railroads as of 
April 1, 1861. The research findings are incorporated into an excellent large-scale map, in 
three parts (Canada, New England, and the Middle Atlantic States; Canada and the Mid- 
western States; and the Southern States), which is designed to replace “the railroad maps avail- 
able for the pre-Civil War years,” which are deemed to present “a-seriously misleading picture 
of the degree of physical integration of American railroads.” Because of the dominance of 
local interests, variations in gauge and lack of cornections between lines characterized the 
situation prior to the Civil War, so that the basic conditions essential to the development of 
through routes were for the most part wanting. The remairing four chapters, which are pri- 
marily the work of Professor Neu, trace the development of :ntegration—the process whereby 
“the uncoordinated railroad patchwork” of the earlier years was converted by 1890 into 
a “well-integrated network.” While the pressures of market expansion and related factors 
emphasized the need of physical integration of the repidly growing mileage, the adoption of a 
uniform gauge was the indispensable instrument for meeting this need. “The basic impcrtance 
of this development can hardly be over-estimated, for the adoption of a uniform gauge hastened 
the closing of gaps between railroad lines at important junction cities, encouraged interline 
agreements on such matters as through bills of lading and passenger tickets, the division of 
through rates, and the exchange of rolling stock , and soon made necessary the adoption of 
standardized braking and coupling equipment.” The prosecution of this fruitful inquiry was 
supported partly by the Joseph B. Eastman Foundation at Amherst and partly by the Com- 
mittee on Research in Economic Historv. 

LL.S. 


The aircraft industry. Hearings before Subcommittee No. 4 of the House Select Committee on 
Small Business; 84th Cong., 2nd sess., May 21-22, 1956, Los Angeles, and June 27-29, 1956, 
Washington, D.C. (Washington: Supt. Docs. 1956. Fp. 306.) : 

Atoms in business. Rept. no. 10. Prospects for atomic energy in-the South. Rept. no. 9, Uranium 
and the atomic industry. Rept. no. 11. (New. York: Atomic Industrial Forum. 1956. Pp. 152; 

~ 174; 183.) 


Automobile marketing practices. Hearings before a subcommittee of the Senate ‘Committee on 
Interstate-and Foreign Commerce, 84th Cong., 2nd sess. (Washington: Supt. Docs. 1956. v. 1.) 
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Baking in America. Vol. I, Economic development, by W. C. Panschar. Vol. Il, Market organi- 
galion and competition, by C. B. Slater. (Evanston: Northwestern Univ. Press. 1956. Pp. 
Xvi, 254; xviii, 458.) 

Civil Aeronautics Act amendments. Hearing before a subcommittee of the House Commiltice on 
Interstate and Foreign Commerce, 84th Cong., 2nd sess., July 12, 1956. (Washington: Supt, 
Docs. 1956. Pp. 56.) 


. Construction, operation, and testing of merchant ships. (Nuclear-powered merchant ship, Liberty 
ship conversion, and improvement of port facilities and cargo handling.) Hearing before the 
Senate Committee on Interstate and Foreign Commerce, 84th Cong., 2nd Sess., June 6, 1956. 
(Washington: Supt. Docs. 1956. Pp. 47.) 


Definition of “small business” unthin meaning of Small Business Act of 1953, as amended. Hear- 
ing before Subcommittee No. 2 of the House Select Committee on Small Business, 84th Cong., 
2nd sess., July 5, 1956. (Washington: Supt. Docs. 1956. Pp. 52). 


. Report of Subcommittee No. 2 on government procurement, disposal and loar cctirities to 
the H ouse Select Committee on Small Business, 84th Cong., 2nd sess. (Washirgton: Supt. 
Docs. 1956. Pp. 20.) 

Essai sur l'évolution du coût des grands barrages français. (Paris: Centre d’Etud. et de Mésures 
de Prod. 1956.) 

Federal Power Act, upstream benefits. Hearings before c subcommultee of the House Committee on 
Un-American Activities, dih Cong., nd sess., J une 27 and July 5, 1956. E 
Supt. Docs. 1956. Pp. 53.) 


The Great Lakes Basin. Hearings before a subcommittee of the Senate Coinmittee on Foreign 
Relations, 84th Cong., 2nd sess., August 27-30, 19£6. (Washington: Supt. Docs. 1956. Pp. 
172.) 

National highway progrem—Federal Aid Highway Ac! of 1956. Hearings before the Subcommit- 
tee on Roads of the House Committee on Public Works, 84ih Cong., 2nd sess., Feb. 7-—Mar. 5, 
1956. (Washington: Supt. Docs. 1956. Pp. 416.) 

Production and employment in the metal trades—the problem of regularisation. Stud. and rept. 
n.s. no. 44, (Geneva: Internat. Lab. OF, 1956. Pp. vi, 121, $1.25.) 

A review of direct and indirect types of subsidies witk special reference to cargo preference aid. 
(Washington: Dept. Commerce. 1956. Pp. 65.) , 

Selected references relating to Clayton Act, section 7 and the current merger problem. Spec. ref. 
list no. 3. (Washington: Library, Fed. Trade Comm. 1956. Pp. 9.) 

Statistics on federal antitrust activities. Staff report to the House Select Committee on Small 
Business, 84th Cong., Ist sess. (Washington: Supt. Docs. 1956. Pp. 6.) 

Twenty years of Robinson-Patman Act literature 1926-56. Spec. ref. list no. 4. (Washington: 
Fed. Trade Comm, 1956. Pp. 79.) 





Land Economics; Agricultural Economics; Economic Geography; Housing 


BAADE, F. Wellerndhrungswirtschaft. (Hamburg: Rəwohlt Taschenbuch. 1956. Pp. 17 
DM 1, 90.) 

BENEDICT, M. R. AND STINE, O. C. T he agricultural conrmodity programs—two decades of experi- 
ence. (N. ew York: Twentieth Century Fund. 1956. Pp. xliii, 510. $5.) 

DANDEKAR, V. M. Use of food surpluses for economic development. Pub. no. 33. (Poona: Gokhale 
Inst. Politics and Econ. 1956. Pp. xiv, 153. Rs 5/-.; 7s 6d; $1.10.) 

Durerr, W. A., FEDEIW, J. AND GUTTENBERG, S. Financial maturity—a guide to profitable 

. timber growing. USDA tech. bull. no. 1146. (Washington: Supt. Docs. 1956. Pp. 74.) 

Hepces, T. R. AND Srrron, G. R. Farm management manual—a guide io reorganizing a farm. 
(Palo Alto, Calif.: National Press. 1956. Pp. iv, 133. $3.) 

Isard, W. Location and space-economy—-a general theory relating to industrial location, market 


areas, land use, trade, and urban sirsucture. (Cambridge: Massachusetts Inst. of Fheenolegy 
New York: Wiley. London: Chapman & Hall. 1955. Pp. xix, 350. $8.75.) _ 
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Kazaxov, G. The Soviet peat indusiry. (Trans. bz G. Adashko.) Research Program on the 
USSR, research monogr. no. 1. (New York: Praeger. 1956. Pp. xvii, 245. $5.) 


LATIL, M. L'évolution du revenu agricole—les agriculteurs devant les exigences de la croissance 
économique et des luttes sociales. Etud. et mém. no. 29. (Paris: A. Colin. 1956. Pp. 378.) 


WALTER, F. La construction de logements en France en tant que probleme économique. With 
Notes complémentaires. Cahiers, hors sér. no. 4. (Caris: Inst. de Sci. Econ. Appliquée. 1955. 
Pp. 41.) . 

WEBSTER, H. H. An economic analysis of mine-tinber marketing in West Virginis. Station 
paper no. 84. (Upper Darby, Pa.: Northeastern Forest Experiment Sta. 1956. Pp. 24.) 


WILBRANDT, H. Die regulierung des Milchmarktes in der Schweis—W erden, Wesen, Problematik 
einer A grarvelorisation. Kieler stud. no. 40. (Kiel: Inst. f. Weltwirtschaft, Univ. Kiel. 1956. 
Pp. ix, 303. DM 25,-.) 

Coal. Hearings before the Special Subcommittee on Coal Research of the House Committee on 
Interior and Insular Affairs, 84ih Cong., 2nd sess., June 4, 6 and 19, 1956. (Washington: 
Supt. Docs, 1956. Pp. 164.) 


Conservation and development of water resources. Joiat hearings before the Senate Committee om 
Interior and Insular Affairs and the Commitiee on Public Works, 84th Cong., 2nd sess., 
July 6-9, 1956. (Washington: Supt. Docs. 1956. Pp. 106.) 

Housing investigation. Report of the House Committee on Banking and Currency, 84th Cong., 
2nd sess. (Washington: Supt. Docs. 1956. Pp. 111.) 

Israel agriculture~-1953/54. Rept. prep. by the Joint Planning Center for Agric. and Coloniza- 
tion and the Econ. Advisory Staff. (Hakryah: Govt. Printer. 1955. Pp. viii, 254. IL 2.500.) 

People, housing and rent control in Rochester. (New York: Temporary State Housing Rent 
Comm. 1956. Pp. 86.) 

Prospects of foreign disposal of domestic agriculture: surpluses. Staff stud. (Washington: Inter- 
agency Com. on Agric. Surplus Disposal. 1955. Pp. 112.) 

Purchase resale transactions of the Commodity Credit Cer poration. Hearings before a subcommittee 


of the House Committee on Government Operations, P4ih Cong., Ist sess., June 1, July 18-23, 
1955, (Washington: Supt. Docs. 1956. Pp. 537.} 


Labor Economics 


ABRUZZI, A. Work, workers and work measurement. (Mew York: Columbia Univ. Press. 1956. 
Pp. xvi, 318. $7.50.) l l 

BARBASH, J. The practice of unionism. (New York: Harper. 1956. Pp. xii, 465. $5.) 

BLUMENTHAL, W. M. Codetermination in the German steel industry—a report of experience. Re- 
search rept. no. 94. (Princeton: Indus. Relations Sec, Princeton Univ. 1956. Pp. 114. $3.50; 
paper, $3.) 

CHABERT, A. Les salaires dans Pindustrie francaise. (La métallurgie.) Etud. et mém. no. 26. 
(Paris: A. Colin. 1956. Pp. 244. 1.000 fr.) 

CROZIER, M. Petits fonctionnaires au travail. (Paris: C.N.R.S. 1956. Pp. 130. 640 fr.) 

FOENANDER, O. DER. Developments in the law governing workers compensation in Victoria, 
(Melbourne: Law Book Co, of Australasia Ltd. 1956. Pp. xvi, 146. 35s.) 

GUILBERT, M. AND ISAMBERT-JAMATI, V. Travail féminin et travail à domicile. (Paris: C.N.R.S- 
1956. Pp. 226. 1.000 fr.) 

Hormann, W. Die arbeitsverfassung der Sowjetunion. Volkswirtschaft. Schriften, vol. XXIL 
(Berlin: Duncker & Humblot. 1956. Pp. xvii, 542. DM 43,60.) 

Jaques, E. Measurement of responsibility—e study of work, payment and individual capacity. 
(Cambridge: Harvard Univ. Press. 1956. Pp. xiii, 143. $3.) 
This study, prepared by a British consulting social-analyst on the basis of his experience 

since late in 1952 with the Glacier Metal Company, a London engineering factory, concerns 

itself with the problem of “how to determine the appropriate payment and status for individ- 
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uals for the work they do.” It propounds the theory that the level of responsibility attaching 
to the holder of any job is centered in the discretion whica the individual must exercise therein; 
that this level of responsibility can be measured with reasonable precision and objectivity; 
that the maximum span of time during which indivicuals are required to rely upon their 
own discretion without having their judgments subjected to review provides such measurement; 
that the time-span of discretion constitutes the controlling basis of wage and salary demands, 
irrespective of the type oi work involved; that the recurrence of payment disputes springs 
from departures from this underlying but unrecognized element in the wage and salary struc- 
ture; and that the instant analysis “might be considered to suggest a possible route towards 
a systematic pattern of financial reward in relation to the level of work done.” While the study 
reflects a helpful blending of theoretical insight and practical detail, it is submitted by the 
author as “an interim report,” supplementing the earlier and more general report, prepared 
by the same author and dealing with the same company, which was published as The Chenging 
Culture of a Factory (London: Tavistock Publications, 1951). 
I.L.S. 


Kuun, A. Labor—institutions and economics. (New York: Rinehart. 1956. Pp. xx, 616. $6.50.) 


LipsET, S. M., Trow, M. A. AND COLEMAN, J. S. Unien democracy—the internal politics of the 

: re Typographical Union. (Glencoe, I.: Free Press. 1956. Pp. xxviii, 455. 

90.) 

This impressive book, with its thoroughgoing theoretical analysis and its large mass of 
empirical data, encompasses both less and more than its principle title, as set forth above, 
might suggest. Its subtitle, The Interna! Politics of the International Typographical Union, 
specifies expressly that it is a case study of a single trade union; but at the same time its 
avowed purpose is to explore the factors which impair or support democratic processes not 
only in ali labor unions but in private organizations ož all types. The problem of the distribu- 
tion of power as between such organizations and their members—with the wide acceptance 
of the so-called “iron law of oligarchy,” as developed by the German sociologist Robert 
Michels, in his Political Parties, originally published in 1911—is common to all vo_untary 
associations. “In few areas of political life,” it is asserted, “is the discrepancy between the 
formal juridical guarantees of democratic procedure and the actual practice of oligarcaic rule 
so marked as in private or voluntary crganizations such as trade unions, professional and 
business associations, veterans’ groups, and cooperatives. In fact, .. . almost all such organi- 
zations are characterized internally by the rule of a one-party oligarchy.” Accordingly, “ah 
understanding of the democracy of the ITU is only the proximate aim of the study....A 
larger objective . . . is to illuminate the processes that help maintain democracy in the great 
society by studying the processes of democracy in the small society of the ITU.” This organi- 
zation stands out as departing sharply from the prevailing oligarchic pattern. It is the only 
American trade union which maintains a two-party system, with regular organized opposition 
and complete slates of candidates in the election of sfficers of the international union and of 
most of the larger locals. These practices have prevailed since the beginning of the century; 
and because the parties have been of approximately equal strength since 1920, there have 
been frequent turnovers in both the international officers and in those of the important New 
York local during the past thirty-five years. In seeking to explain how and why the ITU has 
managed to maintain its system of democratic self-government so successfully, the authors 
examiné the political life of the organization from many standpoints. The study thus embraces: 
“the history of the unique two-party system; the bekavior of the union members, in and out of 
the shop; the way in which leaders are recruited; the reasons why their power over the union 
does not become absolute; the way members becomz2 interested in union politics, and the rea- 
sons why they are sufficiently concerned about the government of their union to keep it 
democratic.” The incisive performance of these tasks justifies the pronouncement of Clark 
Kerr, in his Foreword, that this study “is certainly the classic work to date in the general 
area of the internal processes of a union and the definitive study, perhaps for all foreseeable 
time, of the particular union under scrutiny, the International Typographical Union.” The 
material is soundly organized and effectively presented, with the aid of 79 figures and 39 
tables. There are also two appendices—one, a methodological note, and the other, the inter- 
view schedule used in the field work—which are enlightening and useful. The study is of inter- 
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disciplinary hamata, and should prove meaningful to economists and political scientists, 
as ve as to sociologists and: social psychologists. 
ILS, 

LOGAN, H. A. State intervention and assistance 4 in ccdlective bargaining—the Canadian ex; perience 

1943-1954.’ Canadian stud. in econ. no. 6. (Toronto: Univ. of Toronto Press. 1956. Pp. v, 

176. $3.) i 

This is the sixth volume in the Canadian Studier in Economics, sponsored by the Canadian 
Social Science Research Council and edited by V. W. Bladen. Its primary purpose is to describe 
the important governmental developments of the past ten or twelve years affecting labor rela- 
tions in ‘Canada against the background of the earlier and more limited experiments in this 
sphere. While the treatment embraces both dominion and provincial enactments, only 
Ontario and Quebec, among the provinces, are accorded any extended consideration. The 
dominion policies are set forth in the Wartime Lahor Relations Regulations incorporated in 
Privy Council Order 1003 of February 17, 1944 (reprinted as Appendix I), and in the Industrial 
Relations and Disputes Investigation Act of June 30, 1948 (reprinted as Appendix I). The 
analysis includes some attention to administrative applications of these enactments by the 
Labor Relations Boards, through presentation of some case material both in the text and in 
a special appendix, but chiefly for illustrative purp2ses rather than with any intent or effort 
at adequacy. In the concluding chapter, dealing with the significant issues that have emerged 
in connection with the labor relations legislation, some consideration is accorded to important . 
controversial matters; for the most part, however, the study confines itself to a straightforward 
and documented exposition of factual character. This little volume may well serve as a starting- 
point for more intensive research in various: ne 


LL.S. 
Navırr, P. Essaz sur 7 qualification du travail. (Paris: M. Rivière. 1956. Pp. 168.) 


ONG, S., chief contrib. Labor problems in Communist. China (to F ebruary 1953). Research 
memo no. 42, under contract with Human Resources Research Inst., Maxwell AFB, Ala- 
bama. Cackland AFB, Texas: Air Force Personnel and Training Research Center. ‘1955. 


Owen J. P. Whel's wrong with workmen’s compensation. Stud. in-bus. and econ. no. 4. Hous- 
ton: Bur. Bus. and Econ. Research, Univ: of Houston. 1956. Pp. 98. $1.) 


Romevr, J. Les salaires et les revenus du travail en Frence (195 6). (Paris: L’Observation Econ. 
1956. Pp. 64. 450 fr.} 


Wicuam, E. L. Trade unions. (New York: Oxford Driv: Press, 1956. Pp. 277. $1.20.) 


Witensky, H. L. Intellectuals in labor unions —orgamizational pressures on professional roles. 
- (Glencoe, 1l.: Free Press. 1956. Pp. xiii, 336. $6.) - 


Amending the Fair Labor Standards Act of 1938. Hearings béfore the Subcommittee on Labor of 
‘the Senate Committee on Labor and ve Welfare, &4th Cong., 2nd sess. (Washington: Supt. 
Docs. 1956. Pp. 758.) 


The American workers’ fact book 1956. Dept. Labor pub. (Washington: Supt. Docs. 1956. Pp. 
xv, 433. $1.50.) 


Automatic tecknology and its iesslications Selected annotated bibliography. BLS bull. 1198. 
(Washington: Supt. Docs. 1956. Pp. 78. 45¢.) 


Fair Labor Standards Aci. Hearings before a subcommittee of the House Committee on Education 
and Labor, 84th Cong., 2nd sess., July 19-20, 1956. (Washington: Supt. Docs. 1956. Pp. 116.) 


The grievance process—proceedings of a conference March 23-24, 1956. (East Lansing: Labor 
and Indus. Relations Center, Michigan State Univ. 1956. Pp. 102.) . 


Incentive wage systems a selected: annotated bibliography. (Princeton: Indus. Relations Sec., 
‘Princeton Univ. 1956. Pp. 20. 50¢.) 


M an-hours per unit of output in me baste steel industry, 1936-55. BLS bull. 1200: (Washington: 
+ Supt. Docs. 1956.) os 


Older workers under collective bargaining. Pt. I, by H. P. Cohany and others, Hiring, releni, 
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job termination. Pt. IL, by E. K. Rowe and D. M. Irwin, Health end insurance plans, pension 
plans. BLS bulls. 1199-1 and -2. (Washington: Supt. Docs. 1956. Pp. 30; 27.1 


Population; Welfare Programs; Standards of Living 


BENNETT, S. V. Unemployment and relief from the local government point of view. Upjohn Inst. 
for‘ Community Research rept. (Chicago: Public Admin. Service. 1956. Pp. 273.) 


BorneET, V. D. California social welfare—legis!ation, financing, services, statistics. Research 
stud., Commonwealth Club of California. (Englewood Cliffs: Prentice-Hall. 1956. Pp. 
xxiii, 524. $5.) 

BuQuET, L. L’ optimum de population. (Paris: Presses Univ. de France. 1956. Pp. 312. 1.000 fr.) 


CHOMBART DE LAUWE, P. La vie quotidienne des familles ouvrieres—recherches sur les comporte- 
ments sociaux de consommation. (Paris: C.N.R.S. 1956. Pp. 336. 1.000 fr.) 


SPENGLER, J. J. AND Duncan, O. D., ed. Population theory and policy—selected readings. 
(Glencoe, Ill.: Free Press. 1956. Pp. x, 522. $7.50.) 


SZCZEPANIK, E. F. The cost of living in Hong Kong. (Hong Kong: Hong Kong Univ. Press, 
1956. Pp. 28. $1.20.) 


Census atlas maps of Latin America—Greater Antilles. Prep, in coop. with Internat. Coop. 
Admin. (Washington: Bur. Census, Dept. Commerce. 1956. 7 maps. $1.) 


Characteristics of state public assistance plans under the Social Security Act. Soc. Sec. Admin. 
Public Assist. rept. no. 27. (Washington: Supt. Docs. 1956. Pp. 112.) 


Costo y condiciones de vida en San Salvador 1954, (San Salvador: Ministerio de Econ., El 
Salvador. 1956. Pp. 78.) 


International organizations in the social sciences—a'summary description of the structure and 
activities of non-governmental organizations in consultative relationship with Unesco and 
specialized in the social sciences. Repts. and papers in soc. sci. no. 5. (New York: Columbia 
Univ. Press. 1956. Pp. 99. 50¢.) 


Related Disciplines 


Brown, R. E. Charles Beard and the Constitution—a critical analysis of “An economic inter- 
pretation of the Constitution.” (Princeton: Frinceton Univ. Press. 1956. Pp. 219.) 


CaTTELL, J., ed. American men of science—a biographical directory. Vol. IC, The socia! and 
behavioral sciences. 9th ed. (New York: R. R. Bowker. 1956. Pp. xiii, 762. $20.) 
This volume, in the large part, contains new names and new fields not previously covered 
jn American men of science. 


Duncan, O. D., AND Reiss, A. J., Jr. Social characteristics of urban and rural communities 
1950. (New York: John Wiley, for Soc. Sci. Research Council and Bur. of Census. London: 
Chapman & Hall. 1956. Pp. xviii, 421. $6.50.) . 


FISHER, I. N. My father Irving Fisher. (New York: Comet Press. 1956. Pp. xv, 352. $4.50.) 


Hatz, R. K., AND Lauwerys, J. A., ed. Education and economics—the year book of education 
1956. Prep. under the auspices of the Univ. of London Inst. of Educ., and Teachers College, 
Columbia Univ. (Yonkers: World Book. 1956. Pp. xii, 595.) 

A collection of essays dealing with the economic aspects of education and the ecanomic 
consequences of educaticn. The following are some of the broad subjects considered: the 
demand for education, the acquisition and distribution of resources employed in education 
(acquiring resources—some historical and cése studies; the tax system; competing claims on 
economic resources and the reform of education), prablems of management (equality of 
opportunity in education; fiscal management; private agencies and supplementary services; 
teacher salaries), and socio-economic consequences and determinants. 


Kvan, H. W. AND Tucker, A. W., ed. Linear inequalities and related systems. Annals of 
Math. stud. no. 38. (Princeton: Princeton Univ. Press. 1956. Pp. xxi, 322. $5.) 


OSBORNE, A. K., comp. An encyclopaedia af the iron and steel industry. (New York: Philo- 
sophical Lib. 1956. Pp. xi, 558. $25.) 
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REDFORD, E. S., ed. Public administration and policy formation—studies in oil, ges, banking, 
river development, and corporate investigations. (Austin: Univ. of Texas Press. 1956. Pp. 319.) 

Topp, J. M., ed. Tke springs of morality—a Cathelic symposium. (With a chapter on economics 
by Colin Clark). (New York: Macmillan. 1956. Pp. vii, 327. $6.) 

Werraem, W. F. Indonesian society in transttion—a study of sociai change. (The Hague: 
W. van Hoeve Ltd. New York: Inst. Pacific Relations, distrib. 1956. Pp. xiv, 369. $5.) 

YANAGA, C. Japanese people and politics. (New York: John Wiley. London: Chapman & Hall. 
1956. Pp. ix, 408. $7.50.) 

Yearbook of the United Nations—-1955, UN pub. 1956.1.20. (New York: Columbia Univ. 
Press, 1956. Pp. x, 556. $10.50.) 
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General Economics; Methodology 


ÅKERMAN, J. Kunna ekonomiska teorier kompletteras? Nationalgk. Tids., 1956, XCIV (4). Pp. 9. 


Baciorri, T. I compiti dell’ economista in un’allocuzione del Santo Padre. (With Engish sum- 
Mary.) Riv. Internaz. di Sci. Econ. e Com., Sept. 1956. Pp. 13. 


ELLSBERG, D, Theory of the reluctant duelist. Am. Econ. Rev., Dec. 1956. Pp. 15. 
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a symposium. Rev. Econ. Stat., Nov. 1956. Pp. 29. 


Prévost, R. Normes économiques et déterminations statistiques. Rev. Écon., Sept. 1956. Pp. 13. 


SURÁNYI-UNGER, T. Metamorphoses of ihe Soviet textbook on economics. (A review article.) 
Am. Econ, Rev., Dec. 1956. Pp. 10. 


Price and Allocation Theory; Income and Employment Theory; 
Related Empirical Studies; History of Economic Thought 
ALEXANDER, K. J. W. AND Spraos, J. Shift working: an application of the theory cf the firm. 

Quart. Jour. Econ., Nov. 1956. Pp. 10. 


AYMERICH, A. B. Pleno empleo y nivel de vida. (With English summary.) Cuadernos Inform. 
Econ. Soc., Dec, 1955-June 1956. Pp. 11. 

Bary, M. J. A generalized comparative statics in linear programming. Rev. Econ. Stud., 
1955-56, XXIII (3). Pp. 5. 

BARNEA, J. National income, capital formation and nalural resources. Kyklos, 1956, IX (3). 
Pp. 12. 


BECKMANN, M. J. Comparative statics in linear programming and the Giffen paradox. Rev. 
Econ. Stud., 1955-56, XXIII (3). Pp. 4. 


. Fixed technological coefficients and the short run cost curte. Kyklos, 1956, IX (3). Pp. 3. 


. Wechselwirkungen im Wachstum von Bevölkerung und dauerhaften Konsumgiltern. 
Jahrb. f. Nationalök. und Stat., Aug. 1956. Pp. 4. 


Bryta, C. A. The theory of capital and its time-measures. With a Note by J. D. Sargan. Econo- 
metrica, Oct. 1956. Pp. 15. 


Brocxie, M. D. AND Grey, A. L. The marginal efficiency of capital and investment programming. 
Econ. Jour., Dec. 1956. Pp. 14. 


BRONFENBRENNER, M. A contribution to the aggregative theory of wages. Jour. Pol. Econ., Dec. 
1956. Pp. 11. 


CAMPBELL, A. D. Reflections on inflation. Scot. Jour. Pol. Econ., Oct. 1956. Pp. 13. 


CHAMBERLIN, E. H. A second supplementary bibliography on monopolistic competition. Quart. 
Jour. Econ., Nov. 1956. Pp. 31. 


CHERUBINO, S, Sui fondamenti matematici della teoria dell’equilibrio generale economico. L’in- 
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CLOUSEAU, M. La réhabilitation d'une vielle théorie: Pimpét-échange. Rev. Sci. Fin., Oct.—Dec. 
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DE CARBONELL, E. H. Ueber das Verhaelinis zwischen Angebot und Nachfrage. Cuadernos 
Inform. Econ. Soc., Dec. 1955-June 1956. Pp. 32. 


Demar, G. Le leggi dello sviluppo pro capite nelle economie contemporanee. Giorn. d. Econ., 
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Fanno, M. Considerazioni sullo sviluppo dei sistemi economici. Giorn. d. Econ., May-June 
1956. Pp. 19. 


. Lineamenti di una teoria del espansione deite economie progressive. (Part IT.) Econ. 
Internaz., Aug. 1956. Pp. 21. -,. 


F ELLNER, W. J. Quantitative sufficiency of ere ere pares distribution of their factor- 
saving effects. Econ. Appliquée, JulySept. 1926. Pp. 31. 


FoG, B. A study of cost curves in industry. Weltvirtschaft. ‘Archiv, LXXVII (1). Pp. 10. 


GEERTMAN, J. A. L'objet de Véconomie d’ exploitation. Annales de Sci. Econ. Apliquées, Aug. 
1956. Pp. 24. ` ` 


GHIONE, L. Note sulle condizioni di equilibrio del mercato in regime di libera concorrenza ed in 
regime di prezzi vincolati. Mondo Aperto, June-Aug. 1956. Pp. 8. 


GIORGETTI, A; Il concetto di proprietà e di ricchezsa nelia teoria economica oc Fisher, Ri isparmio, 
Sept. 1956. Pp. 42.: l 


Gramrr, W. D. Malthus cn money wages and welfare. Am. Econ. Rev., Déc. 1956. Pp. 13. 


HENDERSON, R. F. Industrial investment in fired capital: a reconsideration. Scot. Four. Pol. 
Econ., Oct. 1956. Pp. 11. 


Horn, A. Der Zins in der stationären Wirtsckafi. Beitrag zu einer Allgemeinen Taeorte des 
Zinses. Jahrb. f. Nationalék. und Stat., Aug. 1956. Pp. 45. 


Jaa, D. The theory of taxation and saving. Indian Econ. Jour., July 1956. Pp. aL 
Jounson, H. G. A furiker note on dynamic economics. - Rev. Econ. Stud., 1955-56, XXIIT (3). 
Pp. 2. 





Krérrt, M. Das “tableau économique” unserer Zeit. Schmollers Jahrb., 1956, LXXVI (5). 
Pp. 18. 

Lipsey, R. G. AND LANCASTER, R. K. The general theory of second best. Rev. Econ. Stud. ee: 
57, XXIV (1). Pp. 22. 

Mainouy, Y. Notes on the indetermination of the concept of, productivity i in a dynamic economy., 
Écon. Appliquée, July-Sept. 1956. Pp. 16. 

MARRAMA, V. Ciclo e sviluppo. Giorn. d. Econ., May-June 1956. Pp. 7. 

MATTIA, J. M. Anbo THomeson, W. R. Residential-service construction: a study of induced 
investment, Rev. Econ. Stat., Nov. 1956. Pp: 9. ~~ 

McKey, E. L'eredità Mearic. ‘Riconsiderasione. (With English : summary. } Riv. Internaz: 
di Sci. Econ. e Com., Sept. 1956. Pp. 17. 

MERCHLON, H. Fluctuations économiques et variations du revenu. Quelques modcles ae R. M. 
Goodwin. (With English summary.) Rev. Econ., Sept. 1956. Pp. 31. 

Oxyvar, O. The three sector theory and economic development. Econ. Appliquée, July-Sepz. 1956. 
Pp. 13. 

Orr, A. E. Zur dynamischen Theorie des Oligopols. Jehrb. f. N ationalék. und Stat., Aug. 1956. 
Pp. 24, 

OTEL, F. Zwei Nationalokonomien. Jahrb. f. Nationaldk. end Stat., Aie 1956. Pp. Z0. 

OwEN, J. P. Methodology in economic development: a comparative analysis. So. Econ. Jour., 
Oct. 1956. Pp. 8. 

PALOMBA, G. I fatti salienti della macro-economica e gi ; sviluppi del sistema paretiano. Giorn. d. 
Econ., May-June 1956. Pp. 15. 

PEARCE, I. F. AND Amey, L. R. Price policy with a branded product. Rev. Econ. Stud., 1956-57, 
XXIV (1). Pp. 12. 

Prerers, W. Notes on the theory of replacement. Man. School Econ. Soc. Stud., Sept. 1956. 
Pp. 19. 

Quanpt, R. E. A: iici emy of consumer behavior, Quart. Jour. Econ., Nov. 1956. 
Pp. 30. i 

s z G. Survey of Ceylon’ s consumer finances. (A review article.) Am. Econ. Rev., Dec. 
1956. Pp. 9. : 


‘PERIODICALS 247 


ROBINSON, J. The production function and the theory of capital—~a reply, Rev. Econ. Stud., 
1955-56, XXIII (3). Pp. 1. 

Rosinson, R. The rate of interest, Fisher’s rate of return over costs and Keynes’ iniernal rate of 
return: comment, Am. Econ. Rev., Dec. 1956. Pp. 2. 


SARGENT, J. R. The supply factor in Professor Hicks’ theory of the cycle. Econ. Jour., Dec. 1936. 
Pp. 27. 


SCHLESINGER, J. R. After twenty years: the General Theory. Quart. Jour. Econ., Nov. 1956. 
Pp. 22. 

Scumipt, D, Zur Politik und Theorie der Exportforderung, (With English summary.) Weltwirt- 
schaft. Archiv, LXXVII (1). Pp. 25. 


Sırt, V. E. Malthus’s theory of demand and ils influence on value theory. Scot. Jour. Pol. 
Econ., Oct. 1956. Pp. 16. 


SMITH, W. L. A graphical exposition of the complete AROAN system. So. Econ. Jour., Oct. 
1956. Pp. 11. 


StrOTZ, R. H. Myopia and inconsistency in dynamic utility maximization. Rev. Econ. Stud., 
1955-56, XXT (3). Pp. 16. 

STYKOLT, S. AND Scorr, A. The trader’s behaviour in the market period. Rev. Econ. Stud., 1955- 
56, XXII (3). Pp. 11. 

Tresout C. M. A pure theory of local expenditures. Jour. Pol. Econ., Oct. 1956. Pp. 9. 

TINBERGEN, J. The optimum rate of saving. Econ. Jour., Dec. 1956. Pp. 7. 

Urba, T Saikaku’s “Economic Man.” Annals Hitotsubashi Acad., Oct. 1956. Pp. 23. 


VARGA, 3. Führen die Profitmaximierungsbestrebungen zu einem Ausgleich der Profitraten? 
Schmollers Jahrb., 1956, LXXVI (5). Pp. 34. 


WEINBERGER, O. Das “Kapital” von Karl Marx und seine Beurteilung durch Vilfred Pare-o. 
Schmollers Jahrb, 1956, LXXVI (5). Pp. 16. 


WEINTRAUB, S. A macroeconomic approach to the theory of wages. Am. Econ. Rev., Dec. 1956. 
Pp. 2. 
The Rise in prices. Fed. Res. Bull., Nov. 1956. Pp. 6. 


Economic History; Economic Development; National Economies 
ADLER, T. H. World economic growth—retrospect and prospects. Rev. Econ. Stat., Aug. 1956. 
Pp. 15. 
BALAKRISHNA, R. Progress in production technique and the structure of the capital goods in- 
dustries. Indian Econ. Jour., July 1956. Pp. 8. 


CAMERON, R. E. Some French contributions to the industrial devdavnens of Germany, 1840- 
1870. Jour. Econ. Hist., Sept. 1956. Pp. 41. 


CAMPBELL, R. W. Some recent changes in Soviet economic policy. World Pol., Oct. 1956. Pp. 14. 
CAVERO BEYARD, C., La renta industrial española. De Economia, May—Aug. 1956. Pp. 12. 


CrouesH, 5. B. AnD Livr, C. Economic growth in Italy: an analysis of the uneven development 
of North and South. Jour. Econ. Hist., Sept. 1956. Pp. 16. 


Darcård, S. Danish enterprise and Mauritius ebony, 1621-1624. Scan. Econ. Hist. Fev., 
1956, IV (1). Pp. 14. 


Davipozr, G. Les finances et la production soviétiques. (With English summary. ) Rev. Ton 
Sept. 1956. Pp. 25. 


DAVIS, R. Seamer s sixpences: an index of commercial activity, 1697-1828. Economica, Nov. 
1956. Pp. 16. 


DE Brock, L. De verantwoordelijkheid van de Staat als leningdebiteur met namz in de onderont- 
wikkelde gebieden. De Economist, Sept. 1956. Pp. 22. 


Deexseit, G. R., Pati, R. K. AND DATYE, K. R. Capital formation and choice of techniques in 
underdeveloped areas. Indian Econ. Jour., July 1956. Pp. 18. 


DEGLEE, C. N. The Locofocos: urban “agrarians.” Jour. Econ. Hist., Sept. 1956. Pp. 12. 


248 THE AMERICAN ECONOMIC REVIEW 


D’Hartyve, M. Les amortissements accélérés et Piadustrialisation dans les pays Lmaeitinae: 
Vie Econ, et Soc., May 1956. Pp. 20. 


D’Urser, C. Les Etats-Unis devant leurs responsabilités vis-a-vis des pays sous-développeés. 
Vie Econ. et Soc. , May 1956. Pp. 13. 

Goopricr, C. Public aid to railroads in the Reconstruction South. Pol, Sci. Quart., Sept. 1956. 
Pp. 73. 

HALPERIN, M. Latin America in transition. Sci. and Soc., Fall 1956. Pp. 30. 

HEICHELHEM, F. M. Man's role in changing the face of the earth in classical antiquity. Kyklos, 
1956, IX (3). Pp. 42. 

Isama, R. The industrialization of Japan: a geographical analysis. Annals Hitotsubashi Acad., 
Oct. 1956. Pp. 20. 


JEANNENEY, J. -M., BLOCH-LAINÉ, Fr. AND OTHER:. Developpement des économies regionales. 
(Eleven articles on various regions of Francé.) Rev. Econ., Nov. 1956. Pp. 170. 


Karan, N. M. AND WAINSTEIN, E. S. A comparisen of Soviet and American retail prices in 
1950. Jour. Pol. Econ., Dec. 1956. Pp. 22. 


KENDRICK, J. W. Productivity trends: capital anc labor. Rev. Econ. Stat., Aug. 1956. Pp. 10. 


Knicut, M. M. The Algerian revolt: some undrlymng factors. Middle East Jour., Autumn 
1956. Pp. 13. 

Kuznets, S. Quantitative aspects of the economic growth of nations. I. Levels and variability of 
rates of growth. Econ. Develop. and Cult. Change, Oct. 1956. Pp. 90. 

Menta, F. The effects of adverse income terms of trade on the secular growth of underdeveloped 
couniries. Indian Econ. Jour., July 1956. Pp. 13. 


MILHAU, J. Theory of growth and regional econonic expansion. Econ. Appliquée, July—Sept. 
1956. Pp. 18. 


Netson, R. R. A theory of the low-level equilibrium trap in underdeveloped economies. Am. Econ. 
Rev., Dec. 1956. Pp. 15. 


Nicwroutis, W. H. Some foundations of economic development in the Upper East Tennessee 
Valley, 1850-1900. IT. Jour. Pol. Econ., Oct. 1956 Pp. 16. 


Nicoral, A. Approche structurelle et effet de donunafion. Une application: la Tunisie. (With 
English summary.) Rev. Econ., Sept. 1956. Pp. 39. 


OHKAWA, K. Economic growth and agriculture. Anna.3 Hitotsubashi Acad., Oct. 1956. Pp. 15. 

PHELPS Brown, E. H. ann Hopkins, S. V. Seven centzries of the prices of URENA, compared 
with builders’ wage-rates, Economica, Nov. 1056. Pp. 19. 

ROLLINS, C. E. Mineral development and economic growth. Soc. Research, Autumn 1956. Pp. 28. 

Satin, E. Industrielle Revolution. (With English summary.) Kyklos, 1956, IX (3). Pr. 19. 

SANTARELLI, A. Contributo agli studi sulla localizzazione delle industrie. (With English sum- 
mary.) Risparmic, Aug. 1956. Pp. 58. 

STANKIEWICZ, W. J. Socio-economic changes in post-war Poland. Pol. Sci. Quart., Sept. 1956. 
Pp. 20. 

TABORSKY, E. The “new course” in the Soviel economy So. Econ. Jour., Oct. 1956. Pp. 20. 

Wicker, E. R. The Colonial Development Corperacion (1948-54). Comment by A. HAZELWOOD. 
Rev. Econ. Stud., 1955-56, XXIII (3). Pp. 19. 

YAMADA, Y. On the Five Year Economic Plan im Japan. Annals Hitotsubashi Acad., Oct. 
1956. Pp. 13. 

En ghonomisk disputats: I. Krysslépsanalysen som teeretisk og som gkonomisk-politisk instru- 
ment, by T. Haavelmo, Il. Input-output-analysen ag vejen videre frem, by Z. Zewtken. Na- 
tionalgk. Tids., 1956, XCIV (3). Pp. 17. 

Estudio económico de América Latina 1955 (sintesis). Jorn. Indus., July~Aug. 1956. Pp. 36. 

India’s Second Five-Year Plan. Internat. Lab. Rev., Nov. 1956. Pp. 16. 

Japan since recovery of independence. Includes four articles on economic problems anc develop- 
ments, by S. Tsuru, J. B. Cohen, S. B. Levine and J. D. Eyre. Annals Am. Acad. Pol. Soc. 
Sci., Nov. 1956. Pp. 34. 


_ PERIODICALS si 249 


Statistical Methods; Econometrics; Social Accounting 


Atcawe, A. Nitmeros indices de magnitudes económicas. Rev. de Econ. Pol, Jan.—Apr. 1956. 
Pp. 66. me 
ALLEN, R. G. D. Official economic statistics. Economica, Nov. 1956. Pp. 6. 


ArnAiz, G. Algunas cuestiones sobre econometria. Sobre la sdentificactén estimación de ecuaciones 
estructurales. Rev. de Econ. Pol., Jan—Apr. 1956. Pp. 29. 


BassEtrt, P. Sul? applicabilita, i limiti e le~problematica della programmazione malemašica. ` 
(With English summary.) Riv. Internaz. di Sci. Econ. 2 Com., July-Aug. 1956. Pp. 14. 


Cuenery, H. B. AND Krerscumer, K. S. Resource allocation for economic development. Econo- 
metrica, Oct. 1956. Pp. 35. 


CLARK, J. W., $. J. The state of input-output analysis. Rev. Soc. Econ., Sept. 1956. Pp. 8. 


Crosetti, A. H. anp Scumirt, R. C. A method of estimaling the imtercensal population of 
counties. Jour. Am. Stat. Assoc., Dec. 1956. Pp. 4. 


Dickson, H. Tillgång och anvindning—identiska transaktionskomplex? Ekon. Tids., Sept. 
1956. Pp. 11. 


Duncan, O. D. Research on metropolitan population: evaluation of data. Jour. Am. Stat. Assoc., 
Dec. 1956. Pp. 6. 


ECKSTEIN, A. AND GUTMANN, P. Capital and output in the Soviet Union, 1928-1937, Rev. 
Econ. Stat., Nov. 1956. Pp. 9. 


EISENPRESS, H. Regressicn techniques applied to seasonal corrections and adjustments for 
calendar shifts. Jour. Am. Stat. Assoc., Dec. 1956. Pp. 6. 


Fer, J.C. H. A fundamental theorem for ihe aggregation problem of input-output analysis, Econo- 
metrica, Oct. 1956. Pp. 13. 


FERBER, R. The effect of respondent ignorance on surver results. Jour. Am. Stat. Assoc., Dec. 
1956. Pp. 11. 


FIsHer, M. R. Exploration in savings behaviour. Bull. Oxford Univ. Inst. Stat., Aug. 1956. 
Pp. 78. 


Frisca, R. Formulazione di un piano di sviluppo naszicnale come problema di programmazione 
convessa. (Il caso del piano indiano.) L'industria, 1656, (3). Pp. 12. 


GINi, G. Delusioni dell’ econometria. Giorn. d. Econ., Mar-Apr. 1956. Pp. 4. 


GORDON, M. J. anp TAYLOR, W. J. The condition for lot size production. Jour. Am. Stat. Assoc., 
Dec. 1956. Pp. 10. 


Hanna, F. A. Slate per capita income components, 1919-1951. Rev. Econ. Stat., Nov. 1956. 
Pp. 16. 

LIEBENBERG, M. Nomographic interpolation of income size distributions. Rev. Econ. Stat., 
Aug. 1956. Pp. 15. 

MANSFIELD, E. Some notes on city income levels. Rev. Econ. Stat., Nov. 1956. Pp. 8. 


NAGEL, E. AND Newman, J. R. Una pietra angolare del pensiero scientifico del XX secolo: la 
prova di Gédel. L’industria, 1956, (3). Pp. 25. 


NYbDEGGER, A. Der Gemeinwohlindex—ein Vorschlag zur Messung des Gemeinwohls. Wiztschaft 
und Recht, 1956, VIII (4). Pp. 13. 


Percus, J. K. anb Quinto, L. A pplication of linear programming to competitive bond bidding. 
Econometrica, Oct. 1956. Pp. 16. 


Pures, H. S. United Kingdom indices of wholesae prices, 1949-1955, (With discussion.) 
Jour. Royal Stat. Soc., 1956, CXIX (3). Pp. 45. 


SAMUELSON, P. A. AND Sotow, R. M. A complete cabital model involving heterogeneous capital 
goods. Quart. Jour. Econ., Nov. 1956. Pp. 26. 


SARDA, J. Nuevos aspectos del análisis de la conducta económica. Moneda y Crédito, Sept. 1956. 
Pp. 10. 


SENG, Y. P. Some theory of index numbers. Jour. Roval Stat. Soc., 1956, CXTX (3). Pp. 21. 


STUVEL, G. The estimcetion of capital consumption in national accounting. Rev. Econ. Stud., 
1955-56, XXII (3). Pp. 12. 


250 THE AMERICAN ECONOMIC REVIEW 


TALAMONA, M. A proposito di un tentativo di verifica empirica di un modello del Kaldor per lo 
studio di oscillazioni cicliche. L'industria, 1956, (3). Pp. 21. 
VERDOORN, P. J. Complementarity and long-range projections. Econometrica, Oct. 1956. Pp. 22 


WAGNER, H. An eclectic approach to the pure iheary of consumer behavior. Econometrica, Oct. 
1956. Pp. 16. 


ZARCOVIĆ, S. S. Note on the history of sampling methods in Russia. Jour. Royal Stat. Soc., 1956 
CXIX (3). Pp. 3. 


Economic Systems; Planning and Reform; Cooperation 


BIĆANIĆ, R. The role of socialist business enierprise in Yugoslav economics. Comments by 
S. Wickham. Écon. Appliquée, July-Sept. 1956. Pp. 20. 


GOLDŠTAJN, A. Die Rechtslage der Wirtschaftsunternehmen in Jugoslawien. Wirtschaft und 
Recht, 1956, VII (4). Pp. 11. 


Business Fluctuations 


COHEN, M. AND GAINSBRUGH, M. R. The capital zoods market: a new survey of capilar appro- 
priations. Conf. Board Bus. Rec., Oct. 1956. Pp 18. 


Hawtrey, R. Mr. Harrod on ihe British boom. Econ. Jour., Dec. 1956. Pp. 11. 


Linnamo, J. Ano Nurramo, O. E. Trendi-, suhdanne- ja kausivaihtelun mittaamisesta sekä 
eräistä sovellutukista Suomen teollisuuteen. (Tke measurement of trends and seasonal move- 
ments.) English summary. Kansantaloudellinen Aikakauskirja, 1956, (3), Pp. 35. 


MESTRES, M. P. El rendimiento de los valores de renta varichle a través de la inflación de la 
posiguerra, Cuadernos Inform. Econ. Soc., Dec. 1955~June 1956. Pp. 13. 


Moret, M. Stocks and entrepreneurial strategy dicing the business cycle. Econ. Appliquée, 
July—Sept. 1956. Pp. 16. 


ROSEN, S. Two postwar recessions. Delaware Notes, 1956, 29th Ser. Pp. 31. 


Vinci, F. The curbing of inflationary processes. Rev. Econ. Conditions in Italy, Sept. 1956. 
Pp. 13. 


Money, Credit and Banking; Moneta~y Policy; Consumer Finance; 
Mortgage Credit 
Azzini, L. Alcuni aspelti della bance in economia di asienda. (With English summary.) Ris- 
parmio, Aug. 1956. Pp. 41. 


COLLERY, A. P. A graphic analysis of the theory of the determination of the money supply. Jour. 
Finance, Sept. 1956. Pp. 4. 


Croreau, J. T. The large credit union. Jour. Finance, Sept. 1956. Pp. 16. 

DE JASAY, A. E. Liquidity ratios and funding in monetary control, Oxford Econ. Papers, Oct. 
1956. Pp. 7. | 

DE JONG, F. J. The concept of monetary equilibrium, and its relation to post-Keynesian economics. 
Weltwirtschaft. Archiv, 1956, LXXVI (1). Pp. 40. 

. Méthodes statistiques d’analyse de la situation monétaire. Bull, d’Information et Doc., 
Mar.—Apr. 1956. Pp. 42. 

Der’ Amore, G. Le caratteristiche fondamentali delle banche centrali. Risparmio, Sept. 1956. 
Pp. 47. 

EGGERT, M. M. Kassaverantopolitiikasta. (On the variable cash reserve ratio.) Englisk sum- 
mary. Kansantaloudellinen Aikakauskirja, 1956, (3). Pp. 20. 

EMMER, R. E. The credit expansion equations of an incividual bank. Jour. Finance, Sept. 1956. 
Pp. 15. 

FELLNER, W. Patinkin's integration of monetary and value theory. (A review article.) Am, Econ. 
Rev., Dec. 1956. Pp. 9. 





PERIODICALS . . 251 
GASKIN, M. The profitability of the Scottish note-issues. Scot. Jour. Pol.-Econ., Oct. 1956. Pp. 
17. 


Henry, J. A. The wade for neers of Federal Reservz policy. Rev. Soc. Econ., Beat 1956. 
Pp. 10. 

HL, R. L. The role of rigidity in the failure of the gon standard. Weltwiztschaft. Archiv, 
LXXVII (1). Pp. 21. 

JACOBSON, P. Notes on credit policy. Skandinav. Bank. Quart. Rev., Oct. 1956. Pp. 10, 


McDona.p, S. L. Some factors affecting the increased relative use of currency since 1939. Jour. 
Finance, Sept. 1956. Pp. 15. 


THOMSON, P. Variations on a theme by Phillips. Am. Econ. Rev., Dec..1956. Pp. 5. 

Tosin, J. The interest-elasticity of transactions.demand for cash. Rev. Econ. Stat., Aug. 1956. 
Pp. 7. 

War, U. T. Interest rates in the organized money markets of underdeveloped ccuntries. Internat. 
Mon. Fund Staff Papers, Aug.'1956. Pp. 30. 

Farm loans at commercial banks. Fed. Res. Bull., Nov. 1956, Pp. 16. 

Interest rates during economic expansion. Fed. Res. Bull., Sept. 1956. Pp. 9. 

Recommended changes in banking laws. Fed. Res. Bull., Nov. 1956. Pp. 7. 

Revision of consumer credit statistics. Fed. Res. Bull., Oct. 1956..Pp. 24. 


Public Finance; Fiscal Policy 


BARRÈRE, A. Redistribution des revenus, attribution de ressources et revenu disponible. ‘Rev. Sci. 
Fin., Oct Dec. 1956. Pp. 31. 

Bien: R. Das Splitting als Mittel der Ehegaitenbesteuerung in den U.S.A. Finanzarchiv, 
1956, XVI (2). Pp. 16. 

BODENHORN, D. The shifting of the corporation income tax in a growmg eLOnOmy: Quart. Jour. 
Econ., Nov. 1956. Pp. 18. 


Brown, E. C. Fiscal policy in the ’thirties: a reappraisal. hice Econ. Rev., Dec. 1956. Pp. 23. 

BUCHANAN, J. M. The capitalization and investment cspects of excise taxes under competition 
comment. With Reply by J. A. Stockfisch. Am. Econ. Rev., Dec. 1956. Pp. 7. 

Davy, L. E. Principes, structure el fonctionnement du budget en M RREME: Finanzarchiv, 1956, 
XVII (2). Pp. 11. 

DENI, A. Bisogni pubblici e bilanci dello stato. (With English summary.) Riv. Internaz. di Sci. 
Econ. e Com., July-Aug. 1956. Pp. 10. 

Ducos, A. Le concept juridique de la parafiscalité. Rev. Sci. Fin., Oct.—Dec. 1956. Pp. 22. 

HeEinic, K. Der jüngste Bericht des Bundesrechnungshofes: Finanzarehi 7, 1956, XYH (2). 
Pp. 10. 

HEROLD, H. Kritische Bemerkungen, sur heutigen Tabakbesteuerung. Wirtschaft unc Recht, 
1956, VII (4). Pp. 19. 

Hicks, U. K. Direct taxation and economic growth. Oxford Econ. Papers, Oct. 1956. Pp. 16. 

Huss, E. Pension funds and the rise in PEON: Skandinav. Bank. Quart. Rev., Oct. 1956. 
Pp. 4. 

KAHMANN, H. Niederländische Umsatzsteuer-Reformen und ane volks- und Snonswirtschafltichen 
A usir kungen: Finanzarchiv, 1956, XVII (2). Pp.-36. 

KENNEDY, C. Stamp duties as a cag ea gains tax. Rev. Econ. Stud., 1955-56, XXII (3). 
Pp. 4. 

Kerra, M. Un plan inexécuté: la taxe sur la valerr Goute au J open: Rev. Sci. Fin., Oct.+ 
Dec. 1956. Pp. 21. 


LAUFENBURGER, H.. Risparmio ed emissioni pubbliche. (With English summary.) Risparmio, 
Aug. 1956. Pp. 11. 


Lory, G. La règle du service fait et ses interprétations récentes. Rev. Sci. Fin., Oct.—Dec. 1956. 
Pp. 29. 


252 THE AMERICAN. ECCNCMIC REVIEW 


Maxrcotis, J. On municipal land policy for fiscal gains. Nat. Tax Jour., Sept. 1956. Pp. 11. 


Martin, A. M. AND Lewis, W. A. Patterns of public revenue and expenditure. Man. School 
Econ. Soc, Stud., Sept. 1956. Pp. 42. 


MORANGE, J. La réforme des institutions budgétcires francaises. Rev. Sci. Fin., Cct.—Dec. 
1956. Pp. 16. 


Puri, K. Nogle bemaerkninger om definitionen a; skettepligtig indkomst. Nationaldx, Tids., 
1956, XCIV (4). Pp. 10. 


PREST, A. R. The Royal Commission on the Taxation c? Profits and Income. Economica, Nov. 
1956. Pp. 9. 


, A tax on expenditure? Lloyds Bank Rev., Oct. 1956. Pp 15. 


SCOTTO, A. Finanza pubblica: i principali tipi di acceriamento dell imposta di ricchesza mobile 
dopo la legge Tremelloni. (With English summary.) Riv. Internaz. di Sci. Econ. e Com., 
July—Aug. 1956. Pp. 30. 


SENF, P. Die saarldéndische Haushalisreform. Finanzarchiv, 1956, XVII (2). Pp. 70. 





International Economics 


ALLEN, W. R. A nole on the money income effects of develuation. Kyklos, 1956, IX (3). Pp. 12. 


ALTMAN, O. L. Quotes in the International Monetary Furd. Internat. Mon. Fund Staff Papers, 
Aug. 1956. Pp. 22. 


AUTEN, J. H. Income, expenditure, and the terms of trade for New Zealand, 1929-38. Jour. Pol. 
Econ., Oct. 1956. Pp. 11. 


Baker, J. C. Financing of economic development. Dept. of State Bull., Sept. 1956. Pp. 6. 


BERNSTEIN, E. M. Sirategic factors in balance of paymeuts adjustment. Internat. Mon. Fund 
Staff Papers, Aug. 1956. Pp. 19. 

BLACK, J. Economic expansion and international trade: 2 Marshallian approach. Rev. Econ. 
Stud., 1955-56, XXII (3). Pp. 9. 

Buaxe, G. The customs administration in Canadian historical development. Can. Jour. Econ. 
Pol. Sci., Nov. 1956. Pp. 12. 


Briyts#, C. D. AND Carty, E. B. Non-resident Paa SR ot Canadian industry. Can. Jour. Econ. 
Pol. Sci., Nov. 1956. Pp. 12. 


CLARK, J. M. East-West irade, Quart. Rev. Agric. Eżzon„ July 1956. Pp. 8. 

DANIERE, A. American trade structure and comparative cost theory. Econ. Internaz., Aug. 1956. 
Pp. 41. 

DE LOVINFOSSE, H. A propos du marché commun. Le'ire 1 un ami américain. Annales de Sci. 
Econ. Appliquées, Oct. 1956, Pp. 8. 

DE VRIES, B. A. AND KEESING, F, A. G. The use of btateral agreement currencies for trade with 
third countries. Internat. Mon. Fund Staff Papers, Aug. 1956. Pp. 30. 

Dexs, F. C. U.S. exports of surplus commodities. Internat. Mon. Fund Staff Papers, Aug. 
1956. Pp. 18. 

Donne, J. H. The growth of U.S. investment in U K. manufacturing industry, 1856-1940, 
Man. School Econ. Soz. Stud., Sept. 1956. Pp. 25. 

FLEMING, J. M. AND TSIANG, S. C. Changes in competitie strength and export shares of inajor 
industrial couniries. Internat. Mon. Fund Staff Papers, Aug. 1956. Pp. 31. 

GEHRELS, F. Customs unions from a single-country viewpoint. Rev. Econ. Stud., 1956-57, 
XXIV (1). Pp. 4. 

Grsson, J. D. The changing infiuence of the United Stars cs the Canadian economy. Can. Jour. 
Econ. Pol, Sci., Nov. 1956. Pp. 16. 

Gorp, J. The Fund Agreement in the courts—IV. Internet. Mon, Fund Staff Papers, Aug. 
1956. Pp. 18. 

Hirota, J. L. Los problemas del desarollo económico y la Unión Iberoamericana de Pagos. De 
Economia, Jan.-Apr. 1956. Pp. 12. 


PERIODICALS | 253 


HOFFMEYER, E. Vor ofhaengighed af den amerikanske korjunkturudvikling. Nationalgk. Tids., 
1956, XCIV (3). Pp. 20. 

KAFKA, A. The Brazilian exchange auction system. Rev. Econ. Stat., Aug. 1956. Pp. 15. 

Kriz, M. A. The tasks of economic statesmanship in the world today. Pol. Sci. Quart., Sept. 1956. 
Pp. 20. 

Ra J. Monetaire aspecten van een gemeenschappelijke markt. De Economist, July-Aug. 
1956. Pp. 40. 

LEONTIEF YW. Factor proportions and the structure of American trade: further theoretical and 
empirical analysis. Rev. Econ. Stat., Nov. 1956. Pp. 22. | 

Lévy, E. AND ZARKA, C. Exigences et limites d'une dévatuation du franc. (With English sum- 
mary.) Rev. Econ., Sept. 1956. Pp. 29. 

Louw, E. H. The role of foreign capital in the South African economy. Fin. & Trade Rev., Volk- 
skas Ltd., July~Aug. 1956. Pp. 10. 

Maas, H. H. Enkele opmerkingen over een gemeenschappelijk tarief van invoerrechten voor bein 
Europa. De Economist, July-Aug. 1956. Pp. 27. 

Maur, A. Europäische wirtschaftliche Integration und Konjunkturentwicklung. Zeistchr. í. 
N ationalökon., 1956, XVI (1-2). Pp. 9. 

Mason, W. E. The stereotypes of classical transfer theory. Jour. Pol. Econ., Dec. 1956. Pp. 15. 

MÖÜLLER-ARMACK, A. Stil und Ordnung des europäischen Wirtschaftsraumes. Zeitschr. f. Na- 
tionalékon., 1956, XVI (1-2). Pp. 15. 

Murray, J. C. Bulk-purchase iniernational commodity agreements. Jour. Pol. Econ., Dec. 1956, 
Pp. 13. 

ee J. B. El problema de la inversiones en Iberianérica, Cuadernos Inform. Econ. Soc., 
Dec. 1955~June 1956. Pp. 10. 

PENNIE, T. E. The influence of distribution costs and cirect investments on British exports ta 
Canada. Oxford Econ. Papers, Oct. 1956. Pp. 16. 

PINEDA, M. R. Proyecto federativo de Hansa para la explotación mineralégica e industrial dei 
sodio y del cloro en Eurcpa. (With English summary.) Cuadernos Inform, Econ. Soc., Dec. 
1955~June 1956, Pp. 14. 

POLAK, J. J. The repercussions of economic fluctuation in the United States on other parts of the 
world. Internat. Mon. Fund Staff Papers, Aug. 1956. Pp. 5. 

Porrocr, S. The international allocation of resources. Can. Jour. Econ. Pol. Sci., Nov. 1956. 
Pp. 6. 

cee K. Wetibewerb sind Planung in den internaticnalen Wirtschaftsbeztehungen. Zeitschr. 
f. Nationalékon., 1956, XVI (1-2). Pp. 15. 

SETON, F. Productivity, trode balance and international structure. Econ. Jour., Dec. 1956. Pp. 18. 

Summ, M. G., SCHMITTHOFF, C. M. AND OTHERS. The treventive law of conflicts. (A symposium 
including separate articles on conflict avoidance in international loans and monetary agree- 
ments, the law of patents and trade-marks, insurance.) Law and Contemp. Problems, 
Summer 1956. Pp. 179. 

STOLPER, W. F. Teoria della localizzazione e teoria del commercio internazionale. Econ. Internaz., 
Aug. 1956. Pp. 32. 

STUART, G. M. V. Integratieproblematiek. De Economist, July-Aug. 1956. Pp. 10. 

STUVEL, G. A new approcch to the measurement of terms-of-trade effects. Rev. Econ. Stat., Aug. 
1956. Pp. 14. 

Tuomas, B. International movements of capital and labour since 1945. Internat. Lab. Rev., 

e Sept. 1956. Pp. 14. 

VAN SLOBBE, W. J. EZurctom. De Economist, Sept. 1956. Pp. 16. 

WEMELSFELDER, J. Een nieuw hoofdstuk in de theorie zn practijk van de internationale handel: 
concurrentie-vervalsing en distorsies. De Economist, July~Aug. 1956. Pp. 40. 

. A rehabilitation of export subsidies. Am. Econ. Rev., Dec. 1956. Pp. 14. 

World trade and payments in 1955-56, Fed. Res. Bull., Oct. 1956. Pp. 8. 





254 _ THE AMERICAN ECONOMIC REVIEW ` 


Business Finance; Investment and Security Markets; Insurance 


Beumrer; A. Valeurs. de réduction et de ee en assurance sur la vie. Annales de Sci. Econ. . 


, Appliquées, Aug. 1956. Pp. 62. - 

Dar inc, P. G. Surrogative measurements of expeciations: an example i in estimating the liquidity 
influence on investment. Rev. Econ. Stat., Nov. 1956. Pp. 14. 

Davis, H. S. Relation of capital-output ratio to frm size in American manufacturing: some 
additional evidence. Rev. Econ. Stat., Aug. 1956. Po. 8. 

Foymoro, K. The essential Jeatures of voluniary salvage. Annals Fitoisübaski Acad., Oe 
1956. Pp. 9. 

Hirs, A. L’ammissione det titoli stranieri si mercalo ufficiale delle borse tri svizzere. (With 
English summary.) Riv. Internaz. di Sci, Econ. e Com., July-Aug. 1956. Pp. 6. 

Hoop, W. C. AnD MAN, O. W. The role of the Canadian life insurance companies in the post- 
war capital market. Can. Jour. Ecan. Pol. Sci., Nov, 1956. Pp. 14. 


Jones, R. W. Factor proportions and the Heckscher-Ohvin Theorem. Rev. Econ, Stud., 1956-57, 


XXIV (1). Pp. 10. 


- Business ‘Organization; Managerial Economics; Marketing; Accounting 


ÅKERMAN, G. Olika automatiseringsetapper. Ekon. Tids., Sept. 1956. Pp. 28. 


ALLYN, R. G. Cost accounting for a small: anafeceenee concern. Accounting Research, Oct. 
1956. Pp. 11. 


Asrenjo, J. L. Bajas y. alzas porcentuales bursátiles. Afios 1954 y 1955: De Economia, Jan- - 
Apr. 1956. Pp. 34. 


BALDERSTON, F. E. Assortment choice i in wholesale and retail marketing. Jour. Marketing, Oct. 
1956. Pp. 9 


BEKAERT, L. Pour assurer Pavenir de nos entreprises il faut préparer pus Juturs dirigeants. 
Vie Econ. et Soc., May 1956. Pp. 13. 


BENSON, P. H. The marginal Preference model: scope for application. Jour. Marketing, Oct. 
1956. "Pp. 4, 


Brack, P: T 0 “why 59” in the market place. Jour. Marketing, Oct. 1956. Pp. 8. 

Bray, F. S. Capital changes. Accounting Research, Oct. 1956. Pp. 13. 

BROWN, A. A., Hurswit, F. T. AND KETTELLE, J. D, Studio di vendita operativa. (With English 
summary.) Riv. Internaz, di Sci. Econ. e Com. , July—Aug. 1956. Pp. 12. 

BRuGGMANN, M. Möglichkeiten und Bedeutung der Gemeinschaftsforschung für kleinere und 
mittlere Unternehmungen. Wirtschait und Recht, 1956, VIIE (3). Pp. 14. 

CAMPBELL, R. W. Accounting for depreciation in the Soviet economy. Quart. Jour. Econ., Nov. 
1956. Pp. 26. 

CARDON DE LiCHTBUER, D., Notes sur la participation des travailleurs å la gestion de Pentreprise. 
Annales de Sci. Econ. Appliquées, Oct. 1956. Pp. 23. 

CERT, A. R. Inflation, inventory valuation ‘methods and business cycles. Accounting Research, 
Oct. 1956. Pp. 12. 

Cvert, R. M., Sion, H. A., ann Trow, D. B. Obserzation of a business decision. Jour. Bus. 
` Univ. Chicago, Oct. 1956. Pp. 12. 

 Fournis, Y. Rôle et organisation des services de vente dune société industrielle. Annales de 
` Sci. Econ, Appliquées, Aug. 1956. Pp. 17. 

sae E. S. Eliminating the effect of changing price levels. N.A.C A. Bull., Oct. 1956. Pp., 
1 

FULLEMANN, K. Die Betriebsberatung im Dienste der Gewerbefirderung. Wirtschaft und Recht, 
1956, VIII (3). Pp. 16. 


HELLBORN, L. S. Can the S. i “ yield accurate morkeling data? Jour, Marketing, Oct. 1956. 
Pp. 6. 


=. t 3 
oad 
x $ od ie 


PERIODICALS 255 


. HOLTON, R. H. On the measurement of excess capacity in retailing. Rev. Econ. Stud., 1956-57, 
XXIV (1). Pp. 6. 

KELLER, A. F. Gewerbe und horizontale Gemeinschaftswerbung. Wirtschaft und Recht, 1956, 
VII (3). Pp. 14. 

Martin, N. H. Differential decisions in the management of an ane plant. Jour. Bus. 
Univ. Chicago, Oct. 1956. Pp. 12. 


Mattessicu, R. The constellation of accountancy and economics. Accounting Rev., Oct. 1956. 
Pp. 14. 


McCrepre, H. Accounting in reiation to law. Accounting Research, Oct. 1956. Pp. 13. 
Morris, J. R. Job rotation, Jour. Bus. Univ. Chicago, Oct. 1956. Pp. 6. 


MÖSSNER, K, E. Die Mustermesse, thre begrifflichen Grundlzgen, allgemeinen Probleme und 
geschichtliche Entwicklung. Jahrb. f. Nationalék. und Stat., Aug. 1956. Pp. 27. 

SCHIRMER, C. Probleme der Arbeitsteilung im Handwerk. Wirtschaft und Recht, 1956, VII 
(3). Pp. 17. 

VEL, J. Der Betriebsvergleich im Gewerbe. Wirtschaft und Recht, 1956, VII (3). Pp. 12. 


The effect of derating and rerating on industrial costs. (By a research group.} Accounting Re- 
search, Oct. 1956. Pp. 33. 


Industrial Organization; Government and Business; Industry Studies 
Back, J. M. Wartschoftliche Freiheit oder soziale Sicherheit. Zeitschr. f. Nationalékon., 1956, 
. XVI (1-2). Pp. 27. 

CALABI, B. La fuzione dell'acciaio nel processo ¢ di sviluppo dinamico. (With English summary.) 

Riv. Internaz, di Sci. Econ. e Com., July-Aug. 1956. Pp. 18. 


Campos NORDMANN, C. AND PALOMINO RopricueEz, P. Notes sobre la Marina Mercante y la 
_ constructién naval en España. De Economia, May—Aug. 1956. Pp, 17. 


CARTER, J. P. Contrasts in commercial transport. Riv. Internaz. di Sci. Econ. e Com., July- 
Aug. 1956. Pp. 12. 


CASSELL, F. The pricing policies of the nationalized industries. Lloyds Bank Rev., Oct. 1956. 


Pp. 18. gi 
CLARK, J. ie Rail freight data: a tool for market and regional analysis. So. Econ. Jour., Oct. 
1956. Pp. 8 m 


CONANT, M, Railroad consolidations and the regulation of abandonas Land Eċon.. Nov. 
1956. Pp. 8. 


Davipson, R. K, The problem of allocating capacity cost. Land Econ., Nov. 1956. Pp. 23. 


EMMETT. B, P. The television audience in the United Kingdom. (With discussion.) Jour. Royal 
Stat. Soc., 1956, CXIX (3). Pp. 28. 


ERHARD, L, Widerstände und Hindernisse auf dem Wege zur sozialen Marktwirtschaft. Zeitschr. 
f. Nationalökon., 1956, XVI (1-2). Pp. 18. 


Fornes, L. Iron and steel prices. Economica, Nov. 1956. Pp. 13. - 


GROES, E. Af et forhenvaerende monopols saga—Den kgl. arénlandske Handel 1950-55. Na- 
tionalgk. Tids., 1956, XCIV (4). Pp. 19. 


GUTERSORN, A. Die Verwirklichung des Wettbewerbs in der hai Wirtschaft. Zeitschr. f. 
Nationalökon., 1956, XVI (1-2). Pp. 14. 


HALE, G. E.J oint ventures: collaborative subsidiaries and the anti-trust laws, Virginia Law Rev., 
Nov. 1956. Pp. 12. 


` HART, P. E. anp PRAIS, S. J. The analysis of business concentration: a statistical at proach, 
With Discussion. Jour. Royal Stat. Soc., 1956, CEX (2). Pp. 42. 


HOMBURGER, E. Rechtsgrundlagen der amerikanischen Gerichtsbarkeit uber ausléndische Gesell- 
schafien in Antitrust-Prozessen. Wirtschaft und Recht, 1956, VIII (4). Pp. 11. 


Tfowarp, M. C. Regulation and the price of natural gas. So. Econ. Jour., Oct. 1956. Pp. 9. 
Hunter, A. The control af menopely, Lloyds Bank Rev., Oct. 1956. Pp. 16. 


256 THE AMERICAN ECONOMIC REVIEW 





. The Monopolies Commission and price xing. Econ. Jour., Dec. 1956. Pp. 16. 

MARQUES DA Sitva, F. A marinha mercante nacional nos anos de 1945 a 1954, Rev. de Econ. 
(Portugal), June 1956; Pp. 40. ; 

Norter, G. W. Monopoly, bigness, and progress. Jour. Pol. Econ., Dec. 1956. Pp. 8. 

PARKINSON, J. R. Trends in the output cnd exports of merchant ships. scot. Jour. Pol. Econ., 
Oct. 1956. Pp. 12. 

ParrisH, J. B. Iron and steel in the balance of world power. Jour. Pol. Econ., Oct. 1956. Pp. 20. 

Rowe, F. M. Price differenticls and product differentiation: the issues under the Robinson- 


Paiman Act. Yale Law Jour., Nov. 1956. Pp. 49. 
SCHWEITZER, A, Atomic stalemate and war economics. Soc. Research, Autumn 1956, Pp. 30. 


SERAPHIM, H.-J. Afachtkonzentrationen in der Marktwirtschaft und die Verwirklichung des 
W ettbewerbes. Zeitschr. f, Nationalékon., 1956, XVI (1-2). Pp. 17. 

STAHL, R. Energia para Europa. Moneda y Crédito, Sept. 1956. Pp. 12. 

Tucct, G. I limiti di convenienza economica di un ordinemento vincolistico det prezzi dei prodotti 
petroliferi. Mondo Aperto, June~Aug. 1956. Pp. 9. 

How should we control monopoly? Three articles by E. A. G. Robinson, J, Downie and J. L. 
Montrose. Econ. Jour., Dec. 1956. Pp. 20. 

Index of electricity and gas output. Fed. Res. Bull, Oct. 1956. Pp. 15. 


Land Economics; Agricultural Economics; Economic Geography; Housing 


Åstrand, H. Some features of Sweden's agricultural policy. Skandinav. Bank. Quart. Rev., 
Oct. 1956. Pp. 11. 

Bonaro, C. Le imprese agricole in rapporto alla economia di mercato e ai problemi dello sviluppo 
economico. (With English summary.) Riv. Internaz. di Sci. Econ. e Com., Sept. 1956. Pp. 16. 

BRAMBILLA, F. La determinazione del grado di sviluppo economico mediante la factor analysis. 
L'applicazione al? economia italiana dal 1920 al 1950. (With English summery.) Riv. In- 
ternaz. di Sci. Econ. e Com., Sept. 1956. Pp. 31. 

Carman, W. M. The international cotton situation. Quart. Rev. Agric. Econ., July 1956. Pp. 6. 

CIRIACY-WANTRUP, S. V. Concepts used as economic criteria for a system of water rights. Land 
Econ., Nov. 1956. Pp. 18. 

Demazia, G. Per il ridimensionamento dell agricoltura italiana. (With English summay.) 
Riv. Internaz. di Sci. Econ. e Com., Sept. 1956. Pp. 5. 

EGAND, L. M. Land reform in the United Nations, 1950-54. Am. Jour. Econ, Soc., Oct. 1956- 
Pp. 12. 

_ HAMMARSKIÖLD, S. L. The Swedish Sugar Company and the new i aati policy. Skandinav. 
Bank. Quart. Rev., Oct. 1956. Pp. 5. 

Keiser, N. J. A reconsideration of the cotton program. Rev. Soc, Econ., Sept. 1956. Pp. 19. 

MATTEL E. Problemi del petrolio. (With ies summary.) Riv. Internaz. di Sci. Econ. e 
Com., July~Aug. 1956. Pp. 20. 

MELAMD, A. Economic aspects of industrial dispersal. Soc. Research, Autumn 1956. Pp. 12. 

MITCHELL, C. Credit in an expanding economy: should we ‘have hundred percent agricultural 
credii, Land Econ., Nov. 1956. Pp. 8. 

Mourpock, J. C. Diminishing returns in the depletion of mines. Land Econ., Nov. 1956. Pp. 5. 

ROZENTAL, A. A. The enclosure movement in France. Am. Jour. Econ. Soc., Oct. 1956. Pp. 17. 

Tacconl, S. Productos. espafioles en el mundo: los agrios. De Economia, May~Aug. 1956. Pp. 25. 

WorreE Lt, A. C. Optimum intensity of forest lanc use on a regional basis. Forest Sci., Sept. 1956. 
Pp. 41. 

Forest land as an investment in New England. New England Bus. Rev., Oct. 1956. Pp. 5. 


PERIODICALS . | 257 


Labor Economics 4 


AARON, B., The mediation of jurisdictional disputes. Lab. Law Jour., Aug. 1956. Pp. 6. 

ADDICKS, I. S. Federal laws affecting labor enacted during 1256. Mo. Lab. Rev., Oct. 1956. 
Pp. 7. 

Aumont, M. Women in the factory: a record of personal experience. Internat. Lab. Rev., Oct. 
1956, Pp. 18. ( 

BERNSTEIN, I. State public utility laws and mediation. Lab. Law Jour., Aug. 1956. Pp. 6. 

BLUESTONE, A. Overtime hours as an economic indicator. Mo. Lab. Rev., Sept. 1956. Pp. 5. 

Boppewyn, J. Temps élémentaires, salaires à primes et productivité. Annales de Sci. Econ. 
Appliquées, Oct. 1956. Pp. 18. 

BRANDWEIN, S., HENLE, P., Grvspurc, W. L., BERGMANN, R. AND OTHERS. 5 articles on 
Shorter hours of work. Mo. Lab. Rev., Nov. 1956. Pp. 18. 

Burck, G. Mentalsid americana e incremento della produltiviià. Mondo Aperto, June~Aug. 
1956. Pp. 6. 

CHAMBERLAIN, N. W. The structure of bargaining units in the United States. Indus. Lab, Rel. 
Rev., Oct. 1956. Pp. 23. 

Douty, H. M. Post-war wage bargaining in the United States. Economica, Nov. 1956. Pp. 13. 

EIsEMANN, D. M. Inter-indusiry wage changes, 1939-1947. Rev. Econ. Stat., Nov. 1956. Pp. 4. 

ELDRIDGE, P. AND WOLKSTEIN, I. Incidence of employer chenge. Indus, Lab. Rel. Rev., Oct- 
1956, Pp. 7. 

GALENSON, W. The unionization of the American steel industry. Internat. Rev. Soc. Hist., 
1956, I (1). Pp. 33. 

GARFINELE, S. Tables of working life for women, 1950: III-~Changes in patterns working 
life, 1940 ‘and 1950. Mo. Lab. Rev., Oct. 1956. Pp. 7. 

HARTSHORN, J. E. How mobile és the economy, Banker, Oct. 1956. Pp. 8. 

HAVEN, M. AND SEARLE, A. D, Output per mon-hour in basic steel, 1939 to 1955. Mo. Lab. Rev., 
Nov. 1956. Pp. 5. 

Horton, G. R. AND STEELE, H. E. The unity issue among nays engineers and firemen. Indus. 
Lab. Rel. Rev., Oct. 1956. Pp. 22. 

JARRELL, A. N. Earnings and wage differentials in 17 labor markets, 1955-56. Mo. Lab. Rev., 
Sept. 1956. Pp. 7. 

KLEINSORGE, P. L. Employers’ groups factor in J inse labor relations. Oregon Bus, Rev., 
Oct. 1956. Pp. 4, 

Moniz, E. E. Women’s changing role in the United Siates employment market. Internat. Lab. 
Rev., Nov. 1956. Pp. 22. 

Myers, R. J. Experience of the UMWA welfare and retirement fund. Indus. Lab. Rel. Rev., 
Oct. 1956. Pp. 8. 

Nosow, S. Labor distribution and the normative system. Soc. Forces, Oct. 1956. Pp. 9. 

PARMENTIER-BELOUX, M. The medical examination in vocational guidance. Internat. Lab. Rev., 
Nov, 1956. Pp. 13. 

PERLMAN, R. Value productivity and the interindustry wage structure. Indus. Lab. Rel. Rev., 
Oct. 1956. Pp. 14. 

Purures, W. G. Government conciliation in labour disputes. Can. Jour: Econ. Pol. Sci., Nov. 
1956. Pp. 12. 

ReEcorD, J. C. The rise and fall of a maritime union. Indus. Lab. Rel. Rev., Oct. 1956. Pp. 12. 

ROBERTS, B. C. Employers and industrial relations in Britain and America. Mo. Lab. Rev., 
Nov. 1956. Pp. 4. 

ROTHBERG, H. J. Adjustment to automation in a large bakera. Mo. Lab. Rev., Sept. 1956. Pp. 3. 

SPIELMANS, J. V. Union representation elections and the issue of coliective bargaining. Rev. Soc. 
Econ., Sept. 1956. Pp. 7. 


258 THE AMERICAN ECONOMIC REVIEW 


STANLEY, M. T. The amalgamation of collect:ve bargaining and political activity by the UAW. 
Indus. Lab. Rel. Rev., Oct. 1956..Pp. &. 


STENGER, A. Industrial conciliation in Canadc. Internat. Lab. Rev., Sept. 1956. Pp. 20. 


THOMPSON, A. N. Mexican immigrant worker on Southwestern agriculiure. Am. Jour. Econ. Soc., 
Oct. 1956. Pp. 10. 


Tuompson, C. C, Some recent developments in. unemployment insurance. So. Econ. Jour., Oct. 
1956. Pp. 9. 


THOMPSON, J. H. Commuting patterns of manufacturing employees. Indus. Lab. Rel. Rev, p 
Oct. 1956. Pp. 11. 


Travis, H. The siruclure of unemployment i ir recent years. Mo. Lab. Rev. , Sept. 1956, Oct. 
1956. Pp. 5, 8. 


Warp, R. J. Tne role of the Association sf Catholic Trade Unionists in the labor movement. 
Rev. Soc. Econ., Sept. 1956. Pp. 22. 


WILLIAMS, G. The myth of “fair” wages. Econ. Jour., Dec. 1956, Pp. 14. 
Automation: a brief survey of recent develofments. Internat. Lab. Rev., Oct. 1956. Pp. 21. 


The development of wage-earning employment in tropical Africa. Internat. Lab. Rev., Sept. 1956. 


Pp. 20. 
The incidence of industrial disputes by industry. Internat. Lab. Rev., Sept. 1956. Pp. 13. 
Management's reserved rights under collective bargaining: Phelps, J. C., An indasiry official’s 
view; Goldberg, A. J., A Labor official’s view. Mo. Lab. Rev., Oct. 1956. Pp. 7. 
Mobilizing our resources for emergency operation. Smployment Sec. Rev., Nov. 1956. Pp. 44- 
Supplemental unemployment benefits in the Uniied States. Internat. Lab. Rev., Nov. 1956. Pp. 9. 


The Thirty-Ninth Session of the International Labour Conference, Geneva, June, 1956. Internat. 
Lab. Rev., Oct. 1956. Pp. 30. 


Trade unions’ role in Great Britain: Roberts, B. C., Unions in the welfare state; Harle, R., 
Unions and higher productivity. Mo. Lab. Rav., Oct. 1956. Pp. 7. 


Training of supervisors. Internat. Lab. Rev., Oct. 1956. Pp. 21. 


Population; Welfare Programs; Standards of Living 


BıcxeErL, W. Bevölkerungsdynamik und Gesellschaf'sstruktur. Schweiz. Zeitschr. f. Volkswirt- 
schaft und Stat., Sept. 1956. Pp. 12. ` 

HASLUND, F. Welfare of seamen on board skip. Internat. Lab. Rev., Nov. 1956. Pp. 23. 

KOLLER, A. Umschichtungen in der schweizeriecher. Vevilkerung. Schweiz. Zeitschr. f. Volks- 
wirtschaft und Stat., Sept. 1956. Pp. 24. 

Levy, C. Economie et population. Les doctrines françaises avant 1800. Populatior., July-Sept. 
1956. Pp. 8. 

Lürorr, F. Die volkswirtschaftlichen Konsequenzen der Bevölkerungsentwicklung in der Schweiz. 
Schweiz. Zeitschr. f. Volkswirtschaft und Stat., Sept. 1956. Pp. 9. 

MARTIN, Y, Nivecu de vie des familles suivant le nombre d'enfants. Population, July—Sept. 1956. 
Pp. 22. 

Musar, S. Aann Boorn, P. Financing of usemploament, cash sickness and workmen's compen- 
sation insurance. Nat. Tax Jour., Sept. 1956. Pp. 29. 

RAGHAVA RAO, G. Indian immigrants in Kenya—a survey. Indian Econ. Jour., July 1956. Pp. 
10. 

Reiss, A. J., JR. Research problems in metropolitan population redistribution. Am. Soc. Rev. 5 
Oct. 1956. Pp. 6. 

Sauvy, A. La population de P Union Soviétique. Situation croissance et problèmes actuels. Popula- 
tion, July-Sept. 1956, Pp. 20. 

ScHEURER, F, Influences des modifications de structure de la poprlation suisse sur la future 
politique de V enireprise. Schweiz. Zeitschr. f. Volkswirtschaft und Stat., Sept. 1956. Pp. 7. 


PERIODICALS 259 


SHARP, H. AND MOTT, P. Consumer decisions in the metropolitan JERE: Jour. Marketing, Oct. 
1956. Pp. 8. 

SNYDER, E. M. Measuring comparable living costs in cities of diverse ride Mo. Lab. 
Rev., Oct. 1956. Pp. 4. 

STOLNITZ, G, J. Population composition and fertility trends. Am. Soc. Rev., Dec. 1956. Pp. 6. 

ULRICH, H. Einflüsse der Strukturwandlungen der schweizerischen Bevölkerung auf die zukünftige 
` Unternelnnungs politib. Schweiz. Zeitschr. f. Volkswirtschaft und Stat., Sept. 1956. Pp. 10. 

WEGMÜLLER, W. Die statistischen Grundlagen der Te en ROE: Schweiz. Zeitschr. f. 
Volkswirtschaft und Stat., Sept. 1956, Pp. 11. 

WiLams, F. M. Standards and levels of living of city-worker families. Mo. Lab. Rev., Sept. 
1956. Pp. 9. 

The Australian national health service. Internat. Lab. Rev., Sept., 1956. Pp. 11. 


Related Disciplines `. 


pies Z. The politics of underdevelopment. World Pol., Oct. 1956. Pp. 21. 

Dor, J. F. Teaching hour-load assignments in economics depcriments i in larger institutions. Am. 
Econ. Rev., Dec. 1956. Pp. 2. 

Grattan, C. H. Colin Clark: a conservative as radical. Antioch Rev., Fall 1956. Pp. 11. 

Luowm™e, J. Essai de comparaison entre les siructures économiques et les structures sociales. (With 
English summary.) Rev. Econ., Sept. 1956. Pp. 20, 

SILBERMAN, C. AND PARKER, S. La crescenie importanza dell’economista e economia “opera- 
ztonalistica,”” Mondo Aperto, June—Aug. 1956. Pp. 6. - 

cs P. J. D. The nation’s intellectual investment. Bull. Oxford Univ. Inst. Stat., Aug. 1956. 

p. 12. 


NOTES 


Eveline M. Burns of Columbia University Las been appointed chairman of the American 

Economic Association nominating committee. She would appreciate suggestions for officers for 

next year at as early a date as possible. She may be addressed at: 276 Riverside Drive, New 
York 25, N. Y. 


An Announcement regarding the Program for the Annual M eelings 
at Philedeiphia 


‘The annual meeting of the Association will be held at the Hotel Sheraton, Philadelphia, 
Pa., December 28-30, 1957. 

In order to provide the officers of the Association with more adequate information as to 
papers in preparetion that might merit a place cn the program of the annual meetings, it 
has been decided to conduct an open competition. Those wishing to enter the competition 
should write Professor James Washington Bell, Secretary, American Economic Association, 
Evanston, Illinois, indicating in not more than 100 words the nature of the proposed paper and 
requesting an instruction sheet and entry form 

Papers entered in the competition must be ir the hands of the committee of judges by Sep- 
tember 1, 1957. Each paper will be identifed by a code number, and the judges will make 
their selection without knowing the names of the authors. A moderate number of the papers 
submitted will be included in the program, aloag with other papers submitted by invitation. 
The titles of the winning papers and the names of their authors will be anncunced at one of 
the sessions in Philadelphia, and they will be reported in the American Economic Review. 

Preference will be given both to papers that report on completed or nearly completed sub- 
stantive research and to those of a theoretical nature that make a contribution towards inte- 
grating developments in different branches of economics or developments in economics and 
some other social science. 

The Association has become so large that the officers charged with making the programs 
have found it increasingly necessary to esteblsh channels through which they zan learn of 
research projects and other inquiries that members have in process. It is hoped that the infor- 
mation which the present more or less experimental contest will provide on the work of all 
those who enter it will constitute a significant forward step in developing such channels. 

Morris A. COPELAND, President 


ANNOUNCEMENTS 


A department of economics has been established at the United States Air Force Academy 
at the iterim site in Denver, Colorado. The staff includes Colonel Robert F. McDermott, 
professor; Major Charles V. Manes, associate p-ofessor; and Major William G. Ryan, Captain 
Robert E. Duvall, and 1st/Lt. Maurice C. Mackey, Jr., instructors. 


~~ 


The City College of New York has established a program of graduate studies in economics, 
leading to the Master of Arts degree. 


` 


The Human Relations Area Files, Box 2054 Yale Station, New Haven, Connecticut, has an- 
nounced a new series of country surveys and biblicgraphies. A country survey on Afghanistan 
is now available; also bibliographies on Afghanistan, Burma, China: Modern Economic and 
Social Development, Japanese Sources on Southeast Asia, and The Philippines. Publications now 
in preparation and to be completed soon are country surveys on Brunei, Sarawak, and North 
Borneo, Jordan, the Russian Soviet Federatec Socialist Republic, Finland, Iran, Lebanon, 
Syria; also the following bibliographies: Indonesia, Japanese and Chinese Sources on Burma, 
Syria-Jordan-Lebanon, and Uralic Peoples, 
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Foreign Scholars in the United States in the Current Academi ¢ Year 


. Attila Karaosmanoglu, lecturer in political science at the University of Ankara, i is at Harvard 
University on a research grant. 

Esme Preston, formerly a staff member at the Oxford Institute of Statistics, is visiting 
lecturer at Tulane University. - 

Brinley Thomas, of University College, Cardiff, is visiting professor at Duke University in 
the spring semester. 


Deaths 


Morton A. Aldrich, dean of the School of Business Administration and professor of econom- 
ics emeritus of Tulane University, died May 9, 1956. 

William F. Christians, professor of geography in the Waarton School, University of Penn- 
sylvania, died March 13, 1956. 

Guy-Harold Smith, who had served the Ohio State University since 1914 as chairman of 
the department of geography from 1921-34 and as professor up to his retirement in 1943, 
died November 29, 1956. 

G. Lloyd Wilson, professor of transportation in the Wharton School, University of Pennsyl- 
vania, died April 11, 1956. 


Appointments and Resignations 


Curtis Aller has been appointed lecturer in the department of economics and the Labor and 
Industrial Relations Center at Michigan State University. 

A. Asimakapulos has been appointed lecturer in econorics at McGill University. 

Nicholas Balabkins has been appointed instructor in ecoromics at Washington and Jefferson 
College. 

Philip M. Banks has been appointed instructor in anaes in the Wharton School, University 
of Pennsylvania. 

Robert T. Barnes has been appointed instructor in finance in the Wharton School, Univer- 
sity of Pennsylvania. 

Jack F. Bennett, on leave from tke Standard Oil Company of New Jersey, is serving as 
senior economist for the President’s Citizen Advisers on the Mutual Security Program (The 
Fairless Committee). | 

Robert E. Berry has been appointed instructor in economics in the Wharton School, Uni- 
versity of Pennsylvania. 

Walter P. Blass has joined the staff of the Office of Far Eastern Operations of the Inter- 
national Cooperation Administration in Washington, D. C. — 

Jack C. Bloedorn has been appointed instructor in finance in the Wharton School, Uni- 
versity of Pennsylvania. 

Arthur I. Bloomfield, of the Federal Reserve Bank of Nev: York, has been in Korea on behalf 
of the International Cooperation Administration undertaking a survey of monetary and fiscal 
policy in that country. He was visiting professor of econamics in the Wharton School, Uni- 
versity of Pennsylvania in the fall semester. 

Frederick E. Blum has been appointed instructor in finance in the Wharton School, Uni- 
versity of Pennsylvania. 

_Irvirig Brecher has been appointed associate professor cf economics at McGill University. 

Edward W. Brennan has been promoted from instructor to assistant professor of accounting, 
Wharton School, University of Pennsylvania. 


Murray Brown has been appointed assistant professor of economics in the Wharton School, 
University of Pennsylvania. 


` John E. Brush has been appointed visiting lecturer in geography and industry in the 
Wharton School, University af Pennsylvania. 
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Edward T. Bullock has resigned from Seton Hall University to accept an appointment as 
professor of economics at the University of Miami. 


Philip M. Carroll has resigned. from the Bureau of the Budget to accept an appointment as, . 


assistant professor of economics at Colorado A & M College. 

Russell L. Chrysler has been promoted from associate professor to ee of marketing 
at Los Angeles State College. 

Richard C. Clelland has been appointed assistant professor of statistics in the Wharton 
School, University of Pennsylvania. l 

Richard V. Clemence has been named chairman cf the PE of economics at ERY 
College, 

Madeline H. Codding has been appointed research instructor i in industrial research, Wharton 
School, University of Pennsylvania. 

Robert D. Corrie has been appointed instructor in finance in the Wharton School, University 
oi Pennsylvania. 

Fred I. Courtney has been appointed treasures of Virginia Metal Products, Inc., Orange, Va. 

‘Kenneth Courtney has been appointed instractor in finance at the Ohio State University. 

Virgil D. Cover, of Syracuse University, has been in Burma working with Dilwarth Walker, 
dean of the University of Utah, in the establishment of a program in business administration 
at the University of Rangoon. : 

Edwin B. Cox has been appointed instructor in siatistics in the Wharton School, University 
of Pennsylvania. ` 

` Robert G. Cox has been promoted from assistant professor to associate professor of account- 
ing in the Wharton School, University of Pennsylvania. 

W. Arthur Cullman has been appointed associate professor of marketing at the Ohio State 
University. 

William Diebold, Jr., has been appointed v-siting lecturer in economics in the European 
Institute of Columbia University for the spring semester. 

Donald F. Dixon has been appointed instructor in marketing in the Wharton School, 
University of Pennsylvania. 

H. Robert Dodge is instructor in marketing at the Ohio State University. 

- William L. Doremus conducted a seminar in American marketing methods for the French 
National Sales Executives Association on the invitation of the Association. 

William M. Duffus has retired [from the Oh‘o State University where he was professor of 
finance. 

Richard A. Easterlin has been promoted from assistant professor to associate professor of 
economics, Wharton School, University of Pennsylvania. 

Howard L. Englander has been appointed instructor in marketing in the Wharton School, 
University of Pennsylvania. 

Wilson L. Farman was director of the Colgate University Economics Study Group (off- 
campus undergraduate honors study of economic ae ac located in Atlanta, Georgia, 
this year. 

Albert Fishlow has been appointed instructor in economics in the Wharton School, Uni- 
versity of Pennsylvania. 

George Fisk has been promoted from instructor to assistant professor of marketing in the 
Wharton School, University of Pennsylvania. 

Bruno Foa has been appointed visiting professor of economics in the Wharton School, Urti- 
versity of Pennsylvania, for the current academic year. 

Kenneth M. Ford, has been appointed director cf the Graduate'Business School and associ- 
ate professor of business management at Northeastern University. 

Benjamin R. Foster has been appointed instructor in geography and industry in the Whar- 
ton School, University of Pennsylvania. 


" .. vania. 
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Peter G. Franck has resigned from the Council for Economic and Industry Research, Wash- 
ington, D. C., to accept an appointment as professor of economics and head of the department 
of social science at Robert College, Istanbul. , 

Arthur M. Freedman has been appointed lecturer i in economics in the Wharton School, 
University of Pennsylvania. 

Lester Fuszara is instructor in management in the Ohio State University. 

Paul H. Geithner has been appointed instructor in marketing in the Wharton School, 
University of Pennsylvania. 

‘Robert B. Giedraitis is instructor in finance in the Wharton School, University of Pennsy]- 


Donald F. Gordon, now in the Wharton School, University of Pennsylvania, on a year’s 

leave, has been promoted to associate professor of economics at the University of Washington. 
‘Paul V. Grambsch has been appointed dean of the School of Business Administration of 

- Tulane University. 

Richard W. Graves has resigned from the staff of Tulane University where he was assistant 
professor of statistics in the School of Business Administrazion. 

Michael F. Grisafe, formerly of Bradley University, is row assistant professor of accounting 
at Los Angeles State College. 

William Hamburger, formerly of Stanford University and the RAND Corporation, has 
joined the staff of the Aeronautical Research Foundation as an economist. 

Talmadge Harris has beer appointed instructor in economics and accounting at Washington 
and Jefferson College. 

James Q. Harty has been appointed instructor in geography and industry in the Wharton 
School, University of Pennsylvania. 

Robert S. Hass is instructor in accounting in the Wharton School, University of Pennsyl- 
vania. 

Francis X. Healy, Jr., has been appointed instructor in economics in the Wharton School, 
University of Pennsylvania. 

Donald Heany is on a year’s leave of absence from Georgetown University to serve as con- 
sultant with the General Electric Company in New York. 

Leonard W. Hein has been appointed assistant professor of accounting at Los Angeles State 
College. 

Rexford Hersey has been promoted from associate professor to professor of insurance.in the 
Wharton School, University of Pennsylvania. 

George H. Hildebrand is now director of the Instituze of Industrial Relations at the Uni- 
versity of California, Los Angeles. 

Henry E. Hoagland has retired from teaching at the Ohio State University where he served 
as professor of finance. 

Stanley C. Hollander has been appointed visiting associate professor of marketing in the 
Wharton School, University of Pennsylvania. 

Earl O. Hollenbaugh is instructor in accounting in the Wharton School, University of Penn- 
sylvania. 

David E. Horlacher is instructor in economics in the W barton School, University of Pennsyl- 
vanja. 

William A. Howe, Jr., is instructor in accounting in the Wharton School, University of 
Pennsylvania. 


Walter Isard has been appointed professor of econonics in the Wharton School, University 
of Pennsylvania. 


Gene E. Jackson is instructor in accounting in the Wharton School, University of Pennsyl- 
vania. 


D. Gale Johnson has been named associate dean of the Division of Social Sciences of the 
University of Chicago. 


“ 
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Robert H. Johnson is on leave from the State University of Iowa to serve as executive assist- 
ant to the governor of the State oi i Jowa.“ 


Edward J. Kilberg has resigned, from: the research department of the Mutual Life'Insurance 
Company to work om a project at the N atidna. Bureau cf Economic Research. l 


Jobn W. Kendrick has been appointed associate professor of economics at ne George 
Washington University. 


Lucy W. Killouzh has retired as dikin of the deparment of economics at Wellesley, Col-+ l 
lege. She continues as A. Barton Hepburn professor of economics. : 


Irving B. Kravis has been promoted from associate professor to professor of economicsiin’ : 


the Wharton School, University of Pennsylvania TOES 


I. M. Labovitz has transferred from the Bureau of the Budget to the Legislative Referehce 
Service of the Library of Congress, where he is senior specialist in social welfare. 

Howard Laitin has been appointed director of the departments of research and statisti: 
of Michzel Saphier Associates and S.U.A. Inc., New York City. l 

Michael Lalli has been appointed instructor ir statistics in the Wharton School, University 
of Pennsylvania. 

Francis Lammer has been appointed lecturer in finance in the Wharton School, University 
of Pennsylvania. 

Don Lawson is assistant professor of marketinz at San Diego State College. 

Paul H. Levenson, formerly in the Wharton Schcol, University of Pennsylvania, has been 
appointed lecturer in management at Los Angeles State College. 

Howard T, Lewis, professor emeritus of Harvard University, has been professor of industrial 
procurement at Northeastern University since September 1955. 

Arthur F. Loeben has been appointed instructcr ir. geography and industry in the Wharton 
School, University of Pennsylvania. 

John F. Lubin has been promoted from instructor to assistant professor of industry in the 
Wharton School, University of Pennsylvania. 

John P. Lutz has been promoted from instructor to assistant professor of finance in the 
Wharton School, University of Pennsylvania. 

Gordon A. Marker haś been appointed instructor in economics in the Wharton School, Uni- 
versity of Pennsylvania. 

Raymond Mayer has been appointed assistant professor of production management in the 
School of Business, University of Chicago. . 

Kenneth M. McCaffree has been promoted to essociate professor of economics at the Uni- 
versity of Washington. 

- Adrian M. McDonough has been promoted from instructor to assistant professor of industry 
in the Wharton School, University of Pennsylvania. 

Dan M. McGill has been promoted from associate professor to professor of instance in 
the Wharton School, University of Pennsylvania. 

Lionel W. McKenzie, of Duke University, will be visiting associate professor at the Uni- 
versity of Michigan in the spring semester. In the summer he will direct a workshcp at the 
Social Science Research Council Summer Institute for economists trained in mathematical 
methods at Stanford University. 

S. Sterling McMillen, of Western Reserve Univecsity, has been appointed to the executive 
committee of the Ohio Governor’s Council on Atomic Energy. 

James McNulty has been appointed associate professor of geography and industry in the 
Wharton School, University of Pennsylvania, 

Gilbert M. Mellin kas resigned from the School of Business Administration of Tulane Uni- 
versity. 

Allan H. Meltzer has been appointed lecturer in economics in the Wharton School, University 
of Pennsylvania. 
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Jerome W. Milliman, formerly of Florida State University, has accepted an appointment 
as assistant professor of agricultural economics:at. the University of California, Los Angeles. 

David. N. Milstein has been appointed instructor in-ecotoniics at Rutgers University. 

Burton M. Mirsky has been appointed lectùrer i in ‘economics in the Wharton School, Uni- 
versity of Pennsylvania. 


Cc. Clyde ‘Mitchell has resigned from the University of Nebraska to join the staff of Techni- 
-cal Assistance Experts of the Food and Agriculture Organization. His present assignment is to 
$ “assist the Ministry of Economics of Mexico on national and regional economic planning. 


Li ‘Donald A. Moore, formerly of Michigan State University, has been appointed assistant pro- 
j fessor of economics at Los Angeles State College. 
A “Albert G. Mossawir has been appointed teaching fellow in economics at Wesleyan University, 
f ih, G. Nicolopoulos has been appointed lecturer in economics at McGill University. 
‘Douglass C. North has been promoted to associate professor of economics at the University 
of Washington. 
Lawrence M, Odence has been appointed instructor in accounting in the Wharton School, 
University of Pennsylvania. 


Paul M. O’Leary has resigned as dean of the College of Arts and Sciences to resume his pro- 
fessorship of economics at Cornell University. 


Thomas J, Orsagh has been appotated instructor in statistics in the Wharton School, Uni” 
versity of Pennsylvania. 


Ernest J. Pavlock has been appointed instructor in accounting in the Wharton School, 
University of Pennsylvania. 


Ralph W. Piersall, Jr., bas been appointed instructor in accounting in the Wharton School, 
University of Pennsylvania. 


Almarin Phillips, formerly at the Wharton School, is now associate professor in the Uni- 
versity of Virginia Graduate School of Business Administration. . 


Carl A. Polsky has been appointed instructor in accounting in the Wharton School, Univer- 
sity of Pennsylvania. 


Janus Poppe has been appointed associate professor of economics at Georgetown University. 


Robert M. Rauner has been promoted from instructor to assistant professor of economics 
at Trinity College. 


Edward P. Reagen has been appointed assistant professor of economics at Washington and 
Jefferson College. 


Alfred Reifman, of the Department of State, has beer appointed deputy director of the 
International Development Advisory Board, Washington, D. C. 


Neil D. Reznik has been appointed instructor in insurance in the Wharton School, Univer- 
sity of Pennsylvania. 

Raymond W. Ritland has resigned as assistant professor of economics in the School of Busi- 
ness Administration, Tulane University. 


Jack E, Robertson has been appointed instructor in economics in the School of Business 
Administration, Tulane University. 

Clyde O. Ruggles, professor emeritus of Harvard University, has been professor of public 
utility management and regulation at Northeastern University since January 1955. 

Theodore Ruprecht has been appointed instructor in economics at Occidental College. 


¢ Walter S. Salant, of the Brookings Institution, was visit:ng lecturer at the Salzburg Seminar 
for American Studies in Salzburg, Austria in February. 


L. H. Samuels, of Johannesburg, has taken a fellowship at Nuffield College, Oxford Univer- 
sity, for the year 1957. 


Charles Schertenleib has been appointed visiting professor of economics at Georgetown 
University. 
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V. Donald Schoeller has resigned from the Wharton School, eee of Pennsylvania, 
where he was lecturer in geography and industry. 

Eugene W. Schooler has been appointed research associate in economics in the Wharton 
School, University of Pennsylvania, ` 

Ben B. Seligman, formerly director of the Washington Office of the American Jewish Com- 
mittee, has joined the staff of the United Automobile Workers Union as economic and political 
analyst in international affairs. 

Hans F. Sennholz has been appointed professar of economics at Grove City College, Pennsy!- 
vania. 

- Gordan Severance, formerly of San Diego State College, has been appointed assistant pro- 
fessor of finance and law at Los Angeles State College. 

Harry J. Shaffer has been appointed instructor in economics at the University of Kansas. 

Edward Shils has been appointed associate professor of geography and industry in ‘the 
Wharton School, University of Pennsylvania. 

Edward Simmler, Jr., has resigned as instructor in accounting in the Wharton School, 
University of Pennsylvania. 

Robert H. Smith has been appointed instructor in finance in the Wharton School, ey 
of Pennsylvania. 

William J. Smith, Jr., has resigned from (Gorom University and is presently with the 
Federal Reserve Board serving as economic research consultant, 

Eugene Smolensky has been appointed instructor in economics in the Wharton School 
University of Pennsylvania. 

William Snyder has been appointed instructar in economics at Temple University. 

Harold M. Somers, dean of the School of Business Administration of the University of 
Buffalo, has been admitted to the practice cf law in New York State and has been appointed 
chairman of the state’s Minimum Wage Board for the Restaurant Industry. 

Lewis C. Sorrell, professor of management theory and policy and transportation has resigned 
from the School of Business Administration, Uriversity of California, Los Angeles, 

John Steele has been promoted to associate >roiessor of business organization at the Ohio 
State University. 

Herbert Stein has been elected director of research by the Board of Trustees of the Com- 
mittee for Economic Development. 

Matthew J. Stephens has been appena instructor in accounting in the Wharton School, 
University of Pennsylvania. 

Frank I. Stern has resigned from The Value Line to join Grey PEHE Agency, New | 
York, as economist. 

Merton P, Stoltz has been appointed chairman of the department of economics at Brown 
University. 

Williard E. Stone has been promoted from assistant professor to associate AE E of ac- 
counting in the Wharton School, University of Pennsylvania. 

Barrie Storrs has been appointed instructor in geography and industry in the Wharton 
School, University of Pennsylvania. 

R. Stansbury Stockton has been made assistant professor of management at the Ohio State 


University. 
John L. Sullivan has been appointed instructor in marketing in the Wharton School, Uni- 


versity of Pennsylvania. 

Alfred Tao has accepted an appointment as associate professor of economics at the Uni- 
versity of Hawaii. 

Benjamin F. Teeter has resigned from Georgetown University to take a position with the 
Federal Deposit Insurance Corporation, 

Benjamin J. Tepping has been appointed visiting professor of statistics in the Wharton 
School, University of Pennsylvania. l 
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o Tak Topiol has been appointed instructor in accounting in the Wharton School, University 
o Pennsylvania. 

Harry M. Trebing has been appointed assistant el af economics in the College of 
Business Administration. of the University of Nebraska. ` 
; Lynn Turgeon has been ‘appointed visiting lecturer in econcmics at Hofstra College. 

: William Voris has been promoted from assistant professor to associate professor and head 
of the department of management at Los Angeles State College. 

Gerald E. Warren has resigned from Tulane University to accept an assignment as assistant 
director for economic development, U.S. Mission Si Taiwan, International Cooperation Ad- 
ministration. 

1 Elsie M. Watters has been appointed assistant EEE of statisticsin the School of Business 
Administration, Tulane University. : 

Paul Wells, formerly of RAND Corporaition, has joined the faculty of Los Angeles State 
. ‘College as assistant professor of economics for the current academic year. 

' Richard J. Whiting ais been Appointed assistant a a of gious at Los Angeles 
State College: : : 

: William L. Wilbur lias EF a Memphis State College to become associate professor 
of economics at Wofford College. 

Roger J. Williams, Jr., has resigned tank Baldwin-Wallace College to accept a position as 
economist with the Union Carbide and Carbon Corporation in New York City. 

Martin Wilmington has been Promotes to adjunct associate professor of social sciences at 
‘Pace-College. oe 

Bruno S: Wojtun has been appointed instructor i in economics. at Temple University. 

Carl H. Wolf has been appointed instructor in accounting i in the Wharton School, University 
‘of Pennsylvania. 

Dallas M. Young, of Western Reserve University, has been retained as impartial umpire, 
Cleveland Transit System and Division: 268, Amalgaatei Association of Street, Electric 
Railway & Motor Coach fmployeenic of Amenta, 


; 
k 


VACANCIES AND AFPLICATIONS 


The Association is glad to render service to applicants who wish to make known 
` their availability for positions in the field of eccnomics and to administrative officers 
of colleges and universities and to others who ere seeking to fill vacancies., 

“The officers of the Association take no resporsibility for making a-selecticn among 
the applicants or following. up the resul-s. The Secretary’s Office will merely afford 
a central point for clearing inquiries; and the Review will publish in this section brief . 
description of vacancies announced and of applications submitted (with necessary 
editorial changes). Since the Association hes no other way of knowing whether or 
not this section is performing a real service, the Secrecary would appreciate receiving 
notification of appointments made as a result of these announcements. It is optional 
with those submitting such announcements z0 publish name and address or to use a 
key number. Deadlines for the four issues of the Review are February 1, May 1, 
August 1, and November 1. 

Communications should be addressed to: The Secretary, American Economic Asso- 
ciation, Northwestern University, Evanston, IIl nois. ° 


Vacancies 


Economics: Instructor or assistant professor in economics. Co-educational Catholic - 
college desires M.A. in economics, Salary $4500 to $5,500 per year. Successful 
applicant will teach only economics courses. Opportunity to work for Ph.D. locally. 
New campus. Opportunity to become chairman of the department when quali- 
fied. Address inquiries to: Frank L, Luken, Vice-President, Villa Madonna College, 
Covington, Kentucky. 


Editor, college textbooks: New York publisher seeks young man to assume editorial 
responsibility for college textbooks in the soch] sciences. Should be familiar with 
liberal arts curriculum and.should have hac some experience in organizing material 
(not necessarily textbooks) for publication. Copy-editing and proofreading not re- 
quired. Salary depends upon qualifications; excellent opportunity for rapid a ae 
ment. 185 © 


Accounting and finance: In state-supported institution in the Southwest. Teaching 
mainly upper division and graduate courses ia accounting and one course a year 
in finance. Minimum requirements: Ph.D., with C.P.A. desirable. Professoriel rank, 
salary $7,500 or better; summer teaching extra. Opportunity to increase compensation 
by working on outside University contracts. Duttes may begin February, 1957. P188 


Economics: Permanent addition to staff of sccial science department. Will teach 
general education economics at sophomorz level and senior college or graduate 
courses in labor economics, history of economic thought, international econamic rela- 
tions, comparative systems, Ph.D. preferred. Raak dependent on qualifications; salary 
$540-$640 per month for nine months; summer teaching may add two month's 
salary. Send data and inquiry to Hugh Jameson, Department of Social Sciences, 
Northern Illinois State College, De Kalb, Illinois. 


General economics, public finance, money and banking: Research assistant, with at 
least an M.A. degree, specialized in public finince and/or money and banking; no 
experience required; for research unit of a go~ernment department in Puerto Rico. 
One-year contract, renewable. Annual salary 36,00C, plus travel expenses to and 
from Puerto Rico. P189 


Economics and statistics: The Air Force Institute of Technology, located at Wright- 
Patterson Air Force Base, Dayton, Ohio, has an opening for a teacher of economics 
and statistics, work to begin not later than September, 1957, but may begin sooner 
if applicant should so desire. The position will carry a civil service rating of GS-11 
or GS-12, depending upon the qualificatiors o: the applicant. The beginning salary 
for GS-11 is $6,390; and for GS-12 is $7,570. Applicants should have a Ph.D. degree 
im economics or in statistics, have mathematics through integral calculus, and be 
qualified to teach advanced courses in his specialty and intermediate courses in the 
other area. Successful teaching experience is aso desirable. The teaching Icad will 
be light but it is expected that considerable tim= will be devoted to research in order 
that courses taught may have the greatest possible applicability to the needs of our 
students. Duties extend over the entire twelve months but one quarter of each year is 
usually devoted to study and research. Applicaton should be addresséd to Dr. James . 
Roy Jackson, Dean, School of Business, Air Fcrce Icstitute of Technology, Wright- 
Patterson AFB, Ohio. 
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ENTREPRENEURIAL INCOME, SAVING 
AND INVESTMENT 


By IRWIN FRIEND AND Irvine B. Kravis*’ 


The primary purpose of this article is to set forth what is known 
about the saving and investment behavior cf entrepreneurs, particu- 
larly proprietors of unincorporated nonfarm enterprises. Income also 
is covered because of its relevance to saving and investment decisions. 
The major sources of data are the Bureau of Labor Statistics 1950 
survey of consumer expenditures, the Surveys of Consumer Finances 
- made by the University of Michigan Survey Research Center for the 
Federal Reserve Board, and national accounts and other aggregative 
data. 

In the years following the second world war, personal saving has 
accounted for nearly two-thirds and corporate saving for a little more 
than one-third of total saving in the United States. Some evidence indi- 
cates that proprietors (including partners) and other self-employed 
persons played a major part in the provision of personal saving, but 
other data do not support this conclusion. Contradictions are also to be 
found with respect to the relative importance of proprietors’ investment 
in their own enterprises. 

Considering the strategic role of saving and investment in the dy- 
namics of cyclical change and economic growth, it seems important to 
assay the available evidence in a systematic fashion, We realize that 
data on saving are subject to wide margins of error, but it seems un- 
likely that more suitable survey and aggregative data will be available 
for. some time.’ 

* The authors are respectively professor of finance and professor of economics at the 
University of Pennsylvania. Their article is based on research undertaken in connection 
with a broad Study of Consumer Expenditures, Incomes and Savings at the Wharton 
School of Finance and Commerce of the University of Pennsylvania. The study is based 
largely on the 1950 survey of the Bureau of Labor Statistics of 12,500 families in 91 


representative cities, and is being carried out in cooperation with that agency. It is 
financed by a grant from The Ford Foundation. 


*There is, perhaps, some irony in the use of the B.L.S.~Wharton data first in an area 


f 
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I. Entrepreneurial Shares in Income and Saving 
Shares in Income?’ 


Survey data for recent years indicate that consumer units headed 
by self-employed and other entrepreneurial personnel account for over 
20 per cent of the nation’s consumer units and about 30 per cent of 
the nation’s disposable personal income. The various groups included 
as “entrepreneurial personnel” and the share of each in the years 
1948-50 are shown in Table I. 

Evidence drawn from national eccounts data seems reasonably con- 
sistent with these survey findings, although conceptual differences pre- 
clude precise comparisons. Analysis af the national accounts data sug- 


TABLE I.—ENTREPRENEURIAL SHARES IN INCOME AND SAVING, 1348-50 


Percentage Shares in: 


Personal Disposable 





Saving Income 
(1) (2) 
1. Farm operators 11.0 6.5 
2. Independent professional men 5.5 2.1 
3. Artisans —).2 4 
4. Owners of incorporated business | 19.0 4,0 
5. Owners of unincorporated business | 35.0-45.0 12.0 
6. Business managers and officials 9.0 5.7 
7. All self employed (2+3-4-5) 4),5-~50.5 14,5 
8. Business owners (4-+5) - 45,0-55.0 16.0 
9, Business owners, managers, artisans 5£.0-64.0 22.1 12.5-14.8 
(3 to 6 inc.) 
10. All groups (1 to 6 inc.) 7),5-80.5 30.7 11.7-13.4 


Sources: Column 1: Table A, Appendix I. 

Column 2: Table B, Appendix II. 

Column 3: column 1-+- column 2 >< saving-income ratio for nation. The national 
saving-income ratio is taken at 5.1 per cent which is the relation of 
national accounts estimates of personal saving to disposable income, 
1948-50. 


gests also that (1) the entrepreneurial income share in 1948-50 was 
close to the average for “normal” years in recent decades; (2) business 
and professional incomes conform to major cyclical swings and have a 
greater amplitude of fluctuation than total personal income; and (3) 





where survey data have the greatest weaknesses. In contrast to the contradictions described 
herein for saving data, our preliminary checks show that the blown-ur B.L.S.-Wharton 
consumption data conform reasonably well in level and quite closely in percentage dis- 
tribution among major categories of goods with Department of Commerce national ac- 
counts data. 

3'This section summarizes the results of an analysis of the data presented in Appendix I. 
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there has been a secular downswing in nonfarm proprietors’ share in 
income dating at least from the closing decades of the last century. 


Shares in Saving” 


As for savings, the survey data summarized in Table I indicate that. 
unincorporated businessmen alone account for at least a third and all 
entrepreneurial personnel well over two-thirds and perhaps more than 
three-fourths of personal saving. While the savings of corporations are 
not under study in this article, it is of interest to note that the addition 
of their saving to the total savings of the groups in the table implies 
that around 80 per cent of total nongovernmental saving in the United 
States was provided by business units or entrepreneurial groups. Ad-. 
justments for the underreporting of deposits in financial institutions, a 
major deficiency in the survey savings estimates, might lower these 
shares somewhat. 

However, aggregative data, particularly for nonfarm entrepreneurs, 
do not confirm the survey findings regarding the important role of this 
group in the provision of savings. The available data focus on changes | 
in the “net worth” or “equity” of nonfarm noncorporate businesses and - 
thus measure neither the saving of the businesses qua businesses (ż.e., 
their retained earnings) nor the total'’saving of their proprietors who, 
of course, may accumulate assets outside of their businesses.* The 
figures are actually an amalgam of retained earnings and net current 
transfers of proprietors’ capital to the business. Hence, they represent 
the current business investment of proprietors—offsets to proprietors’ 
total saving, rather than their saving. For this reason we defer sys- 
tematic treatment of these data until we discuss business investment. 

However, in order to round out our account of what can be said 
about entrepreneurial shares in personal saving, we anticipate some of 
our subsequent findings by mentioning the following points: (1) The 
bulk of proprietors’ current saving according to an impressive array 
of survey data has been invested in their businesses, at least in recent 
years. (2) Business investment by noncorporate enterprise according 
to aggregative.data has been a very small percentage of personal sav- 

3 This section summarizes the results of an analysis cf the data with respect to entre- 


preneurial skares in personal savings presented in Appendix II. The implications of differ- 
ent bodies of data for the level of personal saving are discussed in Appendix IV. 


*The following definitions with respect to unincorporated business saving and invest- 
rhent are used in this paper: 

Business saving == Retained earnings (in principle, and in the aggregate data in fact, 

this is after adjustment for inventory profits). 

Business investment = Changes in business net worth = Increase in business assets 

minus increase in business liabilities (apart from revaluation items) = Retained 

earnings plus net capital transfers of personal assets to business. 

Physical investment == Purchases of plant and equipment and change in inventories. 
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ing—probably well ider 5 per cent. The conclusion which follows, l 
viz., that proprietors’ saving must also- be a.small proportion of total 
Mi saving, is in conflict with the direct survey findings. There — 
"appears to be no plausible basis for reconciling the opposite conclu- 
sions indicated by the two sources. 


| Pa a II. Saving-Income Ratios 2 
Given the income and saving shares, saving-income ratios for each 
` group. in Table I can be computed if the saving-income ratio for all 
“ occupations taken together is known. The over-all ratio used, obtained 
from national. accounts data, affects the level of the group ratios in 3 

“column 3: but not the relationship mong them. The results show that ' 
the’ saving- income ratios for the entrepreneurial groups, except the 
artisans," Were well above the national average. The ratio for owners 
of unincorporated business falls in a range of nearly 3 to nearly 4 times 
| the’ average.:: 

A. more direct, though for entrepreneurial groups less detailed, com- 

+ “parison. of the saving-income ratios of self-employed and managerial 
~ groups with those of other occupa-ions is offered in Table II, where 

` both B.L.S.-Wharton and Federal Reserve-Michigan data are pre- 

“sented. Although the two sets of figures differ greatly, they are in 

accord in showing very much above-average saving-income ratios for’ 
entrepreneurial occupaticns.® 

The differences between the over-all income and saving averages 

in the two sets of data are discussed in the Appendixes. It is obvious, 

however, that the differences in the saving-income ratios are too large 

to be ascribed to the inclusion of nonurban spending units in one survey 


“The saving-income ratios for artisans enc independent professional men are based on 
rough estimates of saving and income made from B.L.S.-Wharton urban data by the 
present writers. Unlike the estimates for the businessmen, they could not be checked aguinet 
data from a second source. 


The data in Table II are relevant also to tke Friedman hypothesis that the ratio biei 
the “permanent” components of income and consumption is invariant to income level. 
(Milton Friedman, A Theory of the Consumttion Function, National Bureau cf Economic 
Research, forthcoming.) These data do not appear to support the hypothesis. Aside from 
the entrepreneurial groups, there seems to be little basis for believing that the ratio of 
transient to permanent components of inccme and consumption differed substantially 
from one occupational group to another, Yet if the occupations are arrayed in order of 
decreasing incomes, the saving-income ratios decline in a fairly regular fashion, the high- 
saving farm group representing the major exception. One possible way of reconciling these 
data with the Friedman hypothesis, which dces not appear to us to be convincing, would 
be to ergue that the lower-income occupations consist of many persons who are on their 
way up to higher-income occupations. Because of the inclusion of these persons, it might 
then be claimed, the average spending of the zroup is raised by the optimistic expectations 
of the potential climbers. We have discussed the Friedman hypothesis at greater length in 
“Consumption Patterns and Permanent Income,” Am, Econ, Rev., Proceedings, May 1957, 
XLVII, 536. 
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TaBie II.—Savinc-Income Ratios, By Occupation, 1950 


B.L.S.-Wharton | Saving-Income Federal Reserve-Michigan 
(Urban only) [. Ratio (All U.S). 
Exclud- | Includ- - Savi 
Average ing ing _ | Average}. --|, RAYE" 
After- | Average| Dura- | Dura- Before- | Average pone. 
Tax | Saving | bles bles® "| Tax | Savidg 4 240 
Income (per (per '| Income {per 
By, cent) cent) i cent) 
; (1) (2) (3) (4) (5) - į = (6) 0). 
Self-employed $6,270 | $905 14.4 24.8 | Managecial and sslf- . eee ane 
: employed $5,790 | $1,118 | 19:3 ' 
Salaried professional, Professione! and ' © . 
officials 6,116 600 9.8 21.2 semi-professional 5,630 |: 404 7.2 
Clerical and sales 4,349 128 2.9 14.2 | Clerical and sales 3,910 ` 269 6.9 
Skilled wage earners | 4,431 85 1.9 16.1 | Skilled and semi- pet hae 
Semiskill 3,758 59 1.6 14.3 skilled 3,660 | . 179}; 4.9 
Unskilled 2,731 | — 25 |= .9 9.2 | Unskilled and service | 2,200 ‘90 4.1 
Farm o>erator . 2,480 |! . 269 10.9 
Not gainfully em- All other 2,010] “108 1.5.4 
employed 2,133 | —257 j—12.0 j— 2.5 į All groups before tax | 3,520 | ~ 270 |° 7.7 
All groups after tax 4,147 179 4.3 15.9 | All groups after tax 3,220- °°270.|. 8.4 


ment, 


Federal Reserve Bulletin as described in footnotes to Table A, Appendix 1. 


` 


and their exclusion in the other. At this point we merely note that the 
national ratio for 1950 derived from the national accounts data—5.9° 
per cent—is almost midway between the B.L.S.-Wharton and Fed-. 


eral Reserve-Michigan over-all ratios but that there are conceptual 
as well as statistical differences among these ratios. 

The Federal Reserve-Michigan data in Table II do not permit a 
separation of business owners and managers. However, business own- 
ers and farmers were segregated by Morgan in his use of the same 
basic survey data. We have calculated the following saving-income 
ratios by using Morgan’s figures on the share of business owners in 
disposable income and in saving, and Federal Reserve Bulletin data on 
mean income and mean saving by all groups.’ 


1948 1949 | 1950 1948-50 
(per cent) 
Business owners 14.9 20.8 32.2 22.6 
Farmers 16.2 7.0 11.7 11.6 
Others 4.5 3.1 4.7 4.1 
All groups 7.2 6.0 8.4 7.2 


™'The last line in the table is based entirely on Federal Reserve Bulletin articles on the 
Survey of Consumer Finances. Mean savings were taken from Table 7 of the September 
1951 article and mean disposable incomes for 1949 and 1950 from Table 19 of the August 
1951 article. Disposable income for 1948 was approximated on the basis of the ratio 
between median and mean incomes shown in Table 19. The first three lines were cal- 
culated by dividing the shares in saving reported by Morgan by the share in disposable 


a Consists of purchases of automcbiles, television sets, radios, musical Instruments, furniture and housekold equipe `- 


Sources: B.L.S.-Wharton data, Saving is defined so as to include personal insurance. Population weights were. i 
adjusted for underreporting of high-income units. See Appendir I. Federal Reserve-Michigan date- derived from © -< 
, rt Dr’ h “4 ete ’ 
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The 1950 ratio for business owners (owners of unincorporated busi- 
nesses and of closely held corporat2 business) is substantially above 
any other entrepreneurial ratios we have obtained. Nevertheless, like 
‘all the other survey evidence, these figures indicate substantially higher 
propensities to save on the part of entrepreneurs than for the popula- 
tion at large. 

Earlier surveys unfortunately cast little ight on the saving pro- 
_ pensities of entrepreneurs as compared with other individuals. Data 
for the 1935-36 survey, analyzed by Dorothy Brady, do not show any 
noteworthy differences between the average saving of entrepreneurs 
and nonentrepreneurs at the same level of income, though entrepre- 
neurs tended to save less at low levels of income (perhaps reflecting 
a higher average level of wealth or higher customary income status) 
and apparently to have a greater marginal propensity to save. Unlike 
the postwar surveys, these data do rot indicate any clear-cut tendency 
‘toward relatively high average saving propensities by upper-income 
entrepreneurs, This may reflect either deficiencies in the data for upper- 
income groups or differences in entrepreneurial saving behavior in less 
prosperous periods. 


Saving-Income Ratios by Income Levels 


To determine whether the high saving by entrepreneurs is due simply 
to their high incomes or to stronger saving motivations; we must com- 
pare the saving of entrepreneurs and nonentrepreneurs at each income 
level. 

Our sources of information, the B.L.S.-Wharton and the Klein- 
Margolis? materials, are described in Appendixes I and II in general 
terms, and in Appendix III they are compared with respect to the dis- 
tribution of income and savings for proprietors and for others, by in- 
come class. Here we are concerned only with the saving-income ratios 
the two sources yield; these are shown in Table III. 

One point stands out from an examination of this table. Given the 
propensities of unincorporated businessmen towards larger-than-aver- 
age negative saving at low incomes and larger-than-average positive 
saving at high incomes, the total cor:tribution of this group to national 
saving obviously depends upon the distribution of its members among 


income reported by him, and multiplying the quotient by the over-all saving-income 
ratio as given in the last line of our table. (Cf. J. N. Morgan, “The Structure of Aœ 
gregate Saving: Correction and Addendum,” Jour. Pol. Econ., Dec. 1953, LXI, 536.) 

? Dorothy Brady, “Family Saving, 1888 te 1650,” in R. W. Goldsmith, A Study of 
Saving in the United States (Princeton, 1955), Vol. III, pp. 149, 175 and 233 fi. 

°L. R. Klein and J. Margolis, “Statistical Studies of Unincorporated Business,” Rev. 
Econ, Stat., Feb. 1954, XXXVI, 33 ff. 
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TABLE ITI.—Savinc-Income RATIOS, BY INCOME LEVEL 


(per cent) 
(1) (2) (3) (4) 
B.L.S.-Wharton Klein-Margolis 
(1950) (1948-50) 
All Unincorp. All Unincorp. 
urban business nonfarm business 
1. Under $3,000 —15.6 —60.8 — 5.9 —56.9 
2. $3,000-4,999 0.5 — 7.3 6.8 24.6 
3. $5,000-7,499 5.3 9.9 11.7 26.9 
4, $7,500-9 ,999 12.48 17.4 27.5 46.6 
5. $10,000 and over 26 .3° 38.8 40.6 
6. Total’ 4.3 15.3 7.8 24.0 


* Ratio for all units with incomes over $7,500 is 20.4 ter cent. 
Source: Table C, Appendix TI. 


the various income classes. In both the Klein-Margolis and B.L.S.- 
Wharton data, sufficient proportions are in the high-income classes z0 
result in very substantial contributions ta national saving. However, 
comparisons made at an income level which represents the average 
for entrepreneurs show larger savings for entrepreneurs than nonentre- 
preneurs (see Table C, Appendix III). These may be regarded as 
rough approximations to comparisons based on customary income 
status.™ 

Whatever may be thought about the level of the saving-income ratids 
of unincorporated businessmen, the progression of the ratios from lcw 
to high incomes indicated in the B.L.S.-Wharton data is more plausikle 
than that shown in the Klein-Margolis figures. In this connection, it 
may be mentioned that while there are sizable sampling errors in tae 
B.L.S.-Wharton ratios presented, they do not seem to be large enouzh 
to affect seriously the conclusions drawn. For example, the standard 
error of the aggregate ratio for 241 unincorporated businessmen in 
large cities in the North (out of a total of approximately 900 unincor- 
porated businessmen for the B.L.S.-Wharton sample as a whole) was 

In view of the previous comment on the Friedman hypothesis (footnote 6), it is oaly 
fair to note that above-average dissaving at low-income levels and above-average positive 
saving at high-income levels by groups such as proprietors, whose incomes are more 
variable than average, are consistent with the hypothesis: However, we have not been zble 


to explore the extent to which occupational differences in wealth would, if combined with 
the observed differences in income, satisfactorily explain these ratios. 


“For entrepreneurs—in view of the significant year-to-year variability in their incom=s— 
only those with incomes near the average for all entrepreneurs may be regarded as being 
close to their customary postwar income status. For nonentrepreneurs the smaller vari- 
ability of income means that a given observed income—except at the extremes—is less 
likely to depart substantially from their customary inceme status. 
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2.5 percentage points; for those in the over $10,000 income class it 
was 5.5. This, of course, leaves open the question of reporting biases 
that may have influenced the results. 

Some evidence has already been adduced to show that farm entre- 
preneurs also apparently have high saving propensities (see ee 
II). Comparisons for 1935-36 and 1941 are as follows: 


Saving-Income Ratios 


(per cent) 
Income Level 
Rural 

Farm Nonfarm Urban 

1935-36 $ 1,000 — 2.5 — 3.0 — 6.0 
3,000 30.7 12.7 10.3 

6,000 49.7 33.7 19.0 

19,000 43.2 37.0 27.2 

1941 $ 1,000 0 — 3,7 — 2.5 
2,000 18.8 6.0 k 

3,000 25.7 13.0 4.0 

4,000 37.0 22.0 8.8 


Notes: All ratios computed from straight-line interpolations of income and saving. Income 
figures include nonmoney income. 

Sources: 1935-36: National Resources Planning Board, Family Expenditures in che United 
States (Washington, 1941), pp. 123, 127, and 130. 

1941: Bureau of Labor Statistics, Family Sperding and Saving in Wartime, Bull. No. 822 
(Washington, 1945), p. 94; U.S. Dept. of Agriculture, Rural Family Spending and Saving in 
Wartime, Misc. Pub. No. 520 (Washington, 1943), pp. 26-27. 


The intermediate position of the ratio for rural nonfarm groups sug- 
gests that motivations to save associated with the entrepreneurial 
character of farming may not be the only factors at work. Whatever 
the reason, however, the figures indicate that farm entrepreneurs in 
this period saved substantially more at given income levels than the 
population at large. Analyses of Federal Reserve-Michigan data by 
Klein and Morgan indicate that this has also been true in the period 
since the second world war.” 


Saving and Consumption Patterns 


Are the higher savings of the business groups achieved by economiz- 
ing on one or a few categories of consumption or through curtailments 


“The standard errors cited were computed for the special subsample of businessmen in 
large cities in the North that is discussed in connection with the relation between invest- 
ment and saving of proprietors. See page 283. 

L, R. Klein, ed., Contributions of Survey Methods to Economics (New York, 1954), 
pp. 104 and 228. 
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all along the line? In Table IV preliminary results of the- B.L.S.- 
Wharton study are drawn upon for a comparison of the consumption 
patterns of urban families headed by self-employed and those of all 
urban families. Consumption expenditures of the self-employed repre- 
sent 89 per cent of their after-tax income as against 97 per cent foz 
all urban units. Aside from notable differences in the percentages allo- 
cated for food, household operation and gifts and contributions, how- 


TABLE IV.—Consumprion PATTERNS OF SELF-EMPLOYED AND OF 
ALL URBAN Untrts, 1950 


All Urban Urban Spending Percent Distribution of Consump- 
Spending Units vane ed tion at Income of; 
$4,000 $12,000 
(dollars) | (per cent}! (dollars) | (per cent) Self-em- Self-em- 
All ployed nloyed 
f (1) (2) (3) (4) (5) (6) (8) 
Consumption, total 3,979 5,100 4,092 i 8,653 
. Consumption, total 100.8 100.0 100.0 100.0 100.0 
Food & beverages 1,197 30.1 1,369 26.9 38.9 29.6 20.8 
Tobacco 68 1.7 67 1.3 1.8 1.5 ` 
Housing : 438 11.0 529 10.4 11.2 10.8 10.1 
Fuel, light & refrigera- 
tion 158 4.0 199 3.9 4.1 4.5 2.5 
Household operation 178 4.5 306 6.6 4.3 5.3 8.2 
Furnishings & equip- 
ment 261 6.6 376 7.4 6.4 6.3 10.1 
Clothing and clothing 
services 438 11.0 576 11.3 11.0 10.5 12.2 
Transportation 516 12.8 631 12.4 12.5 12.4 11.0 
Medical care 197 5.0 266 5.1 5.6 5.6 3.8 
Personal care 85 2.1 100 2.0 2.2 2.1 1.6 
Reading, recreation & 
education 227 5.7 317 6.2 5.4 5.7 6.8 
Miscellaneous 58 1.5 84 1.6 1.3 1.6 2.1 
Gifts & contributions 165 4.1 284 5.6 3.8 4.1 10.0 
Addendum: 
Consumers durables® 467 11.7 595 11.7 11.3 11.3 10.5 








a Cust of purchases of automobiles, television sets, radios, musical Instruments, furniture and household equis- 
ment. 

Source: Columns (1)-(4) represent preliminary results of the B.L.S-Wharton tabulations. The other columas 
were calculated from straight-line logarithmic regressions for each consumption category. The regressions were 
fitted to average income and average expenditure for 7 income groups ranging from the $1,000-$2,000 bracket <o 
the $7,500-$10,000 class. The under-$1,000 and the over-$10,000 income classes were omitted because scatter dis- 
grams indicated that logarithmic straight lines provided good fits for the middle classes but not for these extrerze 
ones. This was done for all urban spending units and for urban spencing units headed by self-employed persors. 
Estimated expenditures at incomes of $2,000, $4,000 and $8,000 were then calculated from the regressions. Estimated 
expenditures for the $12,000 income were obtained by simple interpolation between the $7,500 to $10,000 and tie 
over $10,000 brackets, using the average income in each bracket as the basis for interpolation. To save space, ony 
the results for the $4,000 and $12,090 levels are shown. The discussion in the text is based on all four income leves, 


ever, the money that was spent on consumption appears to have been 
allocated to the various categories in similar proportions. This resu.t 
is obtained despite a difference in income of nearly 30 per cent between 
the self-employed and all urban units. 

When the comparison is based on families having equal incomes, és 
in columns 5 and 8, the general impression that the self-employed co 
not have radically different consumption patterns is confirmed. Tte 
lower proportion spent on food and the higher share devoted to house- 
hold operation by the self-employed are evident at all income levels, 


\ 
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but the differences are narrower. Somewhat lower percentages for per- 
sonal care and for clothing in the self-employed patterns are the only 
other differences that persist throughout the income range, 

These preliminary results suggest that entrepreneurs achieve their 
higher saving mainly by holding total consumption down, and appor- 
tioning the reduced total much like everyone else. 


HI. Saving-Incone Regressions 


The B.L.S.-Wharton and the Klen-Margolis data may be compared 
also in terms of the differences in zhe regression coefficients that are 
obtained when relationships of the form S =a + bY are fitted (with 
S = saving and Y = income after texes). The results are as follows:** 


a b 
BLS-Wharton (urban only) 
self-employed , —1,844 443 
( 203) (928) 
All other — 762 216 
(98) (.018) 
Klein-Margolis (nonfarm) 
Unincorporated business owners —1,598 345 
( 463) (.085) 
All other — 593 246 
( 132) {,026) 


Whether the comparison between the two sets of data is based on 
business or nonbusiness groups, the B.L.S.-Wharton figures show larger 
dissaving at zero income and lower marginal savings propensities than 
the Klein-Margolis data. The absolute differences are, however, smaller 
when the “all other” groups are compared; the marginal propensities 
are particularly close in view of the differences in coverage. Each set 
of regressions shows significantly higher marginal saving propensities 
for the business group than for all others, and yields an entrepreneurial 
saving curve that rises from far below the nonbusiness curve at low 
incomes to far above it at high incomes. — 

Of particular interest in the comparison of the B.L.S.-Wharton and 
Klein-Margolis results is the ditference in the a’s for nonbusiness 
spending units, which also seems to be carried over to businessmen.” 
The former data imply from $100 to over $200 less saving per con- 
sumer unit than the latter regardless of income level, which accounts 
for the major difference between the two blown-up saving totals dis- 

* Unweighted regressions were fitted to average saving and income figures for 9 income 
classes for the B.L.S.-Wharton data and 7 ior the Klein-Margolis data. The standard 


errors of the a’s and the 6’s are given in parertheses. Regressions weighted by sample fre- 
quencies yielded substantially similar results. 


*It should be noted, however, that none cf the differences in the two sets of results 
is significant at the 20 level. 
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cussed in Appendix IV. Some of this difference can be explained by the 
disparity in the estimates of saving in the form of home improvements. 
Disparities in estimates of other components of saving, aia con- 
sumer debt, are now undergoing examination. 

The role of entrepreneurs in the provision of savings can also be 
studied by analyzing the relation of aggregate time series data on 
personal saving to total disposable income, to entrepreneurial (and 
professional) income, and to other significant variables. An advantage 
of this approach is that the data involved-—personal saving, disposable 
income and entrepreneurial income—-have a much lower margin of 
error than do estimates of entrepreneurial saving (or investment). A 
disadvantage is that much of the covariation between personal saving 
and entrepreneurial income might well be ascribable to the highly 
cyclical performance of both of these variables, rather than to a direct 
relation between them. 

While ‘a number of different regressions ketween individuals’ saving 
and entrepreneurial income and other varizbles have been computed, 
only a few need be commented on since they all show the same general 
pattern—a high marginal propensity to save by entrepreneurs account- 
ing for a large proportion of cyclical fluctuations in the total of indi- 
viduals’ saving. Using Department of Commerce data for 1929 to 
1954 (exclusive of second world war years) and extending the estimates 
back to 1923, the regression between per capita deflated (1947 prices) 
saving (x4), disposable income (x2), nonfarm entrepreneurial and pro- 
fessional income (3) and liquid assets or cash plus U. S. Governments 
(x4) is: xı = —119 + 189%. + .674xs — .10lxı, with the standard 

(049)  (.273)  -(.020) 

errors indicated and a-multiple correlation coefficient of .91. The 
annual saving of $18.2 billion implied by this relationship over the 
past five years (1951-1955) may be compared with an actual average 
of $18.3 billion. Just as entrepreneurial income in this relation sub- 
sumes other cyclical influences, the liquid assets variable subsumes 
other secular influences. Omitting liquid assets, using nondeflated data 
or substituting saving data developed by Raymond Goldsmith (ad- 
justed roughly to Department of Commerce concepts) tends to de- 
crease the estimated marginal propensity to save out of aggregate 
disposable income and to increase the propensity to save out of entre- 
preneurial income; the Goldsmith data increase the correlation obtained 
to above .95 but point to an entrepreneurial propensity to save of over 1. 

** See Irwin Friend with the assistance of Vito Natrella, Individuals’ Saving: Volume 
and Composition (New York, 1954) for the extension ofthe Department of Commerce 


estimates back to 1923 and for other saving relationships utilizing entrepreneurial income, 
liquid assets and other factors as explanatory variables. 
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A variance analysis-of the regression presented above implies that 
nonfarm entrepreneurial and professional income is fully as important’ 
as all other income in explaining the observed fiuctuations in the total 
of individuals’ saving. 

The conclusion that can properly be drawn from this approach is 
simply that the aggregate time series data on personal saving, total 
disposable income and entrepreneurial income are consistent with the 
thesis that entrepreneurs play a major and distinctive role in the 
fluctuations of total individuals’ saving, and are to this extent consistent 
with findings from cross-section surveys. The actual time-series and 
cross-section estimates of the marzinal “propensity” to save out of 
entrepreneurial and other incomes, though different, can be considered 
to be of the same general order of magnitude, particularly in view of 
the conceptual differences involved in the two sets of data. The earlier 
reference to cyclical and secular trends in entrepreneurial and non- 
entrepreneurial income would suggest that, while a secular decline in 
the relative importance of entrepreneurial income may have tended to 
. keep down the aggregate saving ratio, businessmen play a particularly 
important part in cyclical fluctuations in saving. (This point is of course 
greatly reinforced by the addition of corporate saving to that of un- 
incorporated enterprises.) In view of the plethora of variables avail- 
able for explaining fluctuations in the total of personal saving relative 
to aggregate income, the conclusion drawn from the above analysis 
must be considered rather weak except to the extent that it is corrobo- 
rated by cross-section data. 


IV. Noncorporate Business Investment 


Our interest in noncorporate business investment—.e., in changes 
in the net worth of unincorporated enterprises—is twofold. First, as 
has been suggested, the investment data may be used to provide addi- 
tional evidence concerning the importance of entrepreneurial saving. 
Secondly, we want to know the extent to which physical and other in- 
vestment in noncorporate business provides an offset to the saving of 
proprietors. 


A gegregative Data 


We turn our attention first to the Commerce-S.E.C. approximation 
of noncorporate business investment—the series showing annual 
changes in the “equity” of nonfarm unincorporated business enter- 
prises.” | 

“The change in equity, which may be attributable either to profits or losses or to net 
transfers of proprietors’ capital into or out of businesses, is regarded as the net effect of 


inventory change, new construction and equipment expenditures, and changes in payables 
to corporations, It excludes changes in unincorporated businesses’ holdings of liquid assets, 


r 
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Changes in unincorporated business equity in the postwar period, the 
first row in Table V indicates, ° were equivalent to less thari 3 per cent of 
personal saving. The proportions were higher for the prewar period, 
but these years were marked by much greater variability in the annual 
ratios so that the ratio for the whole period is much less typical of the 
years covered than the ratio for the postwar period. 

Changes in equity indicate the extent to which noncorporate busi- 
nesses absorbed the business and personal saving of proprietors. From 
the standpoint of the national economy, however, interest attaches also 


TABLE V.—CHANGES IN Equity® AND NET PHYSICAL INVESTMENT 
oF NONFARM UNINCORPORATED BUSINESS 


1929-41 1946-54 1929-54 


1, Net increase in unincorporated business equity? 
as per cent of: 


(a) Personal saving 24.5 ee | 5.1 
(b) Business & professional income 10.8 19 4.0 
2. Net physical investment of unincorporated busi- 
ness as per cent of: 
(a) Net increase in unincorporated business equity| - 95.6 908.0 266.9 
(b) Business & professional income 10.4 14.0 10.6 
(c) Net domestic investment 106.5 14.8 19.7 
(d) Personal saving . 23.7 24.3 13.5 


2 Inventory change, new plant and equipment, and net change in payables. 

Notes and sources: All percentages are calculated from period totals. 

With the exception of certain data for 1929-33, from Friend, Individuals’ Saving, op. cil., 
p. 91, the figures are derived from S.E.C, data in Dept. of Commerce, National Income, 
1954 Ed.; and from the Survey of Current Business, July 1955, with table and line refer- 
ences as follows: 

Personal saving: Table 3, line 14. 

Net increase in equity of unincorporated business: net increase plus depreciation: Table 6, 
lines 19 and 24, 

Net physical investment of unincorporated business: Construction and equipment plus 
increase in inventories minus depreciation. Table 6, lines 20 and 21-24, 

Net investment: Gross private domestic investment Table 5, line 13 minus capital con- 
sumption allowance, Table 4, line 2, 


to the role of noncorporate business in physical investment—.e., in- 
vestment in inventories and plant and equipment. The lower lines of 
the table show the importance of such expansionary expenditures of 
noncorporate nonfarm businesses relative to changes in equity, busi- 
ness and professional income, national investment, and personal saving. 


such as cash, demand deposits, government securities and, less important, changes in pay- 
ables to consumers and government. 

8 The figures in Table V could also be given on a gross basis. The chief difference would 
be smaller differences in the ratios for different periods owing to the greater year-to-year 
stability of gross ratios as compared to net ratios, 
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The data suggest that unincorporated nonfarm enterprises have 
played a significant role in capital formation. In the prewar period 
almost the whole of the change in equity was represented by net physi- 
cal investment and this more than equaled the value of national net 
investment. In the postwar years, noncorporate nonfarm net physical 
investment, though only a seventh of national investment, was much 
larger than the increase in equity. According to the S.E.C.-Commerce 
figures for 1946-54, over half of this net physical investment has been 
financed by bank loans, over one-third by other debt, and only little 
more than a tenth by increases in equity. Except for the war years 
when it diminished in relative importance, unincorporated business 
provided investment offsets to about one-fourth of personal saving; in 
individual years, however, this proportion ranged from 19 to 136 per 
cent in the prewar period and 13 to 84 per cent in the postwar years. 


TABLE VI.—INCREASES IN UNINCORPOEATED Business Eouiry or Net WORTA 
AS PERCENTAGES” Cy PERSONAL SAVING 


(Commerce? Goldsmith 
1897-1916 i 6.8 
1917-1928 5.5 
1929-1941 24.5 —~ 10.6 
1946-1949 5.5 2.9 
1897-1949 5.8 
1929-1949 6.6 5:7 


® All percentages calculated from period totals. 
b Numerator refers to changes in “equity.” See text. 
° Numerator refers to changes in “net worth” (exclusive of capital gains). Differs from 
“equity” chiefly in that it includes changes in liquid asset holdings. 
Notes and sources: . 
Commerce data derived from National Inco-ne, 1954 Ed. 
Goldsmith data derived from A Study of Saring in the United States, op. cit. 


This impression of the relative unimportance of increases in non- 
corporate nonfarm business equity ‘though not of business investment) 
as an offset to total personal saving is confirmed by Goldsmith’s data, 
which are compared in Table VI with the S.E.C.-Commerce figures 
just discussed. Beyond the broad conclusion that unincorporated busi- 
nesses absorbed roughly 5 per cent of personal saving, the two sets of 
data are notable chiefly for their lack of agreement. This can be 
ascribed not only to variation in statistical estimates but also to dif- 
_ferences in concept”? and to the fact that small absolute differences— 
even a few hundred millions—-cause large relative differences when the 


The main difference is that Goldsmith includes changes in business liquid asset hold- 
ings in estimating changes in “net worth” of unincorporated business. 
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magnitude being estimated runs around $1 billion as has generally been 
the case with increases in unincorporated business equity. 

The Commerce-S.E.C. figures on changes in equity in farm enter- 
prises lead to a similar conclusion. Indeed, according to these figures, 
equity in farm enterprises actually decreased during most years from 
1929 to 1954 and for the period as a whole. Unlike the nonfarm non- 
corporate sector, physical investment in agricultural inventories, con- 
struction and equipment was nat even great enough to offset deprecia- 
tion allowances. However, there is reason to believe that farm deprecia- 
tion is overstated in these figures. 

The picture of the saving and investment behavior of proprietors 
that emerges.from the materials thus far considered is composed of 
the following main: elements: (1) Entrepreneurial savings, according 
to the survey data which provide. the only direct estimate of such 
savings, have been high relative both: to entrepreneurial income and 
to total personal saving of the nation. (2) Net new investment by 
proprietors in their enterprises, according to aggregate data, has been 
low relative either -to entrepreneurial- income or national saving. (3) 
Proprietors have accounted for an appreciable-share of national physi- 
cal investment apparently, according to aggregate data, by using 
borrowed rather than their personalo or i yuaspiess funds to acquire new 
plant and equipment. 


Survey Data - 


It was possible from the B.L.S. -Wharton ans to iuvestinate further 
the first two of these conclusions; that is;to check on the mutual 
consistency of. the. high entrepreneurial saving’ shown by surveys and 
the low entrepreneurial investment in business indicated by aggregate 
data. A preliminary tabulation. of the 1,197 ‘families headed by self- 
employed persons included in the B.L S. data suggests that business 
investment is generally a high- proportion of entrepreneurial saving but 
the data are sufficiently variable that no Bra conclusions can be 
drawn. ` 

For all self-employed- combined, the B L. s. Wharton data indicate 
that business investment is 61 per cent of their aggregate saving. 
However, there is reason to believe that this percentage may be an 
understatement of the universe ratio of business investment to saving 
for the self-employed. The elimination of one extreme value, for 
example, increases the ratio to 70 per cent. Furthermore, the ratio is 
clearly higher for proprietors than for the self-employed category as 
a whole since the latter includes (in addition to unincorporated busi- 
nessmen) professionals and artisans who have low business investment 
in relation to their saving. A special tabulation of the B.L.S. sample 
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data for large cities in the North (consisting of 241 proprietors of unin- 
corporated business and 66 other self-employed units) indicates that the 
ratio of business investment to saving for proprietors of unincorporated 
business might be 5 to 10 percentage points higher than for the self- 
employed as a whole. These consideracions suggest that the ratio for 
proprietors may be somewhere in the neighborhood of 70 to 75 per 
cent, The standard error of this percentage is very high. For the sample 
of 241 proprietors of unincorporated business in large cities in the 
North which included the extreme value previously referred to, the 
standard error was 38 percentage poirts, but the error is likely to be 
smaller for the B.L.S. data as a whole. 

The above discussion suggests that the universe ratio between entre- 
preneurial investment and saving, as measured by the B.L.S.-Wharton 
data in 1950, was probably betweer }2 and 1. An examination of the 
approach used by the B.L.S. to measure the change in the entrepre- 
neur’s equity in business (increases in business assets less increases 
in business liabilities) did not reveal any clear tendency towards bias 
in estimation, although the possibilities of bias are undoubtedly very 
great. On the other hand, it should be noted that even if business in- 
vestment is correctly estimated in such surveys, there is reason to 
believe that saving is probably understated so that the ratio of business 
investment to saving may be lower than it appears. 

While data on business investment ar2 not available from the Federal 
Reserve-Michigan surveys for comparative purposes, the Klein- 
Margolis article referred to earlier does present information on busi- 
ness saving or retained earnings from such surveys, separating business 
saving from the “personal” saving of entrepreneurs. The Klein-Margolis 
data apparently imply that business saving accounted for roughly 90 
per cent of aggregate entrepreneurial saving over the period covered, 
viz., 1948-52.7° The Klein-Margolis measure of business saving may 
be conceptually quite close to what we Lave termed business zzvestment 
in which case their ratio of 90 per cent for business saving is com- 
parable with the corresponding ratio oł 70 to 75 per cent for business 
investment derived from the B.L.S.-Wharton data. However, to the 

” This estimate was obtained from two different procedures: first, deriving the regression 
of business saving on disposable income for the period 1948-50 from Tables 13 and 14 of 
the Kilein-Margolis article, and applying the income weights (adjusted to an after-tax 
basis) in that article to arrive at weighted business saving and aggregate saving; and 
second, calculating the ratios of business saving to income from Table 16 covering the 
period 1949-52 and using these ratios in conjunction with the information in Table 13 and 
the income weights to obtain weighted business znd aggregate saving. It should be noted 
that the article is not completely clear on whether the term business saving or retained 


earnings may not really refer to, or be measured by, business investment. See footnote 4 ` 
on definitions. 
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extent the Klein-Margolis measure approximates our definition of busi- 
ness saving, the excess of business saving over business investment 
would imply capital transfers from business te personal accounts. Fur- 
ther analysis of the B.L.S.-Wharton and the Federal Reserve-Michigan 
data would be required to determine the relation between business in- 
vestment and business saving and to test satisfactorily the consistency 
of the two sets of results. Tentatively, we conclude that though the data 
are not clear on the quantitative relation of business investment and 
business saving to each other and, more important, of business invest- 
ment to the total saving of entrepreneurs, they do suggest strongly 
that business investment constitutes a major share of entrepreneurial 
saving, 

Some indirect evidence on the relation between entrepreneurial sav- 
ing and investment is given by estimates of business and other assets 
of nonfarm self-employed persons derived from Federal Reserve- 
Michigan Survey of Consumer Finances data.” These data suggest 
that roughly 40 per cent of the net worth of self-employed persons in 
early 1950 was represented by business investment. If this is taken 
as a crude indication of the relation between accumulated investment 
and saving, it would point to a ratio of investment to saving lower 
than that obtained from the B.L.S.-Wharton or Klein-Margolis data. 

The only other shreds of evidence available on the relation between 
entrepreneurial saving and investment are even more indirect and 
tenuous but should at least be mentioned. First, the Survey of Con- 
sumer Finances saving data for 1947-50 showing an increase in non- 
liquid assets (including nonentrepreneurial) one and one-half times 
the total of individuals’ saving” seem to imply a major (though indeter- 
minate without access to the basic data) share of entrepreneurial in- 
vestment in total saving and much more so in entrepreneurial saving. 
(However, this increase in nonliquid assets appears to be substantially 
larger than that implied by external aggregate data.) Second, consumer 
surveys in other countries in the postwar period, patterned after the 
Survey of Consumer Finances in the United States, seem to show not 
only high entrepreneurial saving propensities and a high proportion 
of entrepreneurial to total saving but also a high ratio of entrepreneurial 
investment to saving. Thus for consumer units with annual incomes of 
$2,000 or more in Puerto Rico in 1950, 52 per cent of aggregate saving 
was estimated to be in the form of business (nonfarm) investment with 


* R. W. Goldsmith, of. cit., Vol. ITI, pp. 123, 107. 
™ Reports of Federal Reserve Consultant Committees on Economic Statistics, Hearings 


before the Subcommittee on Economic Statistics of the Joint Committee on the Economic 
Report, 84th Cong. (Washington, 1955). 
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another 12 per cent in farm investment; in England in 1953, retained 
earnings accounted for 80 per cent of entrepreneurial saving.” 

Thus the survey data point not only to high entrepreneurial saving 
propensities but also to the absorption of from half to all of these high 
Savings in proprietorship investment. The-time-series data, on the other 
hand, indicate that proprietors’. investments (7.e., changes in equity) 
in their businesses have generally been unimportant relative either to 
their income or to the ration’s personal saving. Can this conflict be 
reconciled? 

Conceptual Differences 24 


aap ttt 


So far as entrepreneurial saving is concerned, the major conceptual 
difference between the two surveys and the Commerce estimates is the 
inclusion of personal (as well as business) saving of businessmen in 
the survey estimates of total saving by businessmen and the inclusion 
of capital transfers from personal to business assets (in addition to 
business saving) in the Commerce estimates of changes in -umincorpo- 
rated business equity, exclusive of changes in business liquid assets. 
The internal evidence of the admittedly spotty survey materials pre- 
viously discussed suggests that the personal saving cf businessmen and 
capital transfers from personal to business assets (which would have 
to be negative to help the reconciliation) can at best account for only 
part of the difference between the survey and Commerce estimates in 
the period since the second world war. The survey materials do not 
cast any light on changes in business liquid assets and available ex- 
ternal estimates of these changes complicate rather than aid the re- 
conciliation of survey and Commerce data.” Other conceptual dif- 
ferences between the survey and Commerce estimates seem not too 
important and largely offsetting." There are no obvious major con- 

“ Eleanor E. Maccoby and Frances Fielcer, Saving Among Upper-Income Classes in 


Puerto Rico (University of Puerto Rico, 1953) and L. R. Klein, “Patterns of Saving: The 
Surveys of 1953 and 1954,” Bull. Oxford Univ. Inst. Stat, May 1955, XVII, 173-214. 

“See Goldsmith, op. cit., Vol. I, p. 853, end Friend, op. cit, Ep. 63, 185. To help the 
reconciliation of survey and Commerce data, the changes in business liquid assets would 
have had to be positive during the years 1948-50, but in fact they seem to have been 
negative in at least 1948 and 1949, 

*°-These include the treatment of the inventory ‘valuation adjustment (which might 
have been significant for 1950 but not for 1948-50) deducted from Commerce but probably 
not from survey saving; purchases of automobiles by persons partly for business purposes 
reflected as business investment in Commerce but perhaps not in survey saving; goods and 
services received from the business but not paid for which were 2ntered as a decrease in 
business investment by the B.L.S. though in scme instances this may have represented 
double counting; and business losses which in certain cases where business investment had 
to be estimated from the income account were entered as zero rather than as a decrease 
in investment by the B.L.S. Goods and services not paid for and business losses may be 
estimated at more than $400 million and $100 million respectively in 1950, on the basis 


i 
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ceptual differences between the two survey estimates of entrepreneurial 
saving, though the B.L.S, figures for home improvements and appar- 
ently also certain other components of personal savings by entre- 
preneurs are considerably lower. than the Federal Reserve-Michigan 
estimates. 

It seems probable that the higher average and marginal entrepre- 
neurial saving propensities indicated by survey data cannot be recon- 
ciled with the corresponding Commerce estimates through conceptual 
adjustments. The difference between survey and Commerce marginal 
propensities could perhaps be rationalized by arguing that an indi- 
vidual’s marginal propensity to save as his income changes over time 
cannot be inferred from-marginal propensities derived from a cross- 
section study relating to a given time period and referring to individuals 
with different incomes. The differences between the average propensi- 
ties cannot, of course, be rationalized:in this manner. 


| V, Significance of Findings 


There are two types of questions raised by these seule: First, 
which do we believe? Second, what: difference does it make? In con- 
nection with the first, it seems clear that the present state of knowledge 
does not permit us to distinguish between the reliability or validity of 
the different estimates of entrepreneurial saving. The aggregate esti- 
mates of entrepreneurial “saving” are extremely tenuous; as a matter 
of fact, the changes in equity in. unincorporated business presented by 
Commerce are simply rough adjustment items applicable to unincorpo- 
rated enterprises which have`to be estimated to arrive at a direct total 
of personal saving comparable with the indirect totals derived from 
the national accounts. The survey data are subject to their own de- 
ficiencies, as suggested by a comparison of the B.L.S.-Wharton and 
Federal Reserve-Michigan estimates and by their serious underestimate 
of savings in the form of deposits. However, it can be argued that 
the presently available surveys might be expected to give better esti- 
mates of entrepreneurial saving than the aggregate data now available 
—a sad commentary on the aggregate data rather than a tribute to the 
surveys. 

The second question raised above igs to the Sirota of the 
survey finding that entrepreneurs have high saving propensities and 
account for a high proportion of total saving, at least’ in prosperous 


of the B.L.S.-Wharton data, which could conceivably reduce the B.L.S.-Wharton estimate 
of business investment by close to $300 million as compared to the other estimates but 
which probably have a very much smaller effect. It should be noted that though business 
depreciation and rental real estate are conceptually treated-in the same way in the Com- 
merce and survey data, the implied estimates might be considerably different. 
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periods. In most empirical work directed toward the derivation of an 
aggregate consumption function for individuals (as distinguished from 
corporations and government), little attention has been paid to possible 
differences between the saving prcpensities of businessmen and other 
persons, probably due at least in part to the low entrepreneurial in- 
vestment in business suggested by aggregate data. To interpret ade- 
quately the implications of high entrepreneurial saving in years of high 
economic activity, we need to know something about such saving in 
more depressed periods, the main factors determining the observed 
difference in saving behavior, and the corresponding trends in invest- 
ment demand. 

Average and marginal saving by nonfarm entrepreneurs in the 1935- 
36 survey, the first to study occuvational differences in consumption 
behavior, did not differ markedly from that by other individuals, 
though farmers did show appreciably higher than average saving pro- 
pensities (see pp. 274, 276). If the 1935-36 survey is taken as indicative 
of saving behavior in depressed periods (admittedly a questionable as- 
sumption), it can be tentatively concluded that entrepreneurs have 
about the same. saving propensities—or somewhat higher if farmers 
are included—as the rest of the-pcpulation in periods of low economic 
activity. Near-average saving in depression and above-average saving 
in prosperity would mean that over the cycle entrepreneurs save sig- 
nificantly more of their incomes than other individuals. Whether they 
have always done so is conjectural since the survey data segregating 
entrepreneurial saving only go back to 1935-36. However, if this has 
been the case, it may—in view of the declining entrepreneurial share 
in total personal income—help to explain the relative constancy in the 
over-all personal saving-income ratio in spite of the secular rise in 
income. 

Within the cycle, the level of end trend in entrepreneurial saving 
propensities, in conjunction with the greater variability of entrepre- 
neurial earnings as compared to income generally, would suggest that 
a high proportion of the observed cyclical fluctuations in the total of 
individuals’ saving relative to their income may be explained by the 
movements in entrepreneurial saving. The difference in the saving be- 
havior of entrepreneurs 2s compared with other individuals may reflect 
a number of factors, including the greater variability and uncertainty 
of entrepreneurial income, the stimulation of direct investment outlets, 
the effect of business debt, some understatement of income, and per- 
haps also innate psychological influences.”® 

It is not possible to tell from the available data the trend in physical 


= See Friend, of. cit, pp. 128-29. To some extent the high saving of businessmen in 
their active years may be offset by their behavior after retirement. 
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investment by entrepreneurs relative to the trend in their saving. There 
are neither survey data on physical investment (from which an invest- 
ment schedule might be constructed) nor aggregate data on total saving 
by entrepreneurs. As already mentioned, the aggregate data on increases 
in equity in unincorporated business are extremely unsatisfactory, and 
while those relating to physical investment are somewhat better, there 
is some question whether they may appropriately be compared with 
the survey saving estimates in view of the apparent inconsistencies in 
the two sets of data. 

The increase in net physical investment by both nonfarm and farm 
entrepreneurs in 1948-50 as compared to 1935-36 shown by the aggre- 
gate data—about $4 billion a year for nonfarm and farm entrepreneurs 
combined—seems of the same general magnitude as the increase in their 
saving indicated by survey data. In both periods, but particularly in 
1948-50 for which the data are more adequate, the estimated net 
physical investment by entrepreneurs does not appear to be much 
different from their estimated saving.” However, given the serious 
deficiencies in the estimates and the difficulties in isolating saving and 
especially investment schedules from the available data, it is virtually 
impossible to draw any reasonably firm conclusions about the cyclical 
impact of entrepreneurial behavior on total income. 

If further investigation were to confirm this suggestion of a close 
association between changes in entrepreneurs’ saving and their net 
physical investment, it could 'be inferred that (a) entrepreneurial sav- 
ing is motivated largely by the need or desire to finance business invest- 
ment and (b) business investment is a ready-made offset to a kind of 
saving that is an important fraction of total personal saving. On the 
other hand, given a greater stability in savings propensities than in 
investment, the high marginal and average propensities to save by 
entrepreneurs indicated by the 1948-50 surveys might be interpreted 
as pointing to a significant deflationary impact from this sector in the 
later stages of a boom, particularly if new survey data after 1950 show 
a continuation of high saving propensities by entrepreneurs. 


Directions of Future Work 


Enough has been said to indicate rapidly diminishing returns from 
the proliferation of hypotheses on the basis of these tenuous and fre- 


* The data for net physical investment are from National Income, 1954 Ed., pp. 166-67. 
The postwar data for saving are the survey estimates previously discussed in this article. 
Entrepreneurial saving for 1935-36 is assumed to be only moderately higher than business 
investment as obtained from the 1935-36 survey (see Friend, op. cit, p. 74), an assump- 
tion which is consistent with postwar survey findings and implies a saving-income ratio 
similar to that indicated by regional data available from the 1935-36 survey. 
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quently conflicting data. We hope, however, that the preceding analysis 
of entrepreneurial saving behavior shows, first, the potential danger 
in constructing aggregate saving or consumption functions without 
distinction between entrepreneurs and other individuals, and in assum- 
ing that saving and investment decisions are independent for individuals 
as a whole; and second, the necessity of compiling new data to resolve 
the present difficulties. 

An essential preliminary step for an understanding of aggregrate 
saving (and investment) behavior would be to collect new survey data 
from a sufficiently large sample of businessmen, providing detailed 
personal and business income accounts and balance sheets, or mixed 
(personal and business combined) accounts where separate accounts 
are not available. In addition to data on the saving behavior of busi- 
nessmen after 1950, such a survey would provide for the first time a 
breakdown of business income, saving and investment, showing sepa- 
rately the major items of business as well as personal assets and 
liabilities for tests of internal consistency and comparison with external 
sources. It would be highly desirable to obtain these data annually 
for several years from a reasonably constant sample of businessmen. 
This would not only cut down on sampling errors in estimating saving 
and investment from changes in balance sheet items, but should permit 
a much more satisfactory derivation of saving and investment propensi- 
ties than is possible from a series of discrete cross-section studies. 
Samples of new and discontinued businesses could be handled sepa- 
rately. 

- A further, and in our opinion indispensable, step toward clarification 
of the role played by entrepreneurs in total saving is the institution 
of a relatively new approach to the problem of obtaining reliable break- 
downs of individuals’ saving into entrepreneurial and nonentrepre- 
neurial classifications (as well as by other major economic groups). 
This new approach would entail a sampling of accounts on the books 
of financial institutions, corporations and governmental units, rather 
than a sampling of individuals directly, to obtain reliable estimates of 
asset position and change in asset position by occupational status, 
including as a minimum a breasdown of individuals into nonfarm 
entrepreneurs, farmers, quasi-individuals and other persons. Most— 
though not all—of the components of saving can be handled in this 
manner—such as demand and time deposits, insurance, a high propor- 
tion of government and corporate securities held by individuals, mort- 
gages and other debt, and housing. The general plan (though a number 
of variations in procedure are possible) would be to draw a sample of 
names, addresses and the dollar arnounts of the accounts from the 
books of the institutions, and to ccntact the individuals directly to 


ta’ 
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obtain occupation, income class and other significant characteristics. 
(This information might also be tied in with individual income tax 
returns.) In this method, based on objective accounting records, the 
possibilities of response and other biases entering into the estimates 
of saving by economic groups-would be minimized. 


4 


APPENDIX I. ENTREPRENEURIAL INCOME 
Survey Data 


Survey data bearing upon the share of entrepreneurs in disposable income 
are assembled in Table A. The first column shows some of the preliminary 
findings from the B.L.S.-Wharton study. The B.L.S, survey covered only 
urban families (including single-person units) which in 1950 accounted for 
a little less than 70 per cent of the nation’s families and a little more than 70 
per cent of the nation’s disposable income.” The B.L.S.-Wharton data pre- 
sented in column 1 and elsewhere in this article have been blown up to urban 
aggregates by applying adjusted rather than original B.L.S. population 
weights.” The adjustment appeared desirable because the B.L.S. survey seems 
to have understated the proportion of families at the extremes of the income 
distribution, particularly at the high-income end.* 

The data i in colunms 2 to 5 are based directly or indirectly on the nation- 
wide Federal Reserve-Michigan Surveys of Consumer Finances,*! As the 
table footnotes indicate, the source materials were subjected to varying de- 
grees of manipulation in order to derive the estimates of income shares. 

The total share of business owners estimated from the Klein-Margolis study 


* Based on estimates of urban and nonurban incomes by H. B., Kaitz in Dewhurst and 
Associates, America’s Needs and Resources: A New Survey (New York, 1955), pp. 962-63. 


* Our method was to prorate the total number of urban families to’ 9 income classes in 
accordance with the distribution by Kaitz (loc. cit.). The families in each income class 
were then allocated to 7 occupational groups (see Table II) in the proportions indicated 
in the B.L.S, survey. To derive aggregate income and saving, the adjusted population 
weights thus obtained were applied to the B.L.S. average income and saving for each 
income group in each occupation. The effect of this adjustment on the urban income and 
saving aggregates was as follows: 

(1) (2) l (3) 


Original Adjusted Ratio 
(million dollars) (million dollars) (2) = (1) 
Aggregate income _ 122,960 . 130,342 106 
Aggregate saving 3,174 5,637 ` 178 
Saving-income ratio ' 2.6 - 43 165 


® The statement is based on comparisons of the original B.L.S. data with income dis- 
tributions in which survey data have been supplemented by information from income tax 
returns, This matter will be discussed in detail in the is volumes of the Study 
of Consumer Expenditures, Incomes, and Savings. 


"The Federal Reserve-Michigan data used in this study ees to “spending units.” We 
have not tried to adjust for the difference in definition between this unit and the B.L.S. 
“family.” While the difference probably does not seriously affect comparisons of the two 
surveys with respect to income shares for different occupational groups, it may greatly 
affect comparisons of the two surveys with respect to income distributions for such groups. 


~ 


+ 
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TABLE A.,—ENTREPRENEURIAL S=ARES IN DISPOSABLE INCOME 
Survey DATA 1950 anp 1948-50 ‘ 
(per cent) l 
l BLS- Federal Reserve-Michigan Rough 
arton Federal Klein: Composite 
kban | Reszrve Morgan Margelis | Estimate 
: 4950 Bulletin |-————--—-------- | —__—_—--|_ 1948-50 
1950 1950 }1948-S0"} 1948-50" 
(1) =) (3) {4) (5) (6) 
i. Farm operators %6 6.3 6.5 
2. Independent professional men 2i- 2.1 
3. tisans 4 4 
4, Owners of incorporated business 4.6 4.0 
5. Owners of unincorporated business 14.0 i 10.7 12.0 
6. Businegs managers and officials 5.7 5.7 
7. Nonfarm self-employed (24-3-++5) 16.5 14.5 
8. Business owners (4-++5) f 12.0 13.7 14.7 16.0? ` 
9, Business owners and managers, ar- Dei i a 
tisans (3 to 6) l 22.0 22.1> 
10. All groups (1 te 6) , 30.7? 


® Represent three-year averages. 
Sums 4s indicated in stub. 
Sources and methods: . 

Column 1: Since independent professional men ard self-employed artisans are included in the forthcoming 
B.L.S.-Wharton tabulations along with unincorpcrated businessmen in a single “self-employed” category, only 
the figure for this group as a whole (line 7) could ke taker directly from the adjusted survey results. The entries 
for the three sub-groups in column ? represent estimates by the authors. The first step in deriving the figures was to 
estimate the aggregate incomes of independent professional men and of artisans with the aid of data given. by Klein 
and Margolis showing the proportion of spending units heaced by persons in these occupations ard the income dis- 
tribution of such spending units. (See L. R. Klein and J. Margolis, “Statistical Studies of Unincorporated Business,” 
Rev. Econ, Slat., Feb. 1954, XXXVI, 33 £.) For this purpoz, it was assumed that the average income for each in- 
come class corresponded to the average income of all noaself-employed persons in that income class. The proportion 
of foe serine anal group to be found im urban areas was estimated from the 1950 Census of Population Bull. 

a 1 p. * : 

Column 2: The published figures on mean incomes ty oczupation, the total number of spending units, and the 
distribution of spending units by occupation were the raw materials from which these numbers were calculated. 
See “1951 ade of Consumer Finances,” Fed. Rez. Bri., £ug. and Sept. 1951, XX XVII, 920-37. The before-tax 
average income for each occupation was converted to dispcsable income by deducting the average percentage tax 
molin a T income class in which the average befors-tax income fell (see Fed, Res. Bull., Sept. 1951, XXXVI, 
1074, Tabie I i . 

Columns 3 and 4: Taken directly from J. N. Morgan, “The Structure of Aggregate Saving: Correstion and Adden- 
dum,” Jour Pol, Econ., Dec, 1953, LXI, 536, . 

Column 5: Klein-Margolis (op. cit. did not show avecage or aggregate incomes far occupationa groups but they 
did present income and saving data for each of 7 or 8 d.sposable income classes for nonbusiness spending units and 
for several kinds of ape ea pacs groups. By the uss of rath2r crudely estimated after-tax income distributions, the 
present authors were able to derive estimates of aggregate cnecome for the several occupational groups and, from 
these aggregates, the proportions given in the table. The total number of spending units was obtained from the 
“Methods of the Survey of Consumer Finances,” Fee, Res, Bah., July 1950, XX VI, 801. Spending units were appor- 
tioned to the severa: occupational categories in accordance with data given in Klein and Margolis. In this connection 
it should be noted that Klein-Margolis (and to a lesser degree Morgan) apparently tended to resolve doubts about 
the proper classification of particular unitsin favor of the entrepreneurial classifications. 

Klein-Margolis’ before-tax income distributions for the various occupational groups were adjusted to an after- 
tax basis through a rough procedure based on the difference between before- and efter-tax distributions published 
in the Fed, Res, Burl., Aug. 1951; 1951 Survey of Consumer Finances,” XXX VIL, 936-37, Tables 19 and 20. For 
each occupational category, the number of spending units in each income class was calculated by applying the after- 
tax income distribution to the total number of spending unics in that occupation. Aggregate income for each occu- 
pation was obtainec by multiplying the number of spending :nits at each Income level by the average income, and 
summing the poea (Aggregate saving for each occupational group was derived in a similar way.) 

Aggregate disposable income for all nonZarm groups came to $152.1 billion. This compares with a U.S. average 
of $157.2 billion for the years 1948-50 derived directly “rom the Federal Reserve Bulletin by multiplying mean dis- 

posable income per spending unit by the number of pen units. (Mean disposable incomes for 1949 and 1950 
‘were taken from Fed Res. Bull., Aug. 1951, XXXVUH, 936, Table 19; mean disposable income for 1948 was esti- 
mated on the basis of the difference between median fnccmes ziven in tle same table for 1948 and 1949.) If an allow- 
ance is made for the inclusion of farm incomes in the figure derived from the Federal. Reserse Bulletin and its exclusion 
from the estimate drawn from the Klein-Margolis data, the difference between the two aggregates is reversed in 
direction but remains of the same order of magnitude. This comparison is based cn a 6.3 per cent share for farm 
income, which is indicated in the Morgan data giver. in Tate IT.) : 

The link in our chain of statistical reasoring based on the Elein-Margolis data by which the afte~tax income dis- 
tributions are estimated is very weak indezd. However, the results check not only with respect to total disposable 
income, as has just Deen indicated, but als> with Morgam’s estimate of the shares of nonfarm entrepreneurs in dis- 

osable income as is mentioned in the text. On the othe: hard, the estimate of aggregate savings derived from the 

ein-Margolis data in a similar way yielcs a total that is 15 per cent higher than the 1948-50 average of figures 
reported.in the Federal Reserve Bulletin. ` 
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corresponds fairly closely to Morgan’s estimate based on the original survey 
data (see line 8). No other pair of figures in columns 1 to 5 can be compared 
directly owing to differences in occupational coverage or temporal reference. 
Nevertheless, the data in the various columns appear to be at least roughly 
consistent, considering that we would expect to find nonfarm entrepreneurial 
incomes somewhat more important in urban areas than in the nation as a 
whole. Both the B.L.S.-Wharton (urban 1950) figures and the Klein-Margolis 
version of the Federal Reserve-Michigan (nation, 1948-50) data point to a 
share in income of somewhere between 10 and 15 per cent for unincorporated 
businessmen. Klein-Margolis data for 1948-50 suggest a share of around 20 
per cent for business owners and managers, while Federal Reserve Bulletin 
data for 1950 indicate a share of 21 per cent for owners, managers and 
artisans. 

This consistency, or ai the minimum the lack of major contradictions, - 
makes it seem reasonable to set down a rough composite picture of entrepre- ` 
neurial shares given in the final column of the table. In selecting these figures 
we weighed the advantage of B.L.S.-Wharton data—viz., they not only were 
based on a larger sample but had also been corrected for the tendency of 
surveys to underreport high-income units—against the advantage of the 
Federal Reserve-Michigan sources—viz., national rather than merely urban 
coverage, | 


Aggregative Data 


Aggregative data constitute the other major source of information concern- 
ing the share of total income received by entrepreneurial groups. The follow- 
ing comparison may be made between the composite figures derived from 
survey data and aggregative data drawn from the national accounts. 


(1) (2) 
Survey Data National Accounts 
(per cent of after-tax (per cent of personal 
money income) income) 
1. Farm operators 6.5 6.7 
2. Business and professional 14.5 10.4 
a. Independent professional 2.1 1.8 
b. Artisans 4 8 68 
c. Unincorporated business 12.0 i 
3. Total 21.0 17.1 


e Includes inventory profits. 
Sources: Column 1: Table A, 
s Column 2: U. S. Department of Commerce, National Income, 1954 Ed. 


The difference between the national accounts and survey estimates of the 
business and professional share of income is larger than that for farm op- 
erators, This divergence, shown on line 2, can be explained to some degree by 


294 THE AMERICAN ECONOMIC REVIEW 


the differences in the definition of income.*? The survey data on entrepre- 
neurial income include all income of spending units headed by persons who 
derived their income mainly from entrepreneurial sources; national ac- 
counts data refer, of course, merely to entrepreneurial income. A sample of 
241 proprietors in large cities in the North, drawn from the B.L.S. 1950 sur- 
vey, suggests that unincorporated businessmen derived somewhat over two- 
thirds of their income from their businesses.” If this ratio is applied to the 12 
per cent shown in the preceding tadle, the entrepreneurial-type income of 
unincorporated businessmen becomes 8.0 per cent of after-tax income. On 
this basis the share of unincorporated businessmen and artisans indicated by 
the survey data becomes 8.4 per cent compared with the 8.6 per cent shown in 
the national accounts data. 

There are, however, important types of adjustments that would widen 
rather than narrow the gap between the two figures. The national accounts 
data, for example, refer to personal income and the survey data to disposable 
money income; the relatively high-income business and professional groups 
probably have a higher share of inccme before taxes than after. 

More perspective is provided by annual figures for the period 1929-54. 
These indicate that incomes derived 7rom farm ownership averaged around 6 
per cent of personal income, declining in some years to less than 4 per cent 
and rising in other years to more than 8 per cent. In the war and early post- 
war years farm owners’ shares were nearer to the upper limit but a downward 
trend since 1948 has brought the skare of farm owners down to the lower 
limit. There is evidence that the farm owners’ share in income was higher 
in the half century preceding the first world war** 

Business and professional incomes were equivalent to 9 or 10 per cent of 
personal income for the 1929-54 period as a whole, and also during ‘‘normal” 
years such as 1929, 1935-39 and 1947-54. Somewhat higher wartime shares 
(11 and 12 per cent) were offset by ‘ower depression shares (less than 7 per 
cent). This behavior suggests that business and professional incomes conform 
at least to major cyclical swings anc that they have a greater amplitude of 
fluctuation than total personal income. In recent years the ratio of business 
and professional incomes to total personal income has declined from 10.5 per 
cent in 1947 to 9 per cent in 1954 and 1955. This decline may be a continu- 


"For a detailed treatment of differences between the Federal Reserve and Commerce 
income concepts see J. Lansing’s chapter in L. R. Klein, ed., Contributions of Survey 
Methods in Economics, op, cit. 


“To determine this ratio the authors converted after-tax incomes obtained from B.L.S.- 
Wharton tabulations to a before-tax basis. This was done with the aid of the Bureau of 
Internal Revenue’s 1950 instructions for the completion of Form 1040 and of Table 16, 
“1951 Survey of Consumer Finances,” Fed. Res. Bull., Aug. 1951, XXXVI, 2920-37. 


* Estimates of farmers’ shares back to 1849 are given by R. W. Goldsmith, of. sit., 
Vol. I, pp. 757-59. From 1929 to 1949, his figures indicate that the net income of farm 
operators derived from agriculture varied from 4 to 9 per cent of the national income. 
The ratio was in this range during the 1920's also, but went as high as 15 per cent during 
the first world war. For several decades before the first world war, the ratio varied around 
10 to 11 per cent of national income. The share was much higher during the Civil War 
and somewhat higher in the postwar period. 
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ation of a secular downswing in the share of nonfarm entrepreneurs that dates 
at least from the closing decades of the last century,®* reflecting in part at 
least the shift to the corporate form of organization. immediately before and 
after the turn of the century. 

Of the one-sixth of the nation’s personal income that has flowed to unin- 
corporated enterprises, roughly half has gone to nonfarm entrepreneurs, some 
35 to 40 per cent to farm owners, and the balance to independent professional 
practitioners. Within the business sector, trade has accounted for more than 
half of entrepreneurial income received by proprietors and partners, while 
within the professions medical practitioners: have received about two-thirds of 
the income.*° 

In summary, (1) survey and national accounts data seem reasonably con- 
sistent with respect to the relative importance of entrepreneurial-type income, 
and (2) the share of entrepreneurial-type income in 1948-50 was close to the 
average share for “normal” years in recent decades. Thus, the composite pic- 
ture of entrepreneurial income shares given in Table A may well be repre- 
sentative for other years as well as for 1948-50. 


. APPENDIX II, ENTREPRENEURIAL SAVING 
Sipi Data: >` ` To eoi 


In Table B the'shares of entrepreneurs in total ene savings as indicated 
by recent survey data are set forth in a manner analagous to the income data 
in Table A.*’ The sources and methods are also the same as those described in 
connection with the income data. © ` ~ 

The share for-business owners (line 8) derived by the present writers from 
the Klein-Margolis data checks. closely with the share reported by Morgan 
working from the same original data used by Klein-Margolis. Also the differ- 
ence between Morgan’s share for-business owners (line 8) and the share for 
owners, managers and artisans (line 9): derived from the Federal Reserve 
Bulletin is about what would be expected from the shares for managers and 
artisans shown in columns 1 and 5. On the other hand, the B.L.S.-Wharton 
estimate for the share- of ‘unincorporated businessmen exceeds the estimate 
derived from Klein-Margolis by’ an amount that is greater than might be 
reasonably attributed to the differences in geographical coverage and dates of 
reference of the underlying surveys. 


= For the decades prior to the time that Commerce Department figures are available, 
data assembled by Simon Kuznets (National Income: A Summary of Findings, [New 
York, 1946], p. 50) show a secular downswing in the share of income received by 
entrepreneurs (farm and nonfarm), from around 25 per cent or more in the closing decades 
of the 19th century to 16 per cent in the 1929-38 decade. (The latter figure checks closely 
with the Commerce estimates of farm and nonfarm noncorporate business income for the 
same decade.) The decline apparently reflects decreases in the shares both of farm and 
of unincorporated nonfarm enterprises, with the latter accounting for the major part of 
the over-all decrease. 

* The statements in this paragraph are based on data for 1929, 1939, 1945 and 1949 
shown i in National Income, 1954 Ed., pp. 7 7, 164-56 


*' Savings are defined to include personal insurance—sometimes shown separately in 
the. publication of survey data—as well as changes in other assets and liabilities. 
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TABLE B.--ENTREPRENEURIAL SHARES IN PERSONAL SAVING 


(per cent) 
l a Federal Reserve-Michigan | 
Wharton | Pedaal Ooan dik 
(Urban Reserve Morgan Klein- Btinat a 
only) Bulletin |—— | Margolis 1948-503 
1950 19:0 1950 | 1948-503} 1948-50" 
(1) (2) (3) (4) (5 (6) 
i, Farm operators ; 9.3 7,0 10.7 11.0 
2. Independent professional men 5.6 5.5 
3. Artisans — 0.2 one 
4. Owners of incorporated business 9,8 10.0 
5. Owners of unincorporated business 49.6 31.9 35.0-45.0 
6. Business managers and officials 9.4 9.0 
7, Nonfarm self-employed (2-+3--5) 55.1 405-50. 5° 
8. Business owners (4+5) 46.0 44.3 41.7 45 .0-55.0 
9. Business owners and managers, ar- 
tisans (3 to 6) 54.0 54.0-64.0° 
10. All groups (1 to 6) l 70 .5~80.5° 


a p Represent three-year averages, 
b Based on 1949-50 data. 

© Sums as indicated in stub 

Sources: See Table I 


A composite statement of the shares in personal saving during the 1948-50 
period is nevertheless set down (see columm 6). Although the figures are sub- 
ject to large margins of error, the totals in lines 7 to 10 help to indicate the 
order of magnitude of entrepreneurial shares in saving. (These ratios would 
be reduced somewhat if the dissaving of retired persons were excluded.) It 
is clear that the survey data assign major importance to this source of sav- 
ing.°8 

Estimates of individuals’ net worth by ecoiational groups, based on Fed- 
eral Reserve-Michigan data for early 1950, support this finding. These esti- 
mates, presented below, indicate that nonfarm and farm entrepreneurs to- 
gether account for 47 per cent of individua-’s net worth, exclusive of that of 
retired persons.*® 


Net WORTH OF DIFFERENT OCCUPATIONAL Grours*® EARLY 1950 


Billion Dollars Per Cent 
1. All groups 549 100 
2. Retired SA 10 
3. (1-2) 495 90 
4, Self-employed 146 27 
5. Farm operators 8 As 
6. (4+5) 231 42 
7, Managerial 35 6 ` 


21. R. Klein in an analysis of three British surveys reaches a similar conclusion. See his 
“Patterns of Savings,” op. cit, p. 178. The data he shows indicate that the savings of 
the self-employed were equivalent to about half of total personal saving in 1953-54; in 
the two previous years, owing to dissaving by some occupational groups and small average 
savings by others, the savings of the self-employed were actually larger than total personal 
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The major statistical weakness of survey saving estimates appears to be in 
the substantial understatement of saving in the form of deposits. If, as is possi- 
ble, the underreporting was concentrated in the nonbusiness group, the cor- 
rected figures might show a lower entrepreneurial share in total personal 
saving than is indicated by the data presented above. 


Aggregative Data 


To what extent is the conclusion that a high proportion of personal saving 
is attributable to entrepreneurs supported by aggregative data? For farm 
operators, the aggregative data required to answer the question are available, 
and the comparison works out as follows: 








an SAVINGS OF FARM OPERATORS AS PER Cent or TOTAL PERSONAL SAVING 
en, ONT See ane Morgan’s Survey Goldsmith’s Aggregative 
rae | EE Data Data 
1948 os ae 20.9 


1949 7 vee i : 11.3 


Sources: Morgan, of. cit., p. 536. Goldsmith, op. cit., Vol. I, pp. 353, 73 756. “Casumers durable 


goods and government insurance, included by Goldsmith i in his saving estimaté, have been 
deducted. 


w 


Goldsmith’s data show that the farm contribution to personal saviig¢‘il. 


recent decades has been much greater than it was before the great depression. 


AN 


The ee of personal saving a attributed to agriculture are as follows: 


1897- 1916 “TSS 
1917-1928 —2.1 
1929-1941 14.5 
1946-1949 15.4 


1897-1949 7.6 
1929-1949 13.8 


Source: Goldsmith, loc. cit. All percentages are calculated from totals of annual figures. 


savings. The difference did not seem attributable solely to the higher incomes of the self- 
employed. 


” The percentage cited above (47 per cent) may be an understatement for two reasons: 
Apparently while the noncorporate assets of most owners of privately held corporations 
are covered in the self-employed classification, some may be included in the management 
group. Moreover, some types of assets which the surveys are known to understate are those 
typically held by the upper-income groups in which entrepreneurs occupy an especially 
important position. On the other hand, the underestimation of deposits referred to earlier 
may more than offset these factors. In addition, the estimates of net worth have very 
substantial margins of error, and net worth reflects capital gains and capital transfers as 
well as accumulated saving. 


“ Goldsmith, op. cit, Vol. IM, p. 123. If automobiles are omitted, the proportion of 
individuals’ net worth attributable to entrepreneurs is increased to 48 per cent. Several 
items of assets and liabilities are not included: viz., municipal, corporate and foreign bonds, 


298 THE AMERICAN ECONOMIC REVIEW 


Goldsmith’s estimates of changes in net worth, which are equivalent to saving 
plus capital transfers and realized and unrealized capital gains, imply that. 
the farm contribution to changes in net worth was at a peak in the first decade 
of the century (specifically 1901-1912), but was lower in the period 1913- 
1922 and much lower from 1923 to 1929 and 1930 to 1933 than in subsequent 
periods. 

For nonfarm entrepreneurs, aggregative data do not confirm the survey 
findings indicating that nonfarm proprietors provide a relatively high propor- 
tion of personal saving. The available data actually represent the current busi- 
ness investment of proprietors—offsets to proprietors’ total saving—rather 
than their saving. For this reason these data are discussed more fully in Sec- 
tion IV of the text, which deals with business investment. 


APPENDIX ILI. ComMPaARISON OF B.L.S.-WHARTON AND KLEIN-MARGOLIS Data 


Income and saving estimates (for proprietors and for all uni itsy ‘derived 
from the B.L.S.-Wharton and Klein- Margolis data aré “summarized in Table 
C. The table enables us to examine the ineomié and saving aggregates and 
distributions upon which the-savisg-income ratios cited in Table III of the 
text depend. see 


GF ESE 


Income -~ 


Wheii adjustments are made for differences in the dates of reference and 
in geographical coverage, the B.L.S.-Wharton aggregate income estimate ex- 

ceeds that derived from the Klein-Margolis data by 5 per cent and falls short of 
the national accounts figure for family disposable income by. about 3 per cent.* 

Since the average incomes (column for-the several income classes are 
approximately the same in-the two sets of data, it is clear that the substantia] 
differences in the distributions of aggregate income (column 2) are attribut- 
able mainly to the differences in population weights (column 1). The B.L.S.- 
Wharton weights are the adjusted ones; when the original weights were used, 
the distributions of aggregate income were similar to those derived from the 
Klein-Margolis study.* 


privately held mortgages and equity in government trust funds, which are covered in the 
Federal Reserve-Michigan savings surveys; and currency, personal trust funds, and con- 
sumer durables other than automobiles which are not covered in these surveys. 


“Family disposable income was obtained by deducting personal tax and nontax pay- 
ments as estimated in National Income, 1954 Ed. from family personal income as estimated 
by S. E. Goldsmith, “Relation of Census Income Distribution Statistics to Other Income 
Data,” Studies in Income and Wealth, Vol. 23, forthcoming. The Goldsmith paper also 
illustrates the tendency for survey data to yield highest relative covering for wage and 
salary incomes and the lowest for interest and dividends, with entrepreneurial income and 
rental income in intermediate positions. 


“ The similarity in the distributions when the original weights were applied to B.LS.- 
Wharton data was due to the fact that the original B.L.S. distribution of consumer units 
was more similar to Klein-Margolis than was the adjusted B.L.S. distribution. We should 
perhaps mention our treatment of the units whose income was given by Klein-Margolis as 
“not ascertained.” In the Federal Reserve Bulletin these units are apparently all assigned to 
some income class, but in the Klein-Margolis article (op. cit.) they were shown separately. 
We simply prorated these units among the several income classes, although the “not ascer- 
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TABLE C.—INCOME AND SAVINGS OF UNINCORPORATED BUSINESS AND OF ALL 
URBAN (OR Nonrarm) Units 


` (1) (2) (3) (4) (5) (6) (7) 


mar Aggregate Income Aggregate Saving Saving- 
eee |an Average | Income 
of aits billion (per ‘billion (per Income Ratio 
(per cent} ollars) cent) dollars} cent) (per cent) 
A, B.L.S.-Wharton (1950) 
A. All Urban Units 
| Under $3,000 40 $ 21,706 17 |-$3,385  —60 | $1,742 | ~15.6 
' § 3,000-4,999 33 41,465. 32 225 4 3,934 0.5 
$5, "000~ 7 »499 17 32,340 25 1,698 30 5,976 5.3, 
$ 7,500~ 9! 999 6 14,842 11 1,836 33 8,423% 12.4 
$10,000 and over 4 19,989 15 5,263 93 15,8778 26.3? 
Total 100 i 130,342 100 5,637 100 4,147 4.3 
2. Maincosporater Business- 
Under $3,000 31 1,384 8 — 842 ~~ 30 1,571 60.8 
$ 3,000- "4, 999 23 2,670 14 —196 we T7 4,033 — 7.3 
$ 5'000- 7'499 20 3,556 19 352 13 6,110 9.9 
$ 7,500- 9,999 12 3,036 i7 528 19 8,417 17.4 
$10,000 and over i4 7,604 42 2,953 105 18,546 38.8 
Total 100 18,244 100 2,795 100 6,302 15.3 
B. Klein-Margotis (1948-50) 
1. All nonfarm units 
Under $3,090 52 $ 41,296 27 -—2 455 -2t $ 1,728 — 5.9 
$ 3,000- "4,999 33 57,642 38 3,897 33 3,339 6.8 
$ 5,000- 7,499 10 26,918 18 5,151 27 5,886 11.7 
$ 7,500 and over 5 26,918 17 7206 © ól 127268 27.5 
Total 100 152,098 100 11,799 100 3,534 7.8 
2: Tancar poratea business 
Under $3,000 37 1,857 Ji -~ 1,057 25 1,279 | —56.9 
$ 3, 000--" 4,999 30 4,226 24 1,039 25 3,875 24.6 
$5, 000~ T, "499 ' 18 3,882 22 1,046 25 5,$81 26.9 
$ 7,500- 9 999 7 2,222 13 1,035 25 8,578 46.6 
$10,000 and over 8 5,205 30 27112 50 17,180 40.6 
Total 100 17,392 100 4,175 100 4,768 24.0 





a parenge income for all units with incomes over $7,500 is $11,530, 
b Ratio for all units with incomes over $7,500 is 20. 4 per cent, 


Savings 


There are large discrepancies between the two sets of saving data shown 
in Table C that cannot be explained by differences in weights. B.L.S.-Wharton 
aggregate urban saving is less than half of the Klein-Margolis nonfarm total, 
and for unincorporated businessmen the B.L.S.-Wharton figure is about two- 
thirds of the estimate derived from Klein-Margolis. The aggregate level of 
entrepreneurial saving indicated by the B.L.S.-Wharton data seems closer to 
the Commerce estimates of changes in unincorporated business equity than 
are the Federal Reserve-Michigan or Klein-Margolis data, while the reverse 
is true of nonentrepreneurial (and total) saving where the Federal Reserve- 
Michigan data seem closer to the Commerce estimates.*® 





tained” group may well have had a large percentage of high-income units. The income 
distributions we derive from Klein-Margolis appear to be shy on high-income units to 
about the same degree as the original B.L.S.-Wharton distributions. 

“ Both statements appear to remain valid after conceptual adjustments are made, but 
the complicated problem of detailed comparison of survey saving estimates with each 
other and with external statistics will be treated elsewhere. 
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There is also disagreement in regard to the distribution of saving. The 
B.L.S.-Wharton data show a much greater concentration of saving. in the 
top-income group, for all economic unizs as well as entrepreneurs, with the 
dissaving of the lowest-income group constituting a larger relative offset to 
total saving than is the case in the Klein-Margolis data.** 


APPENDIX IV. COMPARISONS OF ESTIMATES OF AGGREGATE PERSONAL SAVING 


As has already been mentioned, the aggregate saving implied by the B.L.S.- 
Wharton data is much lower than that implied by the Klein-Mareclis figures. 
When these aggregates are compared with each other and with other estimates 
of total personal saving, the results are as follows: 


1948-508 1950 
(billion dollars) 
Department of Commerce 9.9 121 
Federal Reserve-Michigan 11.3 14.0 
Klein and Margolis 13.15 — 
B.L.S,-Wharton — 7.78 


a Represent three-year averages, 

b “igure not given in original source but derived from data in source by methods described 
in footnote in Table A. 

° Urban figure of $5.6 billion blown up in proportion to difference between after-tax money 
income for nation and after-tax money income for urban areas as calculated by Kaitz, op. cit 


A number of hypotheses can be advanced for the substantially higher saving 
estimates indicated by the Federal Reserve-Michigan surveys for consumer 
units generally as compared with the B.L.S.-Wharton data. For exemple, there 
is reason to believe that the Federal Reserve-Michigan estimates of saving in 
the form of home improvements are significantly higher than either the B.L.S.- 
Wharton or Commerce estimates. While the Federal Reserve-Michigan esti- 
mates of saving in this form (as well as in most other forms) have never been 
shown separately, it is possible to arrive at a very rough order of magnitude 
of $4 billion in 1950 for all consumer units, including nonentrepreneurs as 
well as entrepreneurs, by applying a mzan expenditure on home improvements 
of approximately $400 to the 20 per cent of total spending units shown to 
have saving in this form.*® 


“In the B.L.S.-Wharton data the saving of top-income bracket unincorporated business- 
men is more than equal to the total saving o? the group, the saving of the two next highest 
income brackets not fully offsetting the dissaving of the two lowest. Indeed, the top- 
income unincorporated businessmen account for more than half of the total urban saving. 
In the Klein-Margolis data, on the other Land, proprietors in the highest income group 
account for only about half of the saving of unincorporated businessmen, and for less than 
one-fifth of total nonfarm saving. 


“The 20 per cent figure is taken from the 1951 “Survey of Consumer Finances,” Part 
IV, Fed. Res. Bull, Sept. 1951, XXXVI, 1068. The 1948 mean expenditure on addition, 
repairs and upkeep, which includes maintenance as well as improvements, was estimated at 


~ 


s% 
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The Commerce estimate is much lower, amounting to about $1 billion, with 
the B.L.S.-Wharton estimate of close to $2.5 billion intermediate between the 
two.*6 

There are many other conceptual and statistical differences among the 
B.L.S.-Wharton, Federal Reserve-Michigan and Commerce saving data—some 
of which are known to have and others that may have a significant effect on 
the estimates. However, those differences which characterize saving as a whole 
rather than the saving of entrepreneurs alone are not directly relevant to the 
present article. 


close to $500 per nonfarm family making such expenditures in the 1949 “Survey of Con- 
sumer Finances,” Part V, Fed. Res. Bull., Sept. 1949, XX XV, 1046, with a total expenditure 
of over $6 billion on improvements and maintenance. The median expenditure by home 
owners reporting outlays for additions, repairs, and upkeep in 1948 was approximately 
$200; the median addition was estimated at more than $300, while the median amount 
spent on maintenance was approximately $150. The much higher median addition ($300) 
than median addition plus maintenance ($200) suggests that the mean addition may have 
been fully as high as the mean addition plus maintenance (close to $500). Commerce 
estimates for addition and alterations show little difference between 1948 and 1950, point- 
ing to a 3 rer cent decline. The 1955 “Survey of Consumer Finances,” “Housing Arrange- 
ments of Consumers,” Fed, Res. Bull., Aug. 1955, XLI, 866 also indicates that the mean 
expenditures on additions, repairs and upkeep in 1950 was only slightly below 1948, with 
well over two-thirds of outlays accounted for by home owners whose individual outlays 
amounted to more than $5C0. It should be noted that while there were 52 million spending 
units in 1950, there were only 40 million nonfarm family units, and there may have been 
a significant number of spending units other than nonfarm families with mean additions 
much below the average for nonfarm families. To err on the side of conservatism, a mean 
addition of $400 was taken as applicable to spending units with additions in 1950. 

“The Commerce, B.L.S.-Wharton and Federal Reserve-Michigan estimates of home 
improvements and maintenance combined are more in agreement than are the estimates 
for improvements alone. Only the latter, of course, enter into saving estimates. 


PRINCIPLES OF DEBT MANAGEMENT 
By Earr R. RotpH* 


The offering of gratuitous advice to finance ministers is an honorable 
and ancient role of economists. There has been no shortage of pro- 
nouncements about how a national debt should be managed.’ Clear 
statements of principles are not so plentiful. It is the purpose of this 
paper to offer a principle appropriate for national debt management. 

National debt management shall be taken to refer to any official 
action, by central banks as well as treasuries, designed to alter the 
quantity and kinds of a national government’s debt obligations out- 
standing’in private domestic hands. Foreign-held national debts and the 
debts of subsidiary government units are excluded from the inquiry. 
No attempt is made to distinguish sharply monetary and fiscal policy 
as usually conceived. | 

The principle to be elucidated is an efficiency rule; it extends an 
old idea in economics to another area. An outstanding national debt 
is looked upon as providing a utility to a government. Different debt 
combinations may provide the same utility but at different costs to the 
government. The composition and size of an outstanding national debt 
is optimal when the marginal utility of each kind of debt instrument 
is made proportional to its marginal cost. 

A national debt is said to have a utility (or, alternatively, a social 
function) when a government has a preference for some pattern of 
monetary stability and when an outstanding debt affects expenditures 
for current output. A national debt of any size as given by past finan- 
cial practices may be reduced to any figure at all by the simple ex- 
pedient of substituting created money for debt. A national government 
has the option of purchasing its outstanding liabilities. An experi- 
mental reduction of a national debt by official purchase is objection- 
able provided that the changes thereby induced in private expenditures 
are objectionable. The utility of an outstanding debt is its effectiveness 
in preventing as high a level of private expenditures as would occur if 

* The author is professor of economics, University of California, Berkeley. My colleagues, 


Howard S. Ellis and George F. Break, have, along with severa! others, been especially 
- helpful by their criticisms. 

t See, for example, the symposium “How to Manage the National Debt,” by S. E. Harris, 
L. H. Seltzer, C. C. Abbott, R. A. Musgrave, and A. H. Hansen, Rev, Econ. Stat., Feb. 
1949, XXVI, 15-32, and any textbook on public finance or money and banking. 
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the debt were reduced to zero, when such a high level cf private ex- 
penditures is contrary to official stabilization objectives. 

The marginal utility of an outstanding debt is normally positive, but, 
like that of whiskey, it can on occasion be negative. Its marginal utility 
is negative when private expenditures are too low judged in terms of 
a stabilization goal. Then the debt should be reduced (ż.e., money 
should be substituted for debt) until total private expenditures reach 
a level consistent with official stabilization policies. The utility of an 
outstanding debt therefore rises during upswings and falls during down- 
swings of business activity. E 

The concept of cost of a national debt is troublesome. There are 
the administrative expenses involved in the issuance and reissuance 
of particular kinds of debt instruments, the honoring of coupons, and 
the keeping of records. The main expense is, of course, the interest 
commitment of the government. An efficiency principle calls for making 
these costs a minimum for any given utility of a debt combination. 

In discussions of economy in government, only rarely is attention 
directed towards means of curtailing these expenses. Yet the interest 
expense of many national governments is a substantial item in their 
budgets, and historically it has often been the largest single item.’ 
The lack of concern cannot be attributed to the insignificance of the 
amount of the costs of an outstanding debt. Nor is it explained simply 
by the fact that the interest expenditures are classified as transfer pay- 
ments. The interest expense is usually looked upon as a fixed charge, 
not subject to control by legislative or administrative decision. 

Even though the main cost of an outstanding debt is a type of transfer 
payment, there are reasons to economize on the amount. A transfer pro- 
gram of a government increases the spending potential of private groups. 
Devices are needed to offset the inflationary effects of transfers as well 
as those of government expenditures for current output. Of the offset 
devices available, taxes are easily the most important. As a practical 
matter, tax devices are subject to diminishing returns since the greater 
become the revenue requirements of a government the more it must 
resort to inferior tax devices.* Such considerations as fairness, equity, 
and economic efficiency in taxation are given less weight as the revenue 
pressure increases. If, somehow, the substantial transfer payments made 
by national governments could be eliminated, a revised tax program 
could be an improved one simply because less stress would need to be 


27. S, Mill observed that the interest on the British national debt amounted to about 
one-half of the government revenues in his day. See Principles of Political Economy 
(Ashley ed.), Book V, Ch. 7, par. 3, p. 879. 


*A similar point is made by. Roy Blough, The Federal Taxing Process (New York, 1952), 
p. 234. ; 
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placed upon the selection of tax devices primarily for their revenue 
potential. This consideration alone suggests the importance of avoiding 
unnecessary costs in connection with a national debt. Interest costs are 
subject to the test of economy just as other transfer payments are and 
for the same reasons. _ 

The precept that a government should attempt to minimize the cost 
of its outstanding debt in a manner compatible with the social objective 
of debt management rests then upon two fundamental value judgments: 
(a) that some level and some changes in the level of private expendi- 
tures are from a social point of view superior to others, and (b) that 
the expense to government for its outstanding debt should be mini- 
mized for any given stabilization goal. These value judgments are 
reasonable in the sense that’ their denial would conflict with well- 
entrenched beliefs about the responsibilities of national governments 
in the contemporary scene. | 


I. The Concept of a National Debt 


Certain views about debt management and governmental fiscal op- 
erations have already been violated by the suggestion that an out- 
standing debt has a utility to a government. Anyone whose ideas have 
been framed by the current textbook literature, and, I am afraid, the 
technical literature as well, “knows” that government borrowing is a 
stimulating and debt retirement a deflationary policy. The impression 
has been created that rising national debts are necessary if government 
finance is to exert a stimulating influence in growing societies.* Just 
what is meant by statements that government borrowing is inflationary 
or that debt retirement is deflationary? Taken literally, such statements 
are patently untrue. Official sales of government debt, for example, 
induce higher rates of interest. Would anyone claim that official meas- 
ures that raise rates of interest are inflationary? Nothing so crude as 
this can be intended. What is presumably meant is that a government 
deficit of a given size plus government borrowing of an equal amount 
together raise the level of national income.” The validity of this proposi- 

“See, for example, S. E. Harris, The Netioncl Debt and the New Economics (New 
York, 1947). 


*There are difficulties with this proposition. One is the implicit theory that the com- 
bined effects of government expenditures, transfer formulae and tax formulae can somehow 
be reduced to the effects of a budget deficit and surplus. In some fiscal theories, this view 
is repudiated, Another is the assumption thai the stimulating effect of a deficit, granted 
that this method of staterrent makes sense, is greater than the deflationary effect of the 
sale of an equal amount of debt. Systematic demonstrations of this position are surpris- 
ingly rare. William Fellner, who has pursued the question, poses the issue in terms of the 
comparative effect of a given marginal increase in government expenditures for goods and 
services and an equal dollar increase in the sale of government securities. His results vary 
from an increase in gross national product equal to the increase in government expendi- 
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tion need not for the moment concern us. What does matter is the 
idea that the change in a government’s debt depends rigidly upon the 
size of its budget surplus or deficit. Those who look forward to per- 
sistent increases in public debts presumably do so, not out of love of 
large public debts, but because they view this development as a neces- 
, sary by-product of a stimulating tax-expenditure policy.° 

Yet there is no economic requirement that a national government 
allow the budget facts to dictate the change in its outstanding debt. 
Indeed, any budgeting unit has greater freedom than this because 
deficits or surpluses may be covered by release or absorption of cash. 
Persistent surpluses can be tolerated indefinitely; anyone is free to 
hold more cash. A person or a business, however, experiencing per- 
sistent deficits runs up against the combined constraints of his dwind- 
ling assets and impaired borrowing power. But a national government 
is not subject to these constraints in dealing with its own people. A 
sovereign government can obtain whatever amounts of cash it wishes. 
A central bank has become the standard instrument to provide national 
governments with unlimited funds. 

To obtain a concept of a national debt that reflects this choice open 
to debt officials, we need to restrict the definition of a national debt to 
those obligations of a government that are held outside official agencies 
including, especially, a central bank. The net debt or the outstanding 
debt of a national government may therefore be defined as those con- 
tractual obligations of a national government and its agencies.’ Agen- 
cies include all government corporations as well as the central bank. 
The change in the size of the outstanding net national debt is an in- 
dependent variable subject to the control of official groups. We are 
not bound to suppose that a national government must either sell debt 
or tax in order to finance itself. 


II. Effect of Debt Operations upon Private Expenditures 
Our first main proposition is that an increase in the size of the net 


tures at one. limit to a contraction of unspecified amount at the other. See his Monetary 
Policies and Full Employment, 2nd ed, (University of California Press, 1947), pp. 174-85; 


also Hugo Hegeland, The Quantity Theory of Money (Goteborg, Sweden. 1951) , pp. 228- 
40, 


° This appears to be A. H. Hansen’s position. After observing that future expansion of 
the economy will require large increases in the quantity of money, he writes: “It is not 
probable that this could happen without a substantial increase in the public debt.’ Mone- 
tary Theory and Fiscal Policy (New York, 1949), p. 195. 


‘This concept of a national debt is, I suggest, the relevant one for economic analysis. 
An exchange of assets between a Treasury department and a government corporation or 
between a Treasury department and the central bank is a bookkeeping arrangement. What 
matters is the increase or decrease in the government’s debt in private hands. We have 
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debt of a national government, given the debt composition, has the 
effect of decreasing, and a decrease in the net debt has the effect of 
increasing, GNP expenditures. It is elementary that the sale of gov- 
ernment securities by a central bank is a deflationary policy. We simply 
generalize this observation to sales of government debt by any official 
agency. 

The defense of this Geopostea is identical with the defense of 
monetary policy. It would be inappropriate to attempt a full-dress de- 
fense of that position here.* Happily- skepticism about the efficacy of 
monetary policy appears to have dwindled in professional circles.° 

There are, however, a number of ways to explain the effect of gov- 
ernment debt operations on private expenditures. One way relates debt 
change to the rate of interest and the rate of interest to national in- 
come through an investment schedule. This method ‘is denied us be- 
cause it presupposes that the pattern of rates of interest can be 
reduced to a unique rate, whereas the analysis to follow requires that 
the pattern of rates be a variable. A related approach, but one that 


long become accustomed to view the quantity of currency as consisting of currency out- 
side the hands of official agencies, For the same reason, the stacks. of national debt held by 
the government and its central bank should not be counted as debt that matters. 


3 Of the various systems of the determinants of aggregate expenditures, the neo-Keynesian 
position, as employed for example to demonstzate the balanced-budget theorem, would 
presumably imply that debt operations are without effect. Government expenditures and 
private investment are treated as autonomous, i.¢., unexplained, and consumption is treated 
exclusively as a function of current income after taxes. There is nothing left for interest 
rates and hence for government debt policy ta influence. For 2 clear exposition of this 
point of view, see P. A. Samuelson, “The Simpl: Mathematics of Income Determination,” 
in L. A, Metzler et al; Income, Employment and Public Policy, Essays i in honor of Alvin 
H. Hansen (New York, 1948), pp. 133-55. | 

The original Keynesian position, at least’ as expounded by Keynes, implies thet debt 
sales are deflationary except when “the” rate of interest has reached its floor, since invest- 
ment is treated as a (negative) function of rates of interest. 

The-quantity-of money approach and the cash-balance doctrine give similar results 
because official debt sales decrease and debt purchases increase the quantity of privately 
owned money, and expenditures are treated as functionally related to the money supply, 

The asset position, which the present writer finds congenial, makes both private con- 
sumption and investment expenditures depend upon the capital values of assets and hence 
upon their yields, and debt operations are functionally related to capital values. See Rolph, 
The Theory of Fiscal Economics (Berkeley, 1954), Ch. 5. 


* Skepticism does continue to survive; witness the views of W. L. Smith (“On the Effec- 
tiveness of Monetary Policy,” Am. Econ. Rev., Sent. 1956, XLVI, 588-606). Like others 
before him, Smith somewhat spoils the purity of his position by allowing that monetary 
policy may work too well (ibid., p. 599, bottom). 


There are other serious difficulties with this app- oach. A fundamental one is the justi: 
cation of a negatively sloped investment schedule. In this connection, see A. P, Lerner, 
“On the Marginal Product .of Capital and the Marginal Efficiency of Investment,” Jour. 
Pol. Econ, Feb. 1953, LXI, 1-14; and J. A. Stockfisch, “The Relationships between Money 
Cost, Investment, and the Rate of Return,” Guart. Jour. Econ., May 1956, LXX, 295-302. 
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does not require the assumption of a single rate of interest, examines 
the effects of debt operations through their influence upon the money 
demands for goods and services. This approach is used here. 

A change i in the outstanding debt,-say an increase, means that official 
agencies succeed in persuading people and organizations to hald public 
debt instead of holding other things. The necessary and sufficient con- 
dition for getting any good, including government debt, out of gov- 
ernment hands and into private hands through a market mechanism 
is a reduction in the price of the good as compared to what it would 
be if the government offer to sell were not made. It is sufficient for 
this conclusion that the amount demanded of anything be a negative 
function of price. . 

If the other things that debt piyasa are persuaded not to hold con- 
sist entirely of money, the government obtains cash that by definition 
would not have been used to finance anything’ else. In this limiting 
case, the sale of more debt has a zero direct deflationary effect on 
private expenditures. But the necessary condition for this limiting case 
is that government debt and money be treated as perfect substitutes 
by each debt buyer. Ordinary observation suggests however that gov- 
ernment debt and cash are not generally so treated. People do not shift 
altogether out of holding cash and into holding debt as the result of a 
slight reduction in the prices of debt. Rather they are found to hold 
both debt and cash in the face of large variations in the prices of debt. 
Thus an increase in the outstanding debt is accomplished by inducing 
people to give up the holding of cash and other assets: This behavior 
means that the money demand schedules for these other assets are 
pushed downward by a positive debt operation. Similarly a reduction in 
the outstanding debt increases money demands for other things, except 
in the limiting case when people and organizations who hold debt treat 
it as a perfect substitute for money. | 


ITI. Effect of a Changing Composition of Public Debt 


The second main proposition is that different kinds of national debt 
instruments may have different utilities per dollar to a government. In 
order to show that this is possible, it is first necessary to demonstrate 
that public debt instruments are not generally treated as perfect sub- 
stitutes. If they were so treated, some investors should be found holding 
all of one form; or if found holding more than one, they should be pre- 
pared to make all-or-none choices among debt forms. An investor found 
holding bonds and bills should in the event of a slight rise in the yield 
of bonds part with all of his bills. We know that holders of government 
debt commonly hold various public debt forms and continue to do so in 


t 
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the face of variations of yields. Various debt forms are different; al- 
though related, commodities,” 

Granted that various debt forms are not a homogeneous commodity, 
the hypothesis may be advanced that the utility of various public debt 
forms is positively correlated with their maturity. A shift in the com- 
position of an outstanding public debt of given size that reduces its 
average maturity increases private expenditures, and vice versa for in- 
creases in its average maturity. Like any empirical generalization, this 
proposition does not hold for all circumstances. 

The conditions necessary for the hypothesis are twofold: (a) of 
various public debt forms, the shorter their life expectancy, the more 
they must possess the characteristics here called ‘‘moneyness,”’ and 
(b) the marginal utility of the moneyness of assets must be positive. 
By the moneyness of an asset we mean that its realizable price is pre- 
determined and known for any future date.” Thus an asset other than 
cash—demand deposits and currency-—has a maximum of moneyness 
when it is exactly like cash except in not being spendable as such. 
Savings deposits ordinarily fill this requirement precisely. So do many 
demand forms of government debt such as U.S. savings bonds. Short- 
term government debt does not fulfill this requirement exactly because 
some variation can occur in the price of the instrument during its life 
that cannot always be confidently predicted in advance. Yet the de- 
scription of such holdings as “liquid” or “protective” assets among 
financial practitioners is based on the fact that the prices of such in- 
struments can vary only within narrow limits during relevant periods. 
By contrast, the longest maturity conceivable—a perpetuity—exposes 
its holder to the possibility of large gains or losses; it is unlike money. 
It was this observation that led Henry Simons to describe goverrment- 
issued perpetuities as “pure” debt.** 

“This observation should not be interpreted to imply that markets for gov2rnment 
securities are necessarily imperfect or, in deference to E. H. Chamberlin, characterized as 
imbued with monopolistic elements. The market for U, S. Treasury bills may be perfectly 


competitive and so may the market for 30-year bonds without implying that bills and 
bonds are the same commodity. 


"F, Modigliani objects to a similar concept employed by J. R. Hicks on the following 
grounds: “Whatever one’s definition of liquidity, to say that a government bond, a specu- 
ulative share, a house, are money in different degrees, can at best generate unnecessary 
confusion. It is true that money and securities are close substitutes, but this connection is 
to be found elsewhere than in degrees of moneyness ...” (“Liquidity Preference and the 
Theory of Interest and Money,” Econometrica. Jan. 1944, XII, 45-88, reprinted in Read- 
ings in Monetary Theory, p. 235.) Yet his claim that securities and money are close: substi- 
tutes than are money and real assets presupposes that there is something specie] about 
securities that makes them substitutes for cash. I suggest that this something needs a name, 
and “moneyness” seems as good as any. 


See Henry Simons, “On Debt Policy,” Jour. Pol. Econ., Dec. 1944, LII, 356-61. 
Simons viewed short-term instruments as partly money. 
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For long-term public debt forms to be more effective in curtailing 
private expenditures per dollar outstanding than short-term, it is also 
necessary that the marginal utility of the moneyness of assets be posi- 
tive. For if it were to be zero, investors would look only to the income 
in holding or acquiring assets, and the perfect substitution assumption, 
so often found in theoretical discussions, would come back into its 
own. Since it may be assumed that the marginal utility of future in- 
come is always positive—this is a necessary condition for the function- 
ing of a money-price system—the condition that the marginal utility 
of the moneyness of assets be positive implies that the subjective or 
computed yields of securities vary inversely with their degree of money- 
ness." 

The condition that the marginal utility of the moneyness of debts 
must be positive applies, but in the negative sense, to debtors as well. 
If yields were positively correlated with maturity, and if debtors were 
completely indifferent about the maturities of their obligations, they 
could always gain by concentrating their debt in the shortest form. 
Consequently only short-term private securities would be left out- 
standing or the yields of securities of different maturity would become 
equal. In the latter event, the marginal utility of the extra moneyness 
of short-term securities would become zero. 

If our twin conditions are satisfied, namely that shorter-term obliga- 
tions possess stronger money characteristics than long-term public 
debt and that the marginal utility of the moneyness of assets is gen- 
erally positive, an official debt operation designed to shorten the aver- 
age maturity of the public debt becomes an inflationary measure. 

To establish this result, let us examine a case least favorable for it, 
namely one in which public debts have no moneyness features not 
shared by private debts. Suppose that private debts are treated, ma- 


"If the only relevant dimension of debts is the yield, they become homogeneous com- 
modities because future dollar income is inherently homogeneous. 


* Subjective yields may differ from market yields to maturity for many reasons, such as 
tax considerations or anticipations of changes in the capital value of the asset. However, 
the point of view here adopted is inconsistent with the type of expectation theory to 
explain differences among market yields to maturity presented, for example, by F. H. 
Lutz and J. R. Hicks. That position makzs the strong requirement that any one investor 
should select securities only on the basis of income. If he is found holding one-vear maturi- 
ties yielding 4 per cent and two-year maturities yielding 5 per cent, he is assumed to expect 
that the yield on one-year maturities will a year hence rise to approximately 6 per cent.. 
This requirement means that all debt forms when classified by maturity must be perfect 
substitutes. See F. H. Lutz, “The Structure of Interest Rates,” Quart. Jour. Econ., Nov. 
1940, LV, 36-63, reprinted in Readings on the Theory of Income Distribution, pp, 512-20; 
and J. R. Hicks, Value and Capital (Oxford, 1939), pp. 144-52. Hicks, unlike Lutz, tries 
to have it both ways holding that interest is to be explained by the degree of departure of 
an asset from being like money—degrees of illiquidity—and that income is the only relevant 
dimension of debts. This inconsistency is alluded to by Lutz, op. cit., p. 528. 
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turity for maturity, as perfect substitutes of public debts, In addition, 
suppose that borrowers can sell debts of any maturity they please and 
can do so under competitive conditions. Consider, then, the position of 
a representative borrower. To satisfy the condition that the marginal 
utility of the moneyness of assets is positive for him, he will be in 
equilibrium with respect to a distribution of maturities of his out- 
standing obligations only when the market yields of his debts increase 
with the remoteness of their maturity. In the absence of objective con- 
straints, other than differences in yields, on the maturity distribution 
of his debts, a representative borrower would prefer longer to shorter 
obligations at the same yields because of the correspondingly reduced 
necessity for maintaining a liquid position.*® A central bank or treasury 
operation designed to shorten the average maturity of public debt calls 
for the purchase in the market of long-term bonds and the sale of an 
equal amount of short-term bills, thus lowering the yields of bonds and 
raising those of bills. This altered pattern of yields induces our repre- 
sentative borrower, granted no change in his preferences, to shift his 
debts toward the longer maturities. Since he prefers longer-term to 
shorter-term obligations at the same yields, he now finds that it costs 
relatively less to satisiy this preference. Thus his adjustment may 
appear simply to offset the official maneuver. 

However, from his point of view his entire position now entails 
less of something he dislikes, namely risk—the negative of moneyness; 
and the marginal disutility of risk ‘ncreases with increasing risk.” 
People will bet small sums when they will not bet large sums at the 
same odds. Applied to a borrower’s asset position, our theory means 
that he now will be willing to take more risk than he would have before 
because his liability position entails less risk. But taking more risk 
is another way of saying that he will be inclined to hold less cash since 
cash is the safest possible asset to hold. In other words, he is induced 
to acquire more real assets. . | 

This conclusion is not upset if creditors refuse to regard private 
debts as providing the moneyness features associated with public debts. 
In fact, a large segment of private debt contracts are entailed assets. 
The creditor is expected to hold them for the life of the contract. In 
such circumstances, short-term private debts are not good substitutes 
for short-term public debts; they are closer substitutes for those public 
obligations held mainly for income purposes, that is, public bonds. 


_™ The assumed conditions rule out credit rationing such that lenders discriminate against 
particular borrowers. They da not rule out consideration by lenders of the risk position 
of a borrower. 


“For a good defense of this view, see E. D. Comar and R. A. Musgrave, “Proportional 
Taxation and Risk-Taking,” Quart. Jour. Econ., May 1944, LVIII, 388-422. 
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An official operation designed to shorten the average life-expectancy 
of the public debt remains stimulating because the addition of bills to 
the market induces investors to hold less cash while not affecting their 
inclination to hold short-term private debts, and at the same time the 
subtraction of long-term debt induces creditors to offer more attractive 
terms to private borrowers at all maturities. 

The above argument may be unnecessary for those tc whom it is 
intuitively obvious that long-term public debt is less like money than 
short-term. However, our twin conditions do help in making judgments 
about the circumstances under which the hypothesis will not hold. 
In countries, for example, where the local population has limited trust 
in the obligations of their governments, all public debt obligations may 
be treated as unlike money. The assumption of investors in Western 
countries that the obligations of their governments are free of default 
risk is not shared by the people of some of the less developed coun- - 
tries, and often for good reasons. What is more important, however, is 
the failure of the condition that the marginal utility of the moneyness 
of assets is generally positive. In many countries, the experience of 
persistent inflation appears to have undermined a taste for domestic 
money and moneylike assets. 

For Western countries, at least for the period since 1930, the twin 
conditions appear to have been generally satisfied. Individuals as well 
as organizations have exhibited a positive liking for assets because of 
their moneyness features. The success of governments in pouring out 
huge quantities of demand forms of government debt as well as short- 
term debts at yields less than, and often much less than, the yields on 
long-term debts strongly suggests, but of course does not prove, that 
the marginal utility of the-moneyness of assets has generally been 
positive. People have indicated a willingness to pay something in fore- 
gone income to possess securities for their moneylike features. Whether 
this set of tastes can be expected to endure is of course a speculation.*® 


IV. Optimum Size and Composition of Public Debt 


Our two basic propositions may now be represented graphically. Let 
government debt be grouped into two classes, say, 90-day bills and 
30-year bonds. In Figure 1, along the vertical axis measure the amount 
of 90-day bills, and along the horizontal axis, units of 30-year bonds. 
In both cases, the unit is the maturity value in dollars. Suppose that the 
amounts of debt inherited from the past are those shown by point Q. 

3 Prior to 1914, short-term rates were commonly above long-term rates—a fact that 
seriously damages a liquidity or moneyness approach to explain differences ir. yields, The 
authoritative empirical study of this experience is the work of F. R. Macaulay, Some 


Theoretical Problems Suggested by the Movement of Interest Rates, Bond Yields and 
Stock Prices in the United States since 1856 (New York, 1938). 
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Then the 45° line VM is a constant-debt line, The curves Gs, Gs, G2, 
and Gi, are (private) GNP isoquarts. A GNP isoquant shows the 
combinations of short-term and long-term debt that leave privace ex- 
penditures upon current output unchanged, given the public deot in- 
herited from the past and given all remaining government financial 
policies.*® | 

The relations among the isoquants are as follows: Consider the 
point Q, the quantity of debt inherited from the past. Let official 


dhort-term Debt 





Long-term Debt 


FIGURE 1 


agencies decrease the debt without altering the composition, giving 
the combination shown as P on the isoquant G:. Then G4 shovs all 
combinations of short- and long-term government debt that provide the 
same level of GNP expenditures as found for point P. The G4 curve 


*In the realm of fiscal measures other than debt measures, the conditions mean that 
government expenditures are treated as given, ard its subsidy and tax formulae (nct their 
yields) are also treated as given. In the realm of monetary measures, other than debt 
measures, the customary or legal reserve requirements of banks are to be treated as invari- 
ant, and any access to centra? bank funds except by open-market operations is excluded. 
These ceteris paribus conditions are necessary to avoid mixing the effects of the debt 
operations with the effects of other fiscal] and monetary policies. Once the effects of each 
class of policies have been determined, integrated analysis of the combined effects of any 
combination of official monetary, debt, and fiscal acts becomes possible. 
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also indicates a higher level of private expenditures upon current out- 
put than that given by the curve Gs. Similarly, points 5 and T on 
curves G: and Gi represent combinations of outstanding debt resulting 
in successively more deflation, 7.¢., lower levels of private expenditures 
upon current output. The economic justification of this representation 
is our first fundamental proposition: a decrease in the outstanding 
government debt with composition unchanged, increases private expen- 
ditures and an increase in debt decreases private expenditures. 

The slopes of the G curves follow from the proposition that short- 
term debt has less utility per dollar (maturity value) than has long- 
term debt. This condition means that the isoquants cut the VM line 
from above (the negative slope of any one G curve is greater than that 
of the VM line). Let us suppose, for example, that government policy is 
intended to make the outstanding debt have the same effect upon 
private expenditures as that given by the amout of debt inherited from 
the past; the objective is to remain on the Gs curve. If it is also desired 
to increase the proportion of long-term debt there must be a reduction 
in the total debt; otherwise the objective of leaving private expenditures 
unchanged would be defeated. To offset the deflationary effect of the 
increase in the proportion of long-term debt, the government should 
simultaneously increase the quantity of money.” 

The most efficient method of managing the debt is found when the 
utility of debt, the realization of some level of private expenditures 
upon current output, is obtained at the minimum expense. The main 
cost, annual interest expense, depends mainly upon the size of the 
debt, its composition and the price or yield of the securities.” 


The G curves must be convex to tha origin because, as successive substitutions of 
short-term for long-term debt are made, total debt increases and the money supply 
decreases, But the successive substitutions of short-term debt, per unit of long-term debt 
withdrawn, must necessarily increase because short-term debt becomes an increasingly 
poor substitute for money as the supply of money decreases. A similar analysis will show 


that the curves must also be convex for decreases in short-term and increases in long-term 
debt. 


* Theoretically, since interest on government debt is a form of transfer income, the 
expense to the government should be measured by the interest paid to private groups 
minus the tax liability occasioned by the interest. This factor is of importance for our 
topic only if there is a significant difference between the tax liability per dollar of interest 
paid on short-term and on long-term government debt. Tax treatment of interest on gov- 
ernment debt varies widely among countries; it is still common to exempt such income 
altogether under income tax laws. Furthermore even in countries that appear to subject 
interest income from government debt to the same tax treatment as other income, the 

anneling of this income through financial intermediaries such as insurance companies 
serves to dissipate the amount that becomes reportable income to individuals, especially 
when, as in the United States, the accrued interest on life insurance policies is tax exempt. 
Whether, on balance, these and other considerations result in differences in the effective 
rate of income taxation of the interest on different classes of federal government securities 
in the United States is a nice questions to which no definite answer can as yet be given. 
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commitment of the government as the interest cost at point Q. Iso- 
interest curves may be expected to be concave. For example, at point 
Q, $1 of bonds carries the same interest expense as $2 of bills. As 
bills are added and bonds subtracted from the market, the yields on 
bills will rise and those on bonds will fall. Then, moving from the com- 
bination given by Q, increasingly smaller amounts of bills must be sub- 
stituted for a given amount of bonds. if total interest costs are to be 
held constant. Thus the C curves are concave or linear. They are linear 
in the. limiting case when bills and bonds are generally treated as per- 
fect substitutes. A lower curve such as Cı is defined as the combination 
of debt that results in the same expense as the combination shown by 
T. The interest cost is lower for Ci than for C2 because the debt has 
been reduced and the rates of interest on both short- and long-term 
securities are lower. 


Short-term Debt 





Long-t erm Debt 


Ficure 3 
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When the C curves of Figure 2 are placed together with the G curves 
of Figure 1, the optimum solution emerges as shown in Figure 3. With 
the initial amount of debt at Q, the interest expense is that indicated 
by the iso-interest curve C2. If the policy is to obtain the level of pri- 
vate expenditures indicated by Gz, the debt is too large and the propor- 
tion of short-term debt is also too great. To obtain the optimum solu- 
tion, the composition should be changed by increasing the proportion 
of long- term debt and the entire debt should be reduced. This result 
is given by the tangency solution shown as point $. There is a saving 
in interest expense indicated by the difference between the interest cost 
for C2 combinations and that for Ci combinations. This saving will 
be mainly at the expense of those 2rganizations and persons in the 
economy who like to hold large amounts of short-term goveramicnt 
securities. ; 

Our solution remains subject to two restrictions: The assumptions 
that a national debt consists of two classes of securities only and that 
current rates of interest accurately measure the cost to the government 
of an outstanding debt. Only the former will be considered in detail.’ 

Instead of two classes of securities. let the kinds of government debt 
outstanding vary from some minimum maturity, say one day, tc some 
maximum, say a perpetuity. The market-yield curve Ym in Figure 4 
shows the yield-maturity relation observed at any date. Ym is posi- 
tively sloped to reflect the fact that actual market-yield curves. have 
exhibited this characteristic for many years.” From this market-yield 
curve, we may construct what may be called an economic-yield zurve, 
shown as Fe. An economic-yield curve is derived from two functional 
relations, the market-yield curve as shown and a variable multiplier. 
The variable multiplier refers to the number of units of government 
debt measured in par values required to make a given change in private 
expenditures upon current output, Suppose, for example, that the sale 
of $1.00 of debt of 25-year maturity or greater would reduce private 
expenditures by $1.00. Then if the sale of some shorter maturity, ‘say 
20 years, reduces private expenditures by less than $1.00, more than 
$1.00 of 20-year maturity debt is required to have the same GNP effect 
as $1.00 of 25-year maturity debt. As the maturity approaches zero, 
government debt approaches being money and the multiplier ap- 

* The use of current yields to measure the interest cost of an outstanding debt ignores 
the possible capital gains or losses a government may experience in debt management. 
Since even an abbreviated analysis of this aspect of the topic is rather involved and has 


not resulted in any important revision of the basic point of view, the question will be 
passed over. 

8 Vield-maturity curves for U.S. federal securities have exhibited positive slopes since’ 
about 1933. In earlier years, flat curves and even negatively sloped curves are sometimes 
found. 
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proaches a maximum. If empirical information on the variable multi- 
plier can be secured, any point on the Ye curve may be derived. Select, 
say, point S on curve Ye. The distance RM is the market yield of a unit 
of debt of that maturity, say, 3 per cent. Let one and one-half units 
of debt of this maturity have the same GNP effect as $1.00 of debt 
of 25-year maturity. Therefore the distance SM is obtained by multi- 
plying the distance RM by one and one-half. The effectiveness of debt 


Yields 





Ye ars to M atur ity 


FIGIRE 4 


—the size of the multiplier—is a decreasing function of the maturity 
of the debt up to some point. 

Economical debt management calls ideally for making the Fe curve 
a straight horizontal line. The interest on a national debt is a minimum 
when the interest cost of each type of debt instrument per dollar of 
“product” (żi.e., change in private expenditures) is equal. Then if at 
any given time the composition of a government debt is such that its 
economic-yield curve is negatively sloped, the short-term end of the 
economic-yield curve should be lowered and the long-term end raised. 
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This result is accomplished by retiring short-term maturities and sell- 
ing long-term, and, if an unchanged level of GNP expenditures is 
desired, by reducing the total debt. In the process of doing this, the 
market-yield curve will twist, with the lower end shifting down and 
upper end shifting up, somewhat as shown by the dotted line F’m. 
As this shift occurs, the economic yield curve tends to flatten out and 
if the job is done perfectly, it becomes a straight line.** 


V. Debt Policy and Commercial Banks 


An outstanding public debt will have a utility to a government re- 
gardless of the kind of commercial banking system, provided that 
banks operate under financial constraints. As already observed (see 
Section IT), sale of debt by official agencies is a deflationary operation 
except in the limiting case when buyers treat government debt as a 
perfect substitute for cash. A strong government can, for example, 
decree that government debt of certein types shall constitute legal 
reserves for banks and make its debt a kind of money for banks. 
Alternatively, a central bank may announce that the prices of each 
kind of government debt will be fixed and, provided the announcement 
is accepted in good faith, make the debt a kind of income-yielding 
money. The crucial aspect of these and many other schemes is the 
inducement made to banks to treat zovernment debt as a perfect sub- 
stitute for cash. To the extent that such schemes are successful, and in 
recent wartime financing they were successful, the government per- 
suades banks to create money for government account without im>os- 
ing any restrictions upon their power to create money for private 
account, 

But if banks are subject to effective reserve requirements, whether 
set by law, custom, or prudent practice, the acquisition of any earning 
asset including government debt is subject to constraints. If any one 
bank is induced to hold more government debt, it must forego the 
acquisition of other assets. The position of a bank in this connection 
does not differ in principle from that of an individual or an insurance 
_ company. All have limited means; all must make competing choices 
with respect to asset holdings. Thus a government’s sale of debt which 
happens to be purchased by banks recuces the demands of the latter 
for other assets. 


{f 

If debts of all maturities have the same effect upon private expenditures, the multiplier 
is invariant, and the economic-yield curve coincides with the market-yield curve. In this 
event, a government should behave just as if iż were a private operator in the market and 
look only to keeping its interest expense a minimum, The debt should be concentrated in 
the shortest maturity that is practicable in view of administrative costs, unless the market- 
yield curve becomes flat before all of the debt can be shifted. l 
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A banking system of money does influence the utility of an outstand- 
ing debt and also affects the comparative utility of different debt forms. 
The peculiarities of a banking system of money arise from the fact that 
liabilities of a particular kind of private organization are money and 
that these organizations can change the quantity of this money by their 
own operations. It is the latter fact that has special relevance for the 
present topic. If reserve requirements were 100 per cent, a banking 
system of money would differ only in inconsequential details from a 
pure government currency system. Banks would have lost their power 
to create and destroy money——a main reason advocates of a 100 per 
cent reserve system urge its adoption. We may analyze the role of frac- 
tional reserve systems with respect to debt management by comparing 
such systems with a 100 per cent reserve system.” 

The lower the reserve requirements of banks, however established, 
the greater, ceteris paribus, is the utility-of an outstanding debt to a 
government. An experimental reduction of an outstanding debt by the 
substitution of central-bank-created money for debt permits banks as 
a group to multiply their holdings of earning assets. The multiplier is 
of course the reciprocal of the reserve ratio. Thus the lower reserve 
requirements are, the greater will be the inflationary effect of debt re- 
duction and hence the greater is the utility of an outstanding debt to a 
government. This observation is simply another facet of the well-estab- 
lished theory that fractional reserves provide a more sensitive financial 
structure than do 100 per cent reserve systems.” 

Fractional reserve systems also tend to reduce the utility of short- 
term relative to long-term government debt. With fractional reserves, 
banks need to hold some of their assets in forms that they regard as 
similar to cash to provide for contingencies such as large adverse clear- 
ing drains. By contrast, with 100 per cent reserves, or more generally, 
higher as opposed to lower reserve ratios, the needs of banks for cash- 
like assets are satisfied more by the reserves themselves. The marginal 
utility of the moneyness of assets may be expected to diminish. In 
addition, larger as opposed to smaller reserve ratios result in a smaller 
income from banking, and the marginal utility of income may be ex- 
pected to be greater on this account. This factor would operate in the 
direction of inducing banks to sacrifice liquidity to obtain more income 
and hence hold more of their assets in long-term government bonds. An 
experimental shift in the composition of an outstanding public deb: 
in’ the direction of lowering its average maturity may, therefore, be 
expected to be more expansionary under a lower as compared with 


* There is no intent here to argue in favor of or against the 100 per cent reserve plan. 


“See J. G. Gurley and E. S. Shaw, “Financial Aspects of Economic Development,” 
Am. Econ. Rev., Sept. 1955, XLV, p. 536. 
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a higher set of reserve ratios.” The institution of a fractional reserve 
system of banking does not upset the principle that debt management 
is conducted most efficiently when the marginal utility of each public 
debt form is made proportional to its marginal cost. 


VI. Concluding Remarks 


There remains untouched the crucial question of how to implement 
the suggested principle. Such a task would be far from simple; in fact. 
no government could expect to achieve the precise size and composition 
of debt forms called for by the rule. Yet it is not an objection to a 
principle that it may be difficult to implement. Its role is to give direc- 
tion to policy, to permit students and others to agree upon what consti- 
tutes relevant information, and to indicate types of financial administra- 
tion most appropriate for the realization of rational decisions. As such, 
the principle is offered as a guide for dekt management (including open- 
market operations) in the same spirit that the principle of marginal 
cost pricing has been offered as a guide for the regulation of public 
utility prices, and indeed for analogous reasons. 


"This suggests that the spread in yields of public securities classified by maturity is a 
function of reserve ratios. 


INTERNATIONAL TRADE AND FACTOR MOBILITY 


By ROBERT A. MUNDELL” 


Commodity movements are at least to some extent a substitute for 
factor movements. The absence of trade impediments implies com- 
modity-price equalization and, even when factors are immobile, a tend- 
ency toward factor-price equalization. It is equally true that perfect 
mobility of factors results in factor-price equalization and, even when 
commodity movements cannot take place, in a tendency toward com- 
modity-price equalization. 

There are two extreme cases between which are to be found the con- 
ditions in the real world: there may be perfect factor mobility but 
no trade, or factor immobility with unrestricted trade. The classical 
economists generally chose the special case where factors of production 
were internationally immobile. 

This paper will describe some of the effects of relaxing the latter 
assumption, allowing not only commodity movements but also some 
degree of factor mobility. Specifically it will show that an increase in 
trade impediments stimulates factor movements and that an increase in 
restrictions to factor movements stimulates trade.* It will also make 
more specific an old argument for protection. 


I. Trade Impediments Stimulate Factor Movements 


Under certain rigorous assumptions the substitution of commodity 
for factor movements will be complete. In a two-country two-com- 
modity two-factor model, commodity-price equalization is sufficient to 
ensure factor-price equalization -and factor-price equalization is suffi- 
cient to ensure commodity-price equalization if: (a) production func- 
tions are homogeneous of the first degree (7.e., if marginal productivi- 
ties, relatively and absolutely, depend only on the proportions in which 
factors are combined) and are identical in both countries; (b) one 

* The author, a postdoctoral fellow in political economy at the University of Chicago, 
has benefited considerably from the suggestions and criticisms of M. Corden, M. Friedman, 


A. Harberger, H. G. Johnson, R. Lipsey, J. E. Meade, S. A. Ozga and T. Rvbezynski. Any 
mistakes that remain are his responsibility. 


1 This proposition is implied in Bertil Ohlin, Interregional and International Trade (Cam- 
bridge, 1935), Ch. 9; Carl Iversen, Aspects of the Theory of International Capital Move- 


ments (London, 1935), Ch. 2; and J, E, Meade, Trade and Welfare (London, 1955), 
Ch. 21, 22. 
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commodity requires a greater proportion of one factor than the other 
commodity at any factor prices at all points on any production func- 
tion; and (c) factor endowments are such as to exclude specialization.’ 

These assumptions are not always satisfied in the real world, so a 
model employing them is somewhat limited. But they do isolate some 
important influences determining the pattern of international trade and 
for present purposes will be adherec. to. It will become clear later that 
relaxing them does not seriously affect the conclusions of the paper. 

First we shall show that an increase in trade impediments encourages 
factor movements, and to do this we shall make some rather drastic 
assumptions regarding mobility. Assume two countries, A and B, two 
commodities, cotton and steel, anc two factors, labor and capital.’ 
Country A is well endowed with labor but poorly endowed with capital 
relative to country B; cotton is labor-intensive relative to steel. For 
expositional convenience we shall use commodity indifference curves. 

For the moment we shall assume that country B is the rest of the 
world and that country A is so small in relation to B that its production 
conditions and factor endowments can have no effect on prices in B.* 

Let us begin with a situation where factors are immobile between A 
and B but where impediments to trade are absent. This results in com- 
modity- and factor-price equalization. Country A exports its labor- 
intensive product, cotton, in exchange for steel. Equilibrium is repre- 
sented in Figure 1: TT is A’s transformation function (production- 
possibility curve), production is at P and consumption is at S. Country 
A is exporting PR of cotton and importing RS of steel. Her income 
in terms of steel or cotton is OF. >- 

Suppose now that some exogenous tactor removes. all impediments 
to the movement of capital. Clearly since the marginal product of capi- 
tal is the same in both A and B no capital movement will take place and 
equilibrium will remain where it is. But now assume that A imposes 
a tariff on steel and for simplicity make it prohibitive.’ Initially the 
price of steel will rise relative to the price of cotton in A and both pro- 
duction and consumption will move to Q, the autarky (economic self- 

3 For the necessity of these assumptions and a fairly complete list of references to the 


literature on factor-price equalization see P. A; Samuelson, “Prices of Factors and Goods 
in General Equilibrium,” Rev. Econ, Stud., 1953-54, XXI (1), 1-21. 


3 Capital is here considered a physical, homogeneous factor which does not create any 
balance-of-payments problems when it moves invernationally. It is further assumed that 
capitalists qua consuming units do not move with their capital, so national taste patterns 
are unaltered. 


*It will become evident in Section II that the terms of trade and factor prices do not 
change even if Ais fairly large. _ 

5 Actually, under the assumed conditions eny tariff is prohibitive, as will eventually 
- become clear. 
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COTTON 





STEEL 


FYGURE 1 


sufficiency) point. Factors will move out of the cotton into the steel 
industry; but since cotton is labor-intensive and steel is capital-inten- 
sive, at constant factor prices the production shift creates an excess 
supply of labor and an excess demand for capital. Consequently the 
marginal product of labor must fall and the marginal product of capital 
must rise. This is the familiar Stolper-Samuelson tariff argument." 

But since capital is mobile, its higher marginal product in A induces 
a capital movement into A from B, changing factor endowments so as 
to make A more capital-abundant. With more capital A’s transforma- 
tion curve expands until a new equilibrium is reached. 

Some help in determining where this new equilibrium will be is pro- 
vided by the box diagram in Figure 2. Country A initially has OC 
of capital and OL of labor; OO’ is the efficiency locus along which 
marginal products of labor and capital are equalized in steel and cot- 
ton. Equilibrium is initially at P which corresponds to P on the pro- 
duction block in Figure 1. Factor proportions in steel and cotton are 
given by the slopes of OP and O’P respectively. 

After, the tariff is imposed production moves along the efficiency 
locus to Q, corresponding to the autarky point Q in Figure 1. The 


"Cf. W. F. Stolper and P. A.: Samuelson, “Protection and Real Wages,” Rev. Econ. 
Stud., Nov. 1941, IX, 58-73. 
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slopes ‘of OQ and O’Q indicate that the ratios of labor to capital in 
both cotton and steel have risen—#.e., the marginal product of capital 
has risen and the marginal product of labor has fallen, Capital Hows in 
and the cotton origin O’ shifts to the right. 

With perfect mobility of capital the marginal products of both labor 
and capital must be equalized in A and B. This follows from the as- 
sumption that the production functions are linear, homogeneous and 
identical in both countries. Since marginal products in the rest of the 
world can be considered constant, the returns to factors in A will not 
change. Factor proportions in both steel and cotton in A then must be 
the same as before the tariff was imposed—so equilibrium must lie 


<— COTTON 
L oł o” 


LABOR 





SFEEL am CAPITAL 


FIGURE 2 


along OP-extended at the point where it is cut by a line O”P”’ parallel 
to O’P, where O” is the new cotton origin. But this is not yet sufficient 
to tell us exactly where along OP-extended the point P” will b2. 
Since marginal products in the new equilibrium are the same as be- 
fore the tariff, commodity prices in A will not have changed; but if both 
incomes earned by domestic factors and commodity prices are un- 
changed, consumption will remain at S (in Figure 1). Production 
however must be greater than S because interest payments must be 
made to country B equal in value to the marginal product of the capital 
inflow. In Figure 1, then, production equilibrium must be at some point 
above or to the northeast of S. 
To find the exact point we must show the effects of a change in 
capital endowments on the production block. Because steel is zapital- 
intensive we should expect the production block after the capital move- 
ment has taken place to be biased in Javor of steel at any given price 


+ 
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ratio; that this is so has been tecently proved by Rybeaynski’ ae 

Since the same price ratio as at P will prevail, the locus of all © 
tangents to larger and larger production blocks based on larger and 
larger endowments of capital must have a negative slope. Such a line, 
which I shall call the R-line, is drawn in Figure 1. 

Capital will flow in until its marginal product is equalized in A and 
B, which will be at the point where A can produce enough steel and 
cotton for consumption equilibrium at S without trade, and at the same — 
time make the required interest payment abroad. This point is clearly 
reached at P’ directly above S. At any point along the A-line to the 
northwest of P’, country A would have to import steel in order to con- 
sume at S—i.e., demand conditions in A cannot be satisfied to the 
northwest of P’. At P’ demand conditions in A are satisfied and the 
interest payment can be made abroad at the same price ratio as before 
the tariff was levied. Thus the capital movement need not continue 
past this point, although any point to the southeast of P’ would be 
consistent with equilibrium. 

Production takes place in A at P’, PE is at S and the trans- 
fer of interest payments is the excess of production over consumption 
in A, SP’ of cotton.® The value of A’s production has increased from 
OY to OY’ in terms of steel, but YY’ (which equals in value SP’ of 
cotton) must be transferred abroad, so income is unchanged. 

We initially assumed a prohibitive tariff; in fact even the smallest 
tariff is prohibitive in this model. A small tariff would not prohibit trade 
immediately: because of the price change some capital would move in 
and some trade would take place. But as long as trade continues there 
must be a difference in prices in A and B equal to the ad valorem rate 
of tariff—hence a difference in marginal products—so capital imports 
must continue. Marginal products and prices can only be equalized 
in A and B when A’s imports cease. 

The tariff is now no longer necessary! Since marginal products and 
prices are again equalized the tariff can be removed without reversing 
the capital movement. The tariff has eliminated trade, but after the 
capital movement there is no longer any need for trade. 

1T. M. Rybezynski, “Factor Endowment and Relative Commodity Prices,” Economica, 
Nov. 1955, XXII, 336-41. The proof can be easily demonstrated in Figure 2. At unchanged 
prices equilibrium must lie along OP-extended. With the larger endowment of capital, 
O”P must be shorter than OP. Since these lines have the same slope and constant returns 
to scale apply, output of cotton at P must be less than at P. A paper by R. Jones written 


at the Massachusetts Institute of Technolcgy in the spring of 1955 contained a similar 
proof, 


E SP’ must equal in value the marginal product of the capital inflow at constant prices. 
In Figure 1, PP’ is the change in output associated with the increase in capital; steel out- 
put increases by RS but cotton output decreases by PW. The marginal product of the 
capital inflow is the value of RS minus the value of PW which, in terms of cotton, is P'S. 
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This is not really such a surprising result when we refer back to the 
assumptions. Before the tariff was imposed we assumed bott: unim- 
peded trade and perfect capital mobility. We have then two assump- 
tions each of which is sufficient for the equalization of commodity and 
factor prices. The effect of the tariff 1s simply to eliminate one of these 
assumptions—unimpeded trade; the other is still operative. 

However, one qualification must be made. If impediments to trade 
exist in both countries (tariffs in both countries or transport costs on 
both goods) and it is assumed that capital-owners do not move with 
their capital, the interest-payments on foreign-owned capital will be 
subject to these impediments; this will prevent complete equalization 
of factor and commodity prices. (This question could have been 
avoided had we allowed the capitalist to consume*his returns in the 
country where his capital was invested.) The proposition that capital 
mobility is a perfect substitute for trade still stands, however, if one 
is willing to accept the qualification as an imperfection to capital 
mobility. 


II. Effect of Relative Sizes of the Two Countries 


The previous section assumed that country A was very small in rela- 
tion to country B. It turns out however, that the relative sizes of the 
two countries make no difference in the model, provided that complete 
specialization does not result. 

Suppose as before that country A is exporting cotton in exchange 
for steel. There are no impediments to trade and capital is mobile. 
But we no longer assume that A is smell relative to B. Now A imposes 
a tariff on steel raising the internal price of steel in relation to cotton, 
shifting resources out of cotton into steel, raising the marginal product 
of capital and lowering the marginal product of labor. A’s demand for 
imports and her supply of exports fall. This decline in demand for B’s 
steel exports and supply of B’s cotton imports raises the price of cotton 
relative to steel in B; labor and capital in B shift out of steel into cot- 
ton raising the marginal product of labor and lowering the marginal 
product of capital in B. Relative factor returns in A and B move in 
opposite directions, so the price changes in A which stimulate a capital 
movement are reinforced by the price changes in B. The marginal 
product of capital rises in A and falls in B; capital moves from B to 
A, contracting B’s and expanding A’s aroducton block. 

The assumption that capital is perfectly mobile means that factor 
and commodity prices must be equalized after the tariff. It is necessary 
now to show that they also will be unckanged. The price of cotton rela- 
tive to steel is determined by world demand and supply curves. To 
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prove that prices remain unchanged it is sufficient to show that these 
demand and supply curves are unchanged—or, that at the pretariff 
price ratio demand equals supply aiter the capital movement has taken 
place. But we know that at the old price ratio marginal products, hence 
incomes, are unchanged—thus demand is unchanged. All that remains 
then is to show that at constant prices production changes in one coun- 
try cancel out production changes in the other country. 

This proposition can be proved in the following way: If commodity 
and factor prices are to be unchanged after the capital movement has 
taken place then factor proportions in each industry must be the same 
` as before; then the increment to the capital stock used in A will, at 
constant prices, increase the output of steel and decrease the output 
of cotton in A, and the decrement to the capital stock in B will decrease 
the output of steel and increase the output of cotton in B. But the in- 
crease in A’s capital is equal to the decrease in B’s capital, and since 
production expands at constant prices and with the same factor propor- 
tions in each country, the increase in resources used in producing steel 
in A must be exactly equal to the decrease in resources devoted to the 
production of steel in B. Similarly, the decrease in resources used in 
producing cotton in A is the same as the increase in resources devoted 
to cotton production in B. Then, since production functions are linear 
and homogeneous, the equal changes in resources applied to each in- 
dustry (in opposite directions) imply equal changes in output. There- 
fore, the increase in steel output in A is equal to the decrease in steel 
output in B, and the decrease in cotton output in A is equal to the in- 
crease in cotton output in B—+.e., world production is not changed, at 
constant prices, by a movement of capital from one country to another. 
In the world we are considering it makes no difference in which country 
a commodity is produced. if commodity prices are equalized. 

This proposition can perhaps be made clearer by a geometrical proof. 
In Figure 3a, TaTe is A’s transformation curve before the tariff, and 
T.’Ta’ is the transformation curve after the tariff has been imposed and 
the capital movement has taken place. At constant prices equilibrium 
moves along A’s R-line from Pe to Pa’ increasing the output of steel 
by RP.’ and decreasing the output of cotton by RPa. Similarly, in Fig- 
ure 3b, ToT» is country B’s transformation curve before the capital 
movement and TvTv is the transformaticn curve after capital has left 
B, At constant prices production in B moves along B’s R-line to Py’, 
steel production decreasing by SP» and cotton production increasing by 
SP»’. | : 

To demonstrate the proposition that world supply curves are un- 
changed it is necessary to prove that RP? equals SP» and that RP. 


i 
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equals SPs’, The proof is given in Figure 4. OL. and OC. are; ; respec- 
tively, A’s initial endowments of labor and capital; OZ» and OCs are 
the endowments of B. OO. and OO» are the efficiency loci of A and B 
with production taking place along ~hese loci at Pa and Po, SONG OR Ee 
ing to the same letters in Figures 3a and 3b. 

Now when A imposes a tariff on steel suppose that CoC’ of capital 
leaves B, shifting B’s cotton origin from Os to Oo’. At constant prices 
labor-capital ratios in each industry must be the same as before so 
equilibrium must move to Ps’, corresponding to Ps’ in Figure 3b. Since © 
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FiGuURE 3a. Country A Ficure 3b. Country B 


the capital outflow from B must equal the capital inflow to A, A’s cot- 
ton origin must move to the right by just the same amount as B’s cotton 
origin moves to the left—~.e., from Oc to Ou’; and A’s production equi- 
librium at constant prices must move from Pe to Pa’. The proof that 
world supply is unchanged at constant prices is now obvious since 
JPP? and KPy,’P: are identical triangles. PaPa’, representing the in- 
crease in steel output in A, equals PP, the decrease in steel output 
in B, and the decrease in cotton output in A, JPe, equals the increase in 
cotton output in B, KPY. 

This relationship holds at all combinations of commodity and factor 
prices provided some of each good is produced in both countries. It 
means that world supply functions are independent of the distribution 
of factor endowments. More simply it means that it makes no difference 

*The R-lines in Figures 3a and 3b must. be parallel when output expands at the same 


price ratio in each country, and they must be straight since production changes are com- 
pensating. 
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to world supply where goods are produced if commodity and factor 
prices are equalized: Since world supply and demand functions are not 
changed by the capital movements, so that the new equilibrium must 
be established at the same prices as before, our earlier assumption that 
A is very small in relation to B is an unnecessary one.” 
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The general conclusion of Sections I and II is that tariffs will stimu- 
late factor movements. Which factor moves depends, of course, on 
which factor is more mobile. The assumption used here, that capital is 
perfectly mobile and that labor is completely immobile is an extreme 


“One qualification to the argument must be_noted which is not necessary when the 
other country is very large. A condition forthe marginal product of capital in A to rise 
as a result of the tariff is that the price of steel rise relative to the prize of cotton. It is 
possible, if the foreign offer curve is very inelastic, that the improvement in A’s terms of 
trade in raising the relative price of exports (cotton) will more than offset the effect of the 
tariff in raising the relative price of imports (steel). The condition that the “normal” case 
is satisfied requires that the sum of the foreign elasticity of demand and the domestic 
marginal propensity to import be greater than unity (the marginal propensity to import is 
_ relevant because the improvement in the terms of trade increases income). This is Metzler’s 
qualification to the Stolper-Samuelson tariff argument. See Lloyd Metzler “Tariffs, the 
Terms oz Trade and the Distribution of the National Income,” Jour. Pol. Econ., Feb, 1949, 
LVII, 1-29. If this criterion is less than unity a tariff imposed by a labor-abundant coun- 
try would stimulate foreign investment rather than attract capital—a result, it should be 
noted, based on the static assumptions of this model; if dynamic elements were involved 
the direction of the capital movement would depend on whether the effects of the tariff on 
production preceded or followed the effects on the terms of trade. 
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one which would have to be relaxed before the argument could be 
made useful. But a great deal can be learned qualitatively from extreme 
cases and the rest of the paper will retain this assumption. When only 
capital is mobile, a labor-abundant country can attract capital by tariffs 
and a capital-abundant country can encourage foreign investment by 
tariffs. The same is true for an export tax, since in this model the effect 
of an export tax is the same as that of a tariff. | 

The analysis is not restricted to tariffs; it applies as well to changes 
in transport costs. An increase of transport costs (of commodities) will 
raise the real return of and thus attract the scarce factor, and lower 
the real return and thus encourage the export of the abundant factor. 
The effect of any trade impediment is to increase the scarcity of the 
scarce factor and hence make more profitable an international redistri- 
bution of factors. Later we shall consider, under somewhat more realis- 
tic assumptions than those used above, the applicability of this propo- 
sition as an argument for protection. 


III. Increased Impediments to Factor Movements Stimulate Trade 


To show that an increase in impediments to factor movements stimu- 
lates trade we shall assume that some capital is foreign-owned and 
illustrate the effects on trade of taxing this capital. Strictly speaking 
this is not an impediment to a capital movement; but if it were assumed 
that a steady capital flow was taking place the tax on foreign-owned 
capital would operate as an impediment. 

We shall use Figures 1 and 2. Begin with equilibrium initially at P’ 
in Figure 1. No impediments to trade exist but since factor and com- 
modity prices are already equalized no trade takes place. We assume 
that O'O” of capital in Figure 2 is foreign-owned so a transfer equal 
in value to YY’ in Figure 1 is made. Consumption equilibrium in A is 
at S. 

If a tax is now levied on all foreign capital its net return wit be 
decreased, and since factor prices must be equalized in A and B, all 
of it (O’O”) must leave A. As capital leaves A, her production block 
contracts. At constant prices more cotton and less steel is produced. 
The price of steel relative to cotton tends to rise but, since there are no 
impediments to trade, is prevented from doing so by steel imports and 
cotton exports. 

Since all foreign capital leaves A the final size of A’s transformation 
function is TT, that consistent with domestically owned capital. Pro- 
duction equilibrium moves from P’ to P, but consumption equilibrium 
remains at S because interest payments are no longer made abroad. 
PR is now exported in exchange for steel imports of RS. The effect of 
the tax has been to repatriate foreign capital and increase trade. By 


MUNDELL: INTERNATIONAL TRADE AND FACTOR MOBILITY 331 


similar reasoning it could be shown that a subsidy will attract capital 
and decrease trade, although in the latter cese the capital movement 
will only stop when factor prices change—+.e., specialization takes 
place. 

In order to achieve efficiency in world E it is unnecessary 
that both commodities and factors move freely. As long as the pro- 
duction conditions are satisfied is is sufficient that esther commodities 
or factors move freely. But if some restrictions, however small, exist 
to both commodity and factor movements, factor- and commodity- 
price equalization cannot take place (except in the trivial case where 
trade is unnecessary because prices are already equal). This principle 
applies only to those restrictions which are opérative—obviously it does 
not apply to import tariffs on goods which are exported, transport costs 
for factors which are immobile: anyway -or quotas larger than those 
required for equalization to take place. 

If it were not for the problem of transporting interest payments, 
referred to. earlier, one mobile factor would be sufficient to ensure price 
equalization. When the ‘abor-abundant country imposes the tariff, 
equalization will take place as long as the other country continues a 
free-trade policy and there are no transport costs involved. But if. the 
capital-abundant country imposes a tariff, inducing the export of capi- 
tal, prices cannot be equalized even if the labor-abundant country main- 
tains free trade unless the transfer of goods ‘constituting interest pay- 
ments is also tariff-free.™ 


IV. An Argument for Protection 


The proposition that an increase in trade impedimenis stimulates 
factor movements and an increase in impediments to factor movements 
stimulates trade has. implications.as an argument for protection. In 
order to examine these implications we shall relax some of the assump- 
tions previously made—first, by. introducing trade impediments, then 
decreasing the degree of factor mobility, and finally relaxing the as- 
sumption that constant returns to scale apply by taking account of 
external economies. We shall begin with a model similar with that of | 
Section IT except that we shall assume country A to be considerably 
smaller than country B? , 


“Tf trade were a perfect substitute for factor movements in the absence of trade impedi- 
- ments, a rough idea of the cost of trade impediments could be acquired by calculating the 
increase in world income which could take place if capital were redistrituted from capital- 
rich to capital~poor countries until its marginal product throughout the world was equal- 
ized. Alternatively this could be considered the most of capital immobility. This statement 
would have to be qualified in the many-factor case. 


“TI make this assumption so that the change in the terms of trade resulting from A’s 
tariff is small. In passing, however, it should be ncted that the more mobile is capital, the . 
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Take as a starting point the absence of trade impediments; trade 
is sufficient to ensure commodity- and factor-price equalization. Now 
suppose that, overnight, transport costs come into existence; this raises 
the price of importables relative to exportables, shifts resources into im- 
portables, raises the marginal product of the scarce factor and lowers 
that of the abundant factor in each country. Incomes of A-capitalists 
and B-workers increase while incomes of A-workers and B-capitalists 
decrease. These changes in factor returns create the incentive for a 
capital movement from B to A, a labor movement from A to B, or a 
combination of both movements. Where the final equilibrium will be 
depends on the degree of factor mobility. I shall assume that labor is 
immobile between countries but that capital is at least partially 
mobile. | 

If we assume that capital is perfectly mobile, but that capitalists do 
not move with their capital, the latter will move from B to A until the 
return from capital invested in A is the same as from that invested in 
B; but this implies that marginal physical products cannot be equalized 
since transport costs must be paid on the goods constituting interest 
payments.** The introduction of transport costs would, then, reduce 
world income even if capital were perfectly mobile unless capitalists 
are willing to,consume their income in the country in which their capital 
is invested. 

But we shall not assume that carital is perfectly mobile. Instead 
suppose that B-capitalists insist on receiving a higher return on any 
capital they invest in A than on that which they invest in B, perhaps 
because of political instability, patriotism, risk or economic uncer- 
tainty. Let us assume that B-capitalists require a 10 per cent higher 
return on capital invested in A than on that invested in B, but that if 
this interest differential rises above 10 per cent, capital is perfectly 


smaller is the change in the terms of trade resulting from a tariff; this means that the 
optimum tariff will be smaller with, than without, capital mobility; and in the limiting 
case where capital is perfectly mobile, discussed ir Sections J and II, the optimum tariff is 
zero. 

Also, in what follows I neglect to discuss the tariff proceeds which are implicitly assumed 
to be redistributed in such a way as to leave A's indifference map unchanged, Alterna- 
tively, to abstract both from changes in the terms of trade and the tariff proceeds, it 
could be assumed that the tariff is prohibitive. 


€ However, interest rates must be the same! Sizce capital goods—call them machines— 
can move costlessly from one country to the other, the price of machines in money terms 
will be the same in both countries; and since machines will move to A until marginal 
products in money terms are equal, interest rates (the return to a machine as a propor- 
tion of the price of a machine) must be the same in both countries. The interest rate, of 
course, is not commensurable with the marginal product of capital unless the latter is 
defined as a proportion of the price of machines; in the new equilibrium the two are 
equal when the marginal product of capital is sə defined. 
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mobile. Suppose further that the return to capital in both countries 
before introducing transport costs was 12 per cent; and that the effect 
of introducing transport costs is to lower the ‘marginal product of capi- 
tal in B to 11 per cent and to raise it in A to 17 per cent. Since the 
interest differential is less than 10 per cent no capital movement will 
take place. 

It is at this point that we shall aides the argument for a tariff in 
A, Let A impose a tariff, further increasing her relative scarcity of 
capital and B’s relative scarcity of labor. Rates of return on capital 
change to, let us say, 25 per cent in A and 9 per cent in B, creating an 
interest differential of 16 per cent. Capital will now move from B to A 
until this differential is reduced to 10 per cent. Obviously the rates of 
return cannot return to the pretariff rates of 17 per cent for A and 11 
per cent for B: first, because part of the tariff will be “used up” in 
bringing the marginal products of capital in A and B to the point where 
B has an incentive to export capital; and second, because transport 
costs must be paid on the interest returns. 

If capital moves until the return in A falls to 20 per cent and in B 
rises to 10 per cent, what can be said about the economic effects of the 
tariff as far as country A is concerned? 

First, A-capitalists are better off; the tariff increases and the capital 
inflow decreases capital scarcity, but the net effect is a higher return 
than before the tariff. Second, A-workers are worse off in spite of the 
fact that the total ratio of capital to labor in A has increased. Marginal 
products are determined not by the total ratio of capital to labor in 
a country, but by the ratio of capital to labor in each industry. The 
capital from B is largely absorbed by increasing the output of capital- 
intensive importables in A; it can never succeed in raising the capital- 
labor ratio in each industry to its pretariff level. Real wages must be 
lower, than before the tariff. 

Third, real national income in A is less than before the tariff; the 
tariff makes A’s scarce factor relatively more scarce, and her abundant 
factor relatively more abundant, reducing her potential gains from 
international trade. Even under the most favorable assumptions, with 
capital perfectly mobile and capitalists moving with their capital, A’s 
income would remain the same; it could not improve. 

So far no valid tariff argument has been produced.“ Capital can be 


“It is true that B’s national income has increased since the effect of A’s tariff is to 
raise B-wages and stimulate capital investment in A, where B-capitalists receive a higher 
rate of return.than at home; but it cannot be said that B-capitalists are better off since, 
ex hkypothesi, they are indifferent between investment at home and an investment in A in 
which the rate of return is 10 per cent higher. In any case the purpose of policy-makers in 
A is to raise A’s not B’s income. 
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attracted to a capital-scarce country by a tariff, but the capital move- 
ment can only alleviate some of the unfavorable effects of the tariff; 
it can not eliminate them. 

The argument can be rescued if we assume the appropriate non- 
linearities of scale. If external economies of scale*® exist in the pro- 
duction of A-importables, the tariff will encourage more capital to enter 
than would otherwise be attracted since the marginal product cf capital 
entering A will not fall as rapidly as it would fall in the absence of 
economies of scale. The new equilibrium will be established with a 
higher marginal product of labor, factor returns now being dependent 
not only on the proportions in which factors are combined, but also 
on the total output of importables. Real wages will be higher in A with 
than without economies of scale, though it is not certain that they will 
be higher than before the tariff; to demonstrate the latter it would have 
to be established that the economies of scale are sufficient to make up 
for the transport costs which must be paid on the interest returns. If 
they are sufficient, the tariff would be unequivocally beneficial.” 

It is easy to see that economies of scale in importables or disecono- 
mies of scale in exportables increase the likelihood that the net effect 
of the tariff in a labor-abundant country is favorable, and vice versa. 
To justify an argument for protection on the above grounds it would 
have to be established that capital-intensive industries are subject to 
external economies of scale and/or that labor-intensive industries are 

“Tt may be possible to rescue the argument in other ways by assuming irrational, 
though possibly not implausible, behavior. For example, after B-capitalists have begun 
investing in A, they may acquire more confidence, and be willing to. accept a smaller inter- 
est differential. In this case after the capital movement the marginal product of labor may 
be higher, and the marginal product of capital lower, than ‘before the tariff, theraby increas- 
ing A’s national income. Or, while some (relatively) capital-scarce countries may fear 
“exploitation” from foreign investment, others may view the increase in productive 
capacity resulting from it as desirable in itself (perhaps with the intent of future expro- 


priation!)—in which case this factor would have to be balanced against the reduction in 
national income. 


16 Tt is sometimes overlooked that internal economies of scale do not constitute an 
argument for a tariff, An industry must not only be able to compete some years after the 
tariff; it must also earn a sufficient return to repay the economy for the loss of income 
resulting from the tariff in the period of the industry’s infancy. The investment will then 
only be worthwhile if future output is sufficient to earn for the firra the current rate of 
interest on the capital involved. But when eccnomies to scale are internal the investment 
will be profitable for private enterprise. Only when divergences between private and social 
costs due to external economies of scale are present is the case for government interven- 
tion valid. à 


“But if the same nonlinearities of scale exist in B the argument is weakened; economies 
of scale in A-importables will cause the marginal product of capital to fall at a slower 
rate than in their absence, but in this case the marginal product of capital ir B will rise 
at a much faster rate as capital is exported. Similar economies of scale in B, then, may 
cancel out the effect of economies in A in inducing a larger capital movement, although 
this effect could be neglected if B were the rest of the world and A a small country, 
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subject to external economies of scale; and these nonlinearities are of 
the required size.** 


V. Concluding Remarks 


Like all theory, the above analysis is remote from reality. The prob- 
lems of many factors, goods and countries, monopolistic competition 
and differences in production functions have not been considered. In 
addition the model is nonmonetary and static. Still, these limitations 
do not interfere with the central theme, although any policy considera- 
tions would have to take them into account. 

A number of questions present themselves. Did the growth of pro- 
tection in the late nineteenth century in. North America stimulate the 
large labor and capital inflows of that period (assuming land to have 
been the abundant factor)? Did the increased protection in Britain 
in this century stimulate capital export?. Did the breakdown in interna- 
tional factor movements in the interwar period stimulate trade? And 
to what extent have the high tariff barriers between Canada and the 
United States contributed to the stimulus of American investment in 
Canada? It would be interesting to see what help this model offers in 
finding answers to these questions. 

# A possible extension of the model to allow for many goods could be made as follows: 
All goods could be ordered in terms of their capital intensities—z.ec., the ratios of capital 
to labor at any given price ratio. B would export those goods that are most capital- 
intensive and A those goods which are most labor-intensive. In the absence of trade 
impediments one of the intermediate commodities would be produced in common, estab- 
lishing the ratio of factor returns in much the same way as goods produced in common 
establish the ratio of international values in a Graham model, Now the effect of a tariff 
in A (as of any impediment) is to increase the relative price of capital-intensive goods in 
A and to lower them in B thus raising in A and lowering in B the marginal product of 
capital. Now not one commodity but a whole series of commodities would be produced in 
common, A’s exports comprising only the most labor-intensive and B’s exports only the 
most capital-intensive goods. In A new capital-intensive industries, and in B new labor- 
intensive industries, would be created. If some capital were not allowed to move to A, 


the margin of comparative advantage would be extended to capital-intensive industries in 
A, thus increasing the number of goods produced in common in both countries. 


SOME LITTLE-UNDERSTOOD ASPECTS OF KOREA’S 
MONETARY AND FISCAL SYSTEMS 


By Corin D. CAMPBELE AND GORDON TULLOCK* 


In recent years many Americans have learned that the task of giv- 
ing advice to foreign countries is not easy. The principal difficulty is 
that foreign countries have economic and political systems that are 
different from our own. Not knowing the real situation in foreign coun- 
tries, Americans sometimes assume incorrectly the existence of their 
own institutions. We propose to illustrate the difficulty with a few ex- 
amples based on American experience with the problem of inflation 
in South Korea from 1945 to 1954. Although many of these examples 
are unique, they may suggest similar situations in other countries and 
add to our general understanding of the problem of giving economic 
advice to other countries. 


I. Adjusimenis to Continuous Inflation 


From the beginning of the American occupation in 1945 to the pres- 
ent, the Korean people appear to have anticipated a very rapid rate 
of inflation. Although it is well known by Western economists that gen- 
eral anticipation of inflation will profoundly change the way in which 
a country’s money system operates, few American economists have had 
any acquaintance with a monetary system in which rapid inflation was 
anticipated. The strangeness oi such a system has been the principal 
difficulty confronting American advisors in South Korea. 

It is not known exactly when during the second world war the 
Korean populace first began to anticipate some inflation. Immediately 
before and after the surrender of Japan in August 1945 the Japanese 
system of price controls collapsed and prices rose from 20 to 25 times.* 
_ Following this change from suppressed to open inflation, mast prices 

either remained stable or rose a little in the final quarter of 1945. 

* Colin D, Campbell is assistant professor of economics at Dartmouth College. He was 
with U. S. Military Government in Korea from Oct. 1954 to May 1946. Gordon Tul- 


lock is engaged in research in Stanford, California. He was a U, S. Foreign Service Officer 
in South Korea from Sept. 1953 to Dec. 1954. 


1A. I. Bloomfield and J. P. Jensen, Banking Reform in South Korea (Federal Reserve 
Bank of New York, March 1951), p. 27. 


3 National Economic Board, H.Q., U. S. Army Military Government in Korea, Price 
Developments in South Korea (Seoul, Sept. 1947), p. 2. 
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Prices of major grain commodities actually fell, probably because the 
Koreans suddenly stopped exporting 40 per cent of their annual rice 
crop.* In the first 9 months of 1946, however, the people apparently 
came to expect a much more rapid rate of inflation than previously. 
At this time there was a remarkable increase in the rate of velocity of 
money. Wholesale prices increased 666 per cent while the money supply 
rose only 58 per cent. A reaction then set in and the velocity declined 
so that the index of wholesale prices actually fell during the last 3 
months of the year in spite of a continued increase in the money sup- 
ply. Since 1946 changes in the rate of velocity have been small com- 
pared to the changes in that year. 

One result of the general expectation of rapid inflation was that the 
Korean people discarded the use of Korean money as a store of value. 
‘This was noted by Bloomfield and Jensen who were advisors to the 
Korean Ministry of Finance in 1950.* Most Koreans shifted from the 
use of Korean money as a store of value to the use of hoarded goods 
or dollar notes. This hoarding has been viewed with alarm by many 
Americans. They have thought that the purpose of the hoarding was 
to speculate.” Actually, when inflation is anticipated, there are few 
alternatives to hoarding. Both persons and business firms must have 
some relatively liquid assets, and when prices are expected to rise, a 
depreciating money will no longer serve this purpose. 

Bloomfield and Jensen also noted the unusually high rates of interest 
in the free market. Interest rates in the open market have ranged from 
5 to 20 per cent per month. As Bloomfield and Jensen explained, this 
also was primarily the result of anticipated inflation. In determining 
rates of interest, borrowers and lenders were discounting the antici- 
pated rise in prices. Again, some Americans have not understood the 
reason for these high interest rates. They have blamed the money 
lenders and have thought that the high interest rates were impediments 
to needed investment. 

Although Korean money was discarded as a store of value, it has 
been used during this entire period as a. medium of exchange. The 
widely accepted: belief that rapid inflation must eventually result in 
complete, monetary collapse received careful formulation in the works 


G. M. McCune, Korea Today (Cambridge, 1950), p. 119. 

* Bloomfield and Jensen, op. cit., pp. 31-32, 

*For example, ‘see United Nations, An Economic Programme for Korean Reconstruc~ 
tion, prepared by R. R. Nathan Associates for the U.N. Korean Reconstruction Agency 
(Washington, March 1954), p. 10. 

"For example, see the informative news article by W. L. Worden, “We Can’t Ignore 
Korea,” Sat. Eve. Post, Oct. 15, 1955, CCXXVIII, 182. See also J. P. Lewis, Reconstruc- 
tion and Development in South Korea (Washington, 1955), p. 27. 
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of such a distinguished economist as Cannan and is still held by many 
economists.’ In 1950 Bloomfield and Jensen wrote: “The basic eco- 
nomic problem that overshadows all others in South Korea today is to 
stop further inflation before it develops into a full-scale flight from the 
currency with inevitable monetary and financial collapse.’* 

Yet, after Bloomfield and Jenser made this prediction, even though 
inflation became much more rapid during the Korean war frem 1950 
to 1953 and has continued up to the present, Koreans still have used 
their money as a means of payment. Western economists have prob- 
ably underestimated the usefulness of money as a medium of exchange 
in an inflationary economy. In spite of the greater theoretical interest 
in the speculative and precautionary motives for holding money, the 
principal function of money is to make transactions. In a period of 
inflation people will, of course, try to hold money for transactions for 
shorter periods of time. This hes been true in South Korea. But, they 
may still find the depreciating money more desirable than barter as a 
means of exchange. There has been a remarkably small increase in 
barter trade in South Korea during this period. Effective price controls 
during suppressed inflation could undoubtedly make barter more at- 
tractive than the use of money, as was the case in Germany after the 
second world war. But, in South Korea there have been no effective 
general controls over prices since tne Japanese controls broke down in 
1945. The Korean government has fixed the prices of aid goods, grains 
collected by the government, and numerous items produced by govern- 
ment enterprises, but the government itself sells these items for cash 
so there has been no chance for a shift to bartering for these items. 
Finally, government enforcement of the use of its money as a medium 
of exchange is an important factor keeping it in circulation. 

The Republic of Korea unsuccessfully attempted to stabilize prices 
by means of a monetary reform in February 1953. Because of the 
rapidity of the rise in prices, the advisability of a reform had been 
under consideration for several years. The old won currency was con- 
verted into a new currency calted the “hwan” at a ratio of 100 won to 
1 hwan. People were required to surrender won notes and payment 
orders and to declare and register won bank deposits and other mone- 
tary obligations within nine days after the announcement. The initial 
exchange that was permitted was limited to 500 hwan per person, and 
a portion of the surrendered money was blocked for a period up to 
three years. Good reasons for thinxing that the conversion would help 


1E. Cannan, “The Application of the Theoretical Apparatus of Supply and Demand to 
Units of Currency,” Econ. Jour., Dec. 1921, XXXI, 460-61; reprinted in American Eco- 
nomic Association, Readings in Monetary Thecry (New York, 1951), p. 12. 


® Bloomfield and Jensen, op. cit., p. 57. 
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the inflationary situation are hard to find. Monetary conversions are 
usually recommended to prevent a sharp rise in prices when rationing 
and price controls are withdrawn, but in 1953 there was no need for 
reducing the monetary supply for this purpose. Between 1945 and 1954 
only a few articles were rationed—mostly commodities sold by the 
government in the cities, The reform could have been part cf an over- 
all program to return to conditions of monetary. stability, but there 
was no reason to believe that the government would be able to balance 
its budget and avoid an expansion of bank loans. The reform, however, 
did afford the police an opportunity to check on some cases of tax 
evasion. Also, although there was some redistribution of wealth held 
in the form of currency and deposits because large holdings were 
blocked, at this time most wealthy persons undoubtedly held the bulk 
of their assets in hoarded commodities or dollar notes. 

A common error among those who are unfamiliar with rapid inflation 
is the belief that inflation necessarily results in an excessive bulkiness 
of the money supply. When the currency conversion in 1953 was an- 
nounced, the New York Times reported that the Korean government 
believed that the new issue of currency would cut printing costs and 
eliminate “mountains of paper” in any major money transaction.’ Actu- 
ally, although the quantity of money increased almost 130 times from 
1945 to 1952, the number of paper notes in circulation only tripled.” 
In most countries, because the government is willing to exchange notes 
of different denominations at par with each other, the denominations 
outstanding—and thus the,number of paper notes in circulation—de- 
pend primarily on what the’ public wants. This was apparently the 
situation. in South Korea. To avoid problems of bulkiness, however, a 
government must occasionally issue larger denomination notës as infa- 
tion progresses. This was done in South Korea in 1950 when the new 
1,000 won note replaced the 100 won note as the largest note in circu- 
lation. Although the monetary reform initially reduced the number of 
paper notes outstanding by approximately 10 to 1, their number was 
almost restored in the two years after the reform, 

Koreans have also continued to use their money as a unit of account 
even though inflation has caused the money unit of account.to have 
little meaning. They kept their bookkeeping accounts in terms of won 
prior to the monetary reform and then in terms of hwan. This con- 
tinued use of their money as a unit of account would be surprising 
except for their primitive accounting practices. During the Chinese 
inflation from 1937 to 1949, even.though the Chinese used their cur- 


°? “South Korea Acts to Bolster Forces,” N. 'Y. Times, Feb. 15, 1953, p. 3. 


a The number of paper notes in circulation can be computed from data on note issue by 
denomination in the Mon. Stat. Rev. published by the Bank of Korea. 
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TABLE J.—THE SUPPLY OF MONEY ANE: WHOLESALE PRICES IN SOUTH KOREA, 


1945-1954* 
Money Supply* Index of Wholesale Prices in Seoul 
6.06 | SSS ee 
Year Percentage Annual Average Percentage ` 
Amount? Increase? in 1947 = 100 Increase® 
1945 11,828 — 11.8 ~~ 
1946 27 ,194 129.9 74.4 530.5 
1947 53,647 97.3 142.4 91.4 
1948 73,671 37.3 185.0 29.9 
1949 130,617 77.3 289.9 56.7 
1950 290 ,462 122.4 831.1 186.7 
1951 784 , 806 170.2 2,599.2 212.7 
1952 1,564,117 99.3 5,256.8 192.2 
1953 3,489,600 123.1 6,466.1 24.9 
1954 6,687,100 91.6 10,036.7 55.2 


a Includes Bank of Korea notes held outside banking institutions, all private and cor- 
mercial checking or other deposits in all banks, financial associations, anc the Bank of Korea, 
and a small amount of treasury deposits from 1947 to 1953. These figures were revised in the 
Mon. Stat. Rev., July 1955. The old figures are used here because new data for the factors 
affecting the money supply in Table II are not available and because the old and new figures 
differ very little in the percentage increase from tke end of one year to the end of the next. 

b In Pusan from 1950 to 1952. 

o Prior to 1953 in millions of won. In 1953 and 1954 in 10,000 hwan. In February 1953 
won currency was converted into hwan at 100 to 1 hwan, 

d Percentage increase from end of previous year. 

* Sources: A. I. Bloomfield and J. P. Jensen, Banking Reform in South Korea op. cil. 

p. 29; Bank of Korea, Mon. Stat. Rev., various issues, 1952-55. 


rency as a medium of exchange, they quickly resorted to several al- 
ternative units of account such as U. S. dollars, various commodity 
indexes, and 1937 prices.** 

An unusual characteristic of the Korean inflation is that from 1947 
to 1949 and from 1953 to 1954 the velocity of circulation apparently 
declined, As shown in Table I, in these years the percentage increase in 
the wholesale price index from the end of one year to the end of the next 
lagged behind the large expansion in the money supply.” It is widely 


“ See the authors’ “Hyperinflation in China, 1937-49,” Jour. Pol. Econ., June 1954, 
LXII, 242-43. 


“The lag in the rise in prices behind the increase in the money supply in 1953 is 
probably smaller than the wholesale price index in Table I shows. The small increase in 
wholesale prices in that year resulted from the drop in the index for grain which has a 
weight of 39 and is the largest component of the wholesale price index. In 1953 the wholé- 
sale index excluding grain rose 81 per cent. The variation in the components of the index 
resulted in a downward bias because there was no change in the weight given to grain even 
though the percentage of income spent for grain must have dropped sharply. 

Another reason that the rise in prices following the Korean war was smaller than might 
be expected was the rapid economic recovery at this time. In 1953-54 the rice crop was 
larger than in the two previous years. Electric power generation and industrial and mining 
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accepted by Western economists that rapid inflations normally acceler- 
ate prior to their collapse, and in many cases this has been true.” 
Bloomfield and Jensen state that the decline in velocity in South Korea 
from 1947 to 1949 can be “accounted for only in terms of a failure on 
the part of the bulk of the population fully to grasp what wes happen- 
ing to the purchasing power of their money, or of a belief that the rise 
in prices would soon come to an end.”™ This explanation, however, 
seems incorrect since the continuance of high interest rates and the use 
of commodities as a store of value show that the populace did antici- 
pate inflation. These declines in the velocity of circulation may have 
resulted from the slowing up of the rate of increase in the money supply 
from 1946 to 1948 and from 1951 to 1954. Slowing up the rate of new 
issues would tend to reduce the rate of inflation and, by reducing the 
amount of depreciation over a given period, the cost of holding money. 
As people became accustomed to the new raie, this might have caused 
them to economize less in the use of money. Just the opposite situation 
may have occurred during the Korean war when the rate of expansion 
in the money supply was increasing, and prices rose more rapidly than 
the quantity of money. The receipt of larger and larger amounts of 
aid goods both before and after the Korean war probably contributed 
to the decline in the annual percentage increase in the money supply in 
these periods. United States government grants and credits to Korea, 
not including military grants, rose from $32 million up to the end of 
1946 to $134 million in 1948. They also rose from $118 million in 1951 
to $192 million in 1953." Although the annual amounts of these grants 
seem small to Americans, from the point of view of the Korean national 
income, they are important. 


production also increased significantly. After the armistice in July 1953 about 1,500,000 
persons—7 per cent of the population—moved back tc Seoul, and many more persons 
returned to other evaculated areas. The reopening of these areas restored the market for 
housing and utilities for these persons, and for regular transportation facilities between 
these areas and the rest of the country. Many refugees had been uninterested in building 
up business facilities until the war ended and they were permanently located. 


See League of Nations, Memorandum on Currency 1913-1923 (Geneva, 1924), pp. 16- 
17, for numerous examples of accelerated inflation following the first world war. Two 
exceptions, however, are the inflations in Portugal and Greece from 1921 to 1923, 


” Bloomfield and Jensen, op. cit., p. 33. 


* U.S. Bureau of the Census, Statistical Abstract of the United States, 1954 (Washing- 
ton, 1954), p. 902. In 1954 grants and credits for nonmilitary aid dropped temporarily to 
$123 million because a new program which was undertaxen immediately after the Korean 
armistice by the Foreign Operations Administration did not expand until late in the year. 
E. S. Kerber, “Foreign Grants and Credits—U. S. Government, Fiscal 1954,” Surv. Curr. 
Bus., Oct. 1954, XXXIV, 11. Military aid furnished urder the mutual security program 
cannot be shown by country, but only by areas as designated in the authorizing legislation. 
Military grants to Asia and the Pacific rose from $189 million in fiscal 1951 to $721 million 
in fiscal 1954; zbid., 20. 
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TABLE I1.—Mayor FACTORS AFFECTING THE SOUTH KOREAN Money Surety, 
1945~1954* 
(Prior to 1953 in millions of won; in 1953 and 1954 in 10,000 hwan.) 
Net 
Proceeds 
End of Money Melina From Sale Bank Other 
“ng > 
Year Supply’ at Bark of Aid Loans? Factors? 
of Korea> Goods” 
1945 11,828 81 — 4,008 7,739 
1946 27,194 6,048 aa 12,026 9,120 
1947 53,647 21,201 —4,394 27,536 9,201 
1948 73,671 37,234 — 8,602 36,499 8,540 
1949 130,617 83,110 —44,176 78,336 13,347 
1950 290 , 462 202 ,466 — 53 ,893 87 ,699 54,190 
1951 784,806 202,023  —197,911 307,017 473,677 
1952 1,564,117 132;614  —495,331 809,961 | 1,116,873 
1953 3489 609 | 1,721900 —783,500 | 2,066,900 484,300 
1954 6,687,109 | 5,653,C00 2,062,400 | 3,095,500 1,000 





a See Table I. 
b Borrowings by the government minus government deposits, except for deposits represent- 


ing proceeds from the sales of aid supplies, 

e Prior to September 30, 1948, covers proceeds from Government and Relief in Occupied 
Areas supplies, Includes Economic Cooperation Administration goods from Octcber 1948, 
goods supplied under the Korean Civil Relief Frogram from March 1951, and goods financed 
by the Foreign Operations Administration and United Nations Korean Rehabilitation Ad- 


ministration imports from January 1954. 

d Includes loans by the Bank of Korea and other can to private borrowers and goverr:- 
ment agencies. It includes loans by the Feceration of Financial Associations and the financial 
associations, but excludes interbank loans (chie-ly from the FFA to the FA’s). 

e Chiefly consists of the interbranch accounts of individual] banking institutions, uncleared 
checks and drafts and Bank of Korea purchases of foreign exchange. Beginning in 1950, also 
includes net UN Forces borrowings at the Bank sf Korea less proceeds from the sales 3f govern- 
ment foreign exchange holdings. The main source of government foreign exchange holdings 
is the repayment of advances to UN Forces. In 1951-52, UN borrowings far exceeded pro- 
- ceeds from the sales of foreign exchange because of the delay by the UN in making these 


payments. 
* Sources: Bank of Korea, Mon. Stat. Rev., various issues, 1953-55. 


Il. Nonbudgetary Sources of Revenue 

Lack of knowledge of Korean fiscal institutions has been another 
obstacle to giving useful advice. A specific example of a policy taat was 
based on a misunderstanding of their fiscal institutions is the proposal 
to raise the prices of foreign-aid goods. It was believed by officials of 
the United Nations and by many others that this would contribute 
significantly toward economic stability. Although Table II shows that 
beginning in 1947 sales of aid goods have yielded significant amounts 
of revenue even though they have b2en priced far below market levels, 
they would have yielded much Ligher revenues if their prices had been 
raised. The Combined Economic Board Agreement between the United 
Nations and the Republic of Korea which was signed December 14, 
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1953, provided that “Aid goods from all sources which are offered for 
sale in Korea shall be sold at prices appraximating those of similar 
items in the free market. . . .’"* In spite of this agreement the Republic 
of Korea has not raised prices of aid goods. Although selling them at 
higher prices would appear to help balance tke budget, actually because 
of the peculiar fiscal system in South Korea the government has been 
getting full value for aid goods even though it has not charged the high- 
est prices it could get for them. This is because most governmental 
agencies and other organizations receiving aid goods have been resell- 
ing part of them at a profit in order to supplement their money receipts 
from the budget. These profits are used to finance their regular activi- 
ties. If low-priced aid goods were not available, these governmental 
agencies would require larger budget allocations to maintain the same 
activities. The larger revenues that the central government would re- 
ceive from selling aid goods at higher prices would merely offset larger 
expenditures, and’ the budget would come ro closer to being balanced. 
In addition, some organizations have been able to sell their services 
cheaper because the receipt of aid goods at low prices has reduced their 
cost of production, but the government would not necessarily decide 
to. stop subsidizing the activities of these organizations. 

: The distribution of gasoline, which is ons of the most important aid 
products, is a good example of the way in which the Korean govern- 
ment distributes aid goods. Gasoline is imported and sold wholesale by 
an organization that represents a group of American oil companies, 
but is-controlled almost completely by the Korean government. The 
bulk of the gasoline goes to government bureaus, the army, and various 
companies that the government wishes to favor. The organizations use 
some of the gasoline themselves and sell the remainder at market 
prices. The profits from the sales of gasoline provide operating funds 
that do not appear in the budget. Through this means the government 
also subsidizes users of various services such as low-priced bus trans- 
portation. 

The- distribution of fertilizer, which ‘is another important aid prod- 
uct, has frequently. been criticized by Americans. A repcrter recently 
wrote that fertilizer sales in 1954-produced only 3 billion hwan instead 
of 40 billion hwan because the government fixed the price of fertilizer 
with little regard to economic realities in order to make itself popular 
with farmers. Actually, only a part of this difference represents a sub- 
sidy to farmers. Although the Korean Federation of Financial Asso- 
ciations which distributes fertilizer officially charges farmers prices 

sU. S. Committee on Government Operations, 83rd Cong., 2nd Sess., Relief and Reha- 


bilitation in Korea, House Rept. No. 2574, Union Calendar No. 882 (Washington, 1954), 
p. 70. l 
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for fertilizer not far above those paid for it, farmers usually must make 
additional payments in order to insure the prompt delivery of their 
fertilizer. The Financial Associations are a.major source of funds for 
local government expenditures, ana they also use the profits of their 
fertilizer business to finance some of their business activities that oper- 
ate at a loss. Although Westerners shculd not be surprised to discover 
that countries in the Far East also have agricultural subsidies, the 
same reporter severely criticizes the Republic of Korea for “outright 
theft, for political purposes, of most of the fertilizer money.” 

Another United Nations proposal that was based on a misunder- 
standing of the Korean fiscal system was the suggestion to lessen infla- 
tionary pressures by curtailing the expansion of bank loans. The Com- 
bined Economic Board Agreement of December 14, 1953, requires that 
‘the Republic of Korea set a limit on the annual expansion of credit 
granted by the Bank of Korea and the commercial banks.** Although 
Table II shows that from 1945 to 1954 the expansion of bank loans 
accounted for approximately one-third of the expansion in the money 
supply, it is necessary to examine the nature of these loans before 
knowing whether curtailing them would actually reduce inflationary 
pressures. If bank loans in Korea were granted for investment in plant 
and equipment, the United Nations proposal to set a limit on the 
annual expansion of bank credit would undoubtedly help check the 
rise in prices. But in South Korea the bulk of the bank loans are used 
to make up losses incurred by government and other important enter- 
prises that sell their goods and services at prices less than cost. Recently 
a Seoul newspaper frankly announced that the Bank of Korea had fixed 
at 13.5 billion hwan the funds to be supplied financial institutions for 
the second quarter of the fiscal year.” It is a general policy in South 
Korea for the government to subsidize the consumers of many goods 
and services through its lending program. As long as the Republic of 
Korea maintains these subsidies, if bank loans were not available, the 
government would be forced to find same other source of revenue such 
"as budgetary allocations. Politically, eliminating subsidies by setting 
prices that cover costs of production would probably be impossible. Not 
only would Koreans oppose paying higher prices for subsidized goods 
and services, but political leaders would probably not be able to explain 
to the Korean populace how inflaticn could be prevented by raising the 
prices of many important goods and services. 

Westerners frequently have not realized that Korean banks are sig- 
nificantly different from commercial banks in the United States. In 


“ Worden, op. cit., 181. 
* U, S. Committee on Government Operations, of. cit., p. 69, 
1 Seoul Shinmun, Oct. 4, 1955. 
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Korea the principal function of these banks is to provide revenue for the 
government. The Taehan Coal Company, for example, covers its yearly 
deficits by obtaining “loans” from various banks. Normally, these 
“loans” involve issues of new money, but on those rare occasions when 
the banking system has funds available to make real loans, they are 
treated in the same way. Needless to say, the Taehan Coal Company 
would be badly shocked if anyone suggested that it repay its “loans.” 
Although Korean banks charge interest, and official rates of interest in 
Korea seem normal to Westerners, considering inflation, they “lend” 
money at substantially negative rates of interest. Money shops called 
Kye, rather than the big government banks, are the equivalent of 
Western commercial banks as far as. loans are concerned. These money 
shops are illegal, although not strenuously suppressed. They pay de- 
positor members 15 to 20 per cent interest per month and charge their 
borrowing members comparable rates. They are an important source 
of capital for investment in Korea today and have provided the re- 
sources for the rapid recovery of retail trade since the Korean war. In 
one respect the big banks are similar to commercial banks in the United 
States. They perform the service of transferring funds via check, which 
is important to the government and the larger industries because of the 
hazard of carrying large amounts of currency. 

Both of the major nonbudgetary sources of revenue in South Korea— 
bank loans at negative rates of interest and receipts from the resale of 
aid goods—are extremely cumbersome, and cause- great confusion in 
the statistics on government finance. These nonbudgetary revenues, 
however, may be transferred from one organization to another as need 
requires. The government may determine the allocation of additional 
funds by deciding which enterprises are to be permitted to buy aid goods 
at less than market prices. Also, further subsidies may be granted in 
the form of bank loans at low-interest rates to the various government 
organizations. | 

It is occasionally claimed that some civil servants become rich from 
the unofficial income attached to their positions while others are forced 
to: neglect their official duties by accepting outside employment. 
Actually, a well-organized government bureau in Korea will have regu- 
lar procedures whereby those members of the staff who can obtain funds 
from nonbudgetary sources transmit their take to other members of the 
staff performing essential services which do not bring in large amounts 
of extra income. From the Korean point of view, an advantage of using 
nonbudgetary funds is that Korean officials can politely agree with their 
foreign advisors when changes in spending are suggested, but can de- 
prive organizations of nonbudgetary sources of revenue necessary for 
their effective operation. 
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Most Westerners have not realized that the Korean policies of pricing 
consumer goods and services below market levels and using bank loans 
and aid goods as sources of government revenue arte important to the 
political stability of the Republic of Korea. Eliminating these policies 
would abolish important sources of political power. By requiring im- 
portant enterprises to provide services to the public at less than cost, 
the central government can keep the lower echelons of government in 
line through its control over their sources of funds. Such a pricing 
policy also makes the government appear as a benefactor of the public. 
Although the Republic of Korea is frequently criticized for the way it 
has used its economic powers, some method of minimizing social, ten- 
sions and maintaining a stable government is undoubtedly cesirable. 
If the Republic of Korea were deprived: of these economic powers, it 
might be forced to resort to less acceptable means of control. It should 
be added that although the government of South Korea is not a.de- 
mocracy in the sense in which this form of government is understood in 
the United States, the Korean assembly is not controlled by President 
Rhee. The assembly often passes laws that are not approved by him, 
and there are frequent examples of compromise and agreement between 
the executive and the legislature. 


II. The Ideological Environment 


A major increase in the productivity of the Korean economy would, 
of course, solve most of its fiscal problems. Many Westerners have 
suggested that the productivity of the Korean economy could be im- 
proved by transferring public enterprises to private ownership and 
management. This suggestion is also based on a lack of understanding 
of Korean attitudes and institutions. As a result of its vesting of all 
Japanese property in South Korea, the Republic of Korea owns practi- 
cally all industrial enterprises of any size and a large amount of resi- 
dential real estate. However, even if the Republic of Korea sold large 
amounts of this property, it probably would not cease granting the new 
owners bank loans at negative real rates of interest, allocating low- 
priced aid goods to them, or setting the prices of their services or prod- 
ucts below market levels. The small amount of property already sold 
appears to have been purchased by supporters of the present govern- 
ment, and the funds with which to buy them have been obtained from 
bank loans. Koreans do not distinguish sharply between government 
and nongovernment, and in so far as such a distinction is drawn, it is 
largely a matter of size. To Koreans, the government should not be 
concerned with small matters, but anything that is large, whether it is a 
business, a sports organization, or a church, is a legitimate concern of 
the government. It is traditional in the Far East for the government to 
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operate or closely control all significant economic activity. Also from 
the time the Westernization of oriental societies was begun, almost all 
Asiatic intellectuals have been devoted to socialism. They have typi- 
cally believed that Marxism was the ost advanced” economic theory 
of the West. 

, When the land. reform bonds were iuei in payme for lands that 
were taken from Korean landowners, it was suggested that the holders 
of these bonds be permitted to use them to buy former Japanese plants. 
However, this policy will probably not be followed generally because 
bondholders are frequently members of the opposition. Also, because 
of their intense nationalistic feelings, Korean leaders would never per- 
mit foreigners to purchase this property. ... 

Another obstacle to establishing free private enterprise in South 
Korea is that the necessary legal conditions do not exist. Although there 
is a code of laws, a Korean lawsuit is not even in theory an effort to 
establish an impersonal concept of justice, but an effort to find an ac- 
ceptable. compromise between the parties. Viewed from the standpoint 
of limiting social tensions, there is much to be said for the Korean 
system. Economically, however, it has the unfortunate result that no 
contract is really binding and a further element of risk is added to all 
business operations. Under present conditions wealthy Koreans would 
not want to purchase large enterprises except at extremely low prices. 
Funds invested in a large plant are simply exposed to the exactions of 
the bureaucracy. z | 

IV. Fiscal Inadequacy 

Western advice was probably not needed to inform the Koreans that 
the way to prevent inflation was to balance their revenues and expendi- 
tures so as to avoid expanding the quantity of money. However, some 
of their difficult fiscal problems should be mentioned. Even though 
taxes have been far from adequate, they have taken a large part of the 
national income. Per capita income is less than $100 per annum, of 
which the government either for domestic investment or government 
expenditures ` takes almost one-third.” Raising tax rates also has a 
serious disadvantage. Although most South Koreans are hostile to the 
Communist government in North Korea, their hostility is not based on 
Western ideas of freedom and democracy, but, among other things, on 
the fact that taxes are considerably lower and most consumer goods 
are cheaper in South Korea.. 

On the expenditure ‘side, although a large part of the cost of main- 
taining the armed forces is borne by the United States, the remainder is 
still a heavy burden. Koreans usually claim that military expenditures 
are too small, and because of the present.precarious situation of South 


” See United Nations, op. cit., p. 41. 
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Korea Westerners cannot argue with any degree of assurance that they 
are wrong. Eventually the Republic of Korea might be able to reduce 
its expenditures on defense without undermining its security by de- 
veloping an active military reserve on the Swiss model, but this would 
have little effect on their fiscal problems in the next few years. Most 
civilian agencies appear to be heavily overmanned, and many subsidies 
seem unnecessary. Politically, however, reducing these expenditures 
would be very unpopular. 

As in many other countries that have recently obtained their national 
independence, there are in South Korea great pressures to expand ex- 
penditures for developmental projects. The United Nations has partici- 
pated in the formation of ambitious developmental programs in spite of 
the fact that such programs would undoubtedly stimulate further in- 
fiation. A recent five-year program prepared by the UN for South 
Korea provides that total investment increase from $198 million in 
1953-54 to $468 million in 1955-56 and then decline to $300 million in 
1958-59, when self-sufficiency is expected to be achieved.” It also pro- 
vides for a 37 per cent increase in nonmilitary government expenditures 
from 1953-54 to 1958-59. 

Another pressure tending to expanc government expenditures, which 
is unfamiliar to most Westerners, is the need to raise the salaries of 
government employees so as to make it unnecessary for civil servants to 
rely on bribes or solicited contributions as a source of income. In recent 
years the government has raised the pay of civil servants; however, 
the services of bureaucrats are still usually unobtainable without 
countenancing acceptance of some kind of contributions, and the 
armed forces and police solicit contributions by force. Although such 
contributions would be considered immoral in most Western countries, 
in Korea they are usually accepted without any feeling of impropriety. 
These contributions create an unfavorable environment for business by 
subjecting it, if successful, to heavy exactions from bureaucrats. They 
cause private enterprise to be directed to activities that do not attract 
attention and cannot easily be expropriated. Such contributions are also 
slightly inflationary because borrowers must usually make additional 
bank loans to cover their cost. 

The Republic of Korea has attempted to sell government bonds to 
the public since 1950, but it probably can not reduce inflationary pres- 
sures significantly in this way. Because free market rates of interest 
have varied from 60 to 240 per cent per year, private investors will not 
voluntarily purchase five-year 5 per cent National Bonds. About two- 
thirds of these securities have been sold to the Bank of Korea and other 
government banks and appear to be no more than a means of credit 


3 Ibid., pp. 88, 106. 
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creation through the banking system. The rest of the bonds have been 
sold to private owners (including government enterprises which in some 
cases probably have to borrow to buy the bonds) primarily by some 
type of compulsory allotment. It is curious that compulsory sales of gov- 
ernment bonds have been used to narrow the gap between low official 
exchange rates and the much higher black market rates for foreign ex- 
change. Persons buying foreign exchange at the low official rates—in- 
cluding Korean students who come to the United States—are compelled 
to purchase a certain amount of bonds. Out of bonds worth 3,300 million 
hwan issued in 1954, 1,475 million hwan were sold chiefly by tying 
them in with sales of foreign exchange.” The amount of bond purchases 
required has varied, but the total amount of bonds plus the official rate 
paid for. exchange tends to approach the various black market rates. 
Because of the rapidity of inflation, the bonds soon lose almost all 
value. 
V. Conclusions 


There are no easy solutions to the problem of inflation in South 
Korea. Although numerous efforts have been made to end inflation, 
price stability has not been achieved. Something could be done if it were 
possible to change their legal institutions and their traditional concep- 
tions of the proper relationship between government and both persons 
and business firms. This would take time and undoubtedly would re- 
quire establishing much more Western control than exists at present. 
Such a program is out of the question because of the intense national- 
istic feelings in South Korea and probably also because it would conflict 
with conceptions in the West of their relationship with other countries 
of the world. This study does suggest that Western advisors might be 
more useful if they accepted inflation as inevitable, at least for the 
present, and attempted to make the inflationary monetary system in 
South Korea work as well as possible. For example, in order to im- 
prove business and government accounting, a significant contribution 
could be made by discarding Korean money as a unit of account and 
developing an alternative unit of account as was done in China from 
1937 to 1949. Also, the social cost of using hoarded goods as stores 
of value could be reduced if it were possible to provide a sufficient 
quantity of an alternative store of value such as foreign currency or 
‘precious metals.” Finally, careful attention should be given to the 
rate of increase in the money supply. If acceleration can be avoided, 
the system may prove sufficiently stable. In this respect, the economic 
aid program of the United States, in addition to its other benefits, has 
probably contributed much toward the achievement of a workable 
monetary system in South Korea. 


2 Bank of Korea, Mon. Stat. Rev., Jan. 1955, No. 74, p. 43. 


SOCIALIST THOUGHT IN GREAT BRITAIN 
A Review Article 


By PuL T. HOMAN* . 


After the electoral defeat of the British Labour Party in 1951, the socialist 
intellectuals of the party began a process of what they called “rethinking 
Socialism.” The problem was sharply stated by Kingsley Martin: “If there is 
something like an intellectual crisis in the Labour Party now, and if the Party 
had no positive policy for the 1951 election, that was largely because the 
leaders of both the Parliamentary Party and the trade union movement did 
not know where they were going after they had once established the principles 
of the Welfare State. ...” (p. 1} The reassessment during recent years has 
been partly by individuals, partly organized on a group basis, especially by 
the group which calls itself Socialist Union and issues the monthly journal 
Socialist Commentary. One outcome has been a spate of pamphlets and, dur- 
ing the past year, two outstanding books by C. A. R. Crosland and John 
Strachey. The purpose of the present article is to review a select list of these 
documents and to set down a few reflections based on them.? 

The occasion for this reassessment arose out of the very success of the 
Labour Party program during the party’s period in office. It had nationalized 
all the industries it had set out to nationalize (coal, electricity, gas, the trans- 
port industries, steel and The Bank of England); it had reenforced the posi- 
tion of the trade unions and tied their activities into national political objec- 
tives; it had initiated a large housing program; it had established a system of 
social welfare service as compretensive and costly as the British economy 
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could reasonably support; it had initiated a full employment policy based 
on financial controls; and through tax measures it had scaled sharply down- 
ward the personal income derived from property and high salaries. The Wel- 
fare State, as it came to be called, was a monumental accomplishment oe a 
five-year tenure of power. It put into effect what Kingsley Martin called “ 

new list of Rights of Man,” and he predicted that “No constitutional pace 
ment in the future will dare directly withdraw these rights.” This prediction 
is borne out by the ensuing behavior of the Conservative government, which 
with only slight modifications carried forward the social program. 

The new question is whether the Welfare State and reformist measures, 
built on a private enterprise base, are all that is wanted; or whether social- 
ism in the. traditional sense is to be sought through progressive enlargement 
of the nationalized area. The intellectuals of the British left are deeply 
divided on the correct answer to this question. But there is little evidence that 
the Labour Party intends to move: towards socialization of the means of 
production. 

On the other hand, thinkers of the left « are proposing rather far-reaching 
innovations in the way of social and economic change, and are still calling 
themselves socialists. In reviewing the recent writing within this field, I am 
left with three strong impressions: first, that. the persistence of ideological 
stereotypes oi capitalism and.socialism muddies the discussion of ends and 
means—assuming that the ends in view are something definable in terms of 
public policies and potentially attainable in the calculable future; second, that- 
the older socialists are frustrated in the attempt to formulate progrems which 
give any considerable scope to their traditional socialist principles; and third, 
that action programs are tending to take æ reformist turn which can be called 
socialist in principle only if the term takes ôn a much diluted and extended 
meaning. l 

I. 

The really impressive item in the programmatic literature is Crosland’s The 
Future of Socialism. Mr. Crosland, a former member of the economics faculty 
at Oxford and former member of Parliament, engages in economic analysis 
marked by a high degree of competency. His critical thought is uncluttered 
by traditional socialist clichés, and his thought on policy by ‘old political com- 
mitments. His purpose is at bottom to crystallize a working program for a 
party of the left comprising three qualities: expediency in the sense of pro- 
moting economic progress, morality i in the sense of promoting social justice, 
and practicability i in the sense of winning elections. In carrying out the task, 
he avoids three common defects of much socialist thinking; emotionally over- 
wrought criticism of capitalism, the Utopian fallacy, and Marxist dogma. 
He takes a fresh new look at contemporary problems and possible solutions. 

Crosland arranges his exposition under five headings: the transformation of 
capitalism, the aims of socialism, the promotion of welfare, the search for 
equality, and economic growth and efficiency. The broad pattern of his think- 
ing may be stated somewhat as follows: the British reforms of the past two 
decades have been so far-reaching that the appellation “capitalism” is hardly 
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applicable in the sense in which it was applicable for the preceding century. 
The resulting subordination of private industry to social purposes and social 
control has brought into effect much of what the older socialists sought: the 
end of primary poverty, full employment, stability of livelihood, and greater 
equality of both personal and real income distribution through the social serv- 
ices, On the economic front, further rise in the standard of living depends upon 
increasing productivity. There is no prima-facie case that this will be pro- 
moted by much extension of nationalization. As a basic industry, laggard in 
development and monopolistically controlled, steel should be renationalized;- 
but there are few other good candidates for this treatment. In general, the 
proper role of the state can be defined by operating pragmatically without too 
much regard to older socialist doctrine. In the context of rising income, 
greater economic equality can be achieved by a variety of means—through 
higher wages, extension of social services, taxation, dividend limitation, death 
duties, capture of capital gains and so on. Where capital investment and tech- 
nical mnovation lag, government can intervene to force the pace, as it can also 
to minimize the effects of private monopoly. 

Looking over this statement of directions for economic policy, an American 
Fair Dealer might find them on the whole both familiar and acceptable. This 
effect is, however, somewhat illusory, since Crosland is more of a “statist” 
than one would normally find in American policy-making circles. He finds 
more ‘probable occasions for state intervention and a higher degree of neces- 
sary state control than would appear in any programmatic statement in the 
United States. . 

In any case, these precepts of economic action, while essential, do rot provide 
the central focus to Crosland’s agenda. To him, “socialism is about equality,” 
but the greatest barrier to the kind of equality which should exist in a just 
world is social inequality. The peculiar British class basis of educational op- 
portunity greatly restricts the field of “careers open to talent,” poisons all 
social relations and exacerbates social resentments. The breaking down of 
class barriers therefore appears to Crosland as the first priority - -of social 
policy, and this cannot be directly accomplished by economic reforms, but 
only by a thorough-going revision of the educational system. Within the con- 
text of this reform, the approach to practicable degrees of economic equality, 
consistent with efficiency and growth, would be so much the easier. 

From the economist’s viewpoint, no doubt the most interesting point in 
Crosland’s analysis is his treatment of the reasons for abjuring extensive na- 
tionalization. On this point he is detailed, pointed and persuasive. Part of 
the reason is the unsatisfactory periormence of the industries already nation- 
- alized. The bill of particulars is extensive, including the administrative diffi- 
culties of monolithic monopolies, he failure to attract the best administrative 
talent, and so on. As an economist, Crosland lays special emphasis on their 
failure to contribute to the essential process of capital accumulation, compar- 
ing them unfavorably with private industry on this point. Their price policy 
has been a cost-covering one only. 

. This leads to a broader conjecture whether the democratic pressures on na- 
tionalized industries will not normally be toward low prices and high wages at 
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the expense of business saving. From this, he presses on to analysis of reason- 
able expectations concerning progressiveness, flexibility, foreign trade, labor 
relations, wage levels, managerial structure, and so on. He finds no reason > 
to suppose that nationalization, as a general rule, will either improve economic ° 
performance or contribute materially to a scheme of social relations conform-’ 
ing to the ideals of socialism. Given the powers of the state backed by a proper 
attitude toward their use, he finds the specific matter of ownership highly 
irrelevant. In developing this theme he provides a cogent refutation of 
Marxist thinking, as well as a deadly account of the Russian outcome. 

Since social ownership of the means of production is usually considered 
the benchmark of socialism, one begins to wonder how Crosland, repudiat- 
ing this approach, can call his book, The Future of Socialism. A better title 
would have been Jn Place of Socialism. One might attribute his title to the 
time-honored practice of retaining “good words” with emotive power while 
their meanings turn sharp corners—like “democracy” in the contemporary 
dictatorships. But there is no chicanery in Crosland. The semantic point does 
not bother him, since he is writing to persuade people who call themselves 
socialists, and who entertain certain ideals which they have heretofore thought 
could best be attained through particular institutional forms. To him the 
heart of the matter is in the ideals and not in the means. The economic role 
of government is large, its responsibility for promoting stability and growth 
is overriding, and its concern for just relations fundamental. These conditions 
place no taboo upon using private enterprise to the extent of its useful eco- 
nomic function consistent with pursuit of those ideals. The lines of policy 
already firmly embedded in British practice are described by Crosland as 
follows: “, . . it constitutes a major victory for the Left ... that the major- 
ity of Conservatives: today would probably concede the right, indeed the 
duty, of the state to hold itself responsible for (1) the level of employment, 
(2) the protection of the foreign balance by methods other than deflation, 
(3) the level of investment and the rate of growth, (4) the maintenance of a 
welfare minimum, and (5) the conditions under which monopolies should be 
allowed to operate” (p. 499). 

The benchmarks of a Labour Party economic program are stated in the 
following terms: “The main objectives of planning . . . are then a steadily 
rising level of investment, and a sufficient volume of savings and risk-capital 
to match it; a volume of home demand which does not pre-empt goods away 
from export; a situation in the labour market which does not give rise to a 
wage-price spiral; and an increase in the proportion of the national Income 
devoted to social expenditure—all these to be achieved against a background 
of growing social equality” (p. 502). 

The little book issued by Socialist Union, Twentieth Century Socialism, 
represents a point of view substantially similar to that of Crosland. It con- 
tains little economic analysis and is concernéd mainly with three objectives: 
first, to persuade people of the continuing necessity for active campaigning 
for the ideals of socialism; second, to restate those ideals; third, to indicate 
certain basic approaches to their attainment. The emphasis throughout is upon 
harnessing the economic apparatus to the attainment of human values. “.. . 
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how to bring economic power under social control ... has always been at the 
root of socialist thought . .. what socialists have sought is a system, an 
organization of the economy, based on principles which would ensure that eco- 
nomic power was made to serve social ends” (pp. 119-20). 

The principles of institutional organization are stated in undogr.atic terms, 
“. . . socialist planning aims at achieving economic security, fair shares and 
an expanding economy” (p. 134). The principles to be followed are three: 
the balance of power, strategic participation, and social accountability. The 
balance of power principle is based upon presumptions not greatly different 
from those of J. K. Galbraith’s “countervailing power.” Business, labor and 
consumer interests will organize to exercise power, and government will inter- 
vene to establish an appropriate balance between these conflicting private 
interests. 

The principie of strategic participation requires the government to take 
possession of economic power, nct by wholesale nationalization but by inter- 
vention at strategic points. Fiscal control through the budget is the most im- 
portant instrument of planning, especially in pursuit of stability and full 
employment. Equality can be promoted by taxation and by acquiring equity 
shares and a portion of other accumulations of property. Direct investment 
may be required in some key industries, either by full nationalization or by 
operation of individual publicly owned competitive firms. The principle of 
public accountability is to be enforced by a variety of measures and sanctions 
for the protection of consumers and for elevating the status of workers in their 
productive env:ronment. As will be seen from this catalogue, the thinking of 
Socialist Union runs along strongly reformist and interventionist lines, but 
stops far short of “socialism” in any of its traditional meanings. 

Special interest attaches to the thinking of Mr. Gaitskill, the present head 
of the Labour Party. Gaitskill is an economist, an intellectual and a politician. 
These different roles necessarily create a certain ambivalence in his approach 
to problems of policy. At the same time, the combination of rales places 
his discussion of issues on a higher plane than would normally be expected 
of a political leader. As an economist he has a perfectly clear understanding 
of what economic reforms can be accomplished under a private enterprise sys- 
tem and the limitations to Utopian hopes under socialism. As an intellectual, 
the issues are very clearly sorted out in his mind. As a political philosopher, he 
has a deep respect for individuai freedom and devotion to democratic proc- 
esses. As a political leader, he has to hold the reins over an unruly team of 
persons with diverse interests and aspirations, and to promulgate lines of 
policy designed to win elections. As a socialist, he is the least dogmatic of men, 
willing to proceed pragmatically toward such goals of economic stability, 
justice and equality as are reasonably to be hoped for in the calculable future 
under democratic processes. : 

A British political leader in Gaitskill’s position has to make his peace 
with the hard core of trade-union influences in the Labour Party. While 
many leaders and members of unions are no doubt socialists in principle, the 
basic unionist urge is toward some benefit in the here and now, not in some 
future socialist state. Consequently, any political leader, whatever his princi- 
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ples, is heavily committed to reformist policies consistent with the existing 
private enterprise basis of industrial life. This leaves a good deal of open 
territory for argument and maneuver, according to whether one thinks of 
reform as the goal or as a way station to some future socialist state. The 
difference of goals in view creates deep cleavages in the Labour Party, making 
it difficult to construct a platform on which to base its next electoral appeal. 
In this context, Gaitskill appears to lean to the reformist rather than the 
“subversive” side, placing him “at the right of the left.” 

The broad outlines of his philosophical . position are best stated in his 
pamphlet on Recent Developments in British Socialist Thinking. The acid test 
of British socialists is, however, their attitude toward further socialization of 
the means of production. Gaitskill faces this proklem in Socialism and Na- 
tionalization and I shall limit my attention to that pamphlet. He states so- 
cialist ideals as follows: “In short, the society we wish to create is one in 
which there are no social classes, equal opportunity in the sense described 
above [‘for the pursuit of happiness, however people ‘decide they can best 
achieve this’], a high degree of economic equality, full employment, rapidly 
rising productivity, democracy in industry and a general spirit of co-operation 
between its members.” He approaches the subject of nationalization prag- 
matically, as a possible means, to be judged on its merits, toward the attain- 
ment of these exds. The traditional linking of public ownership with the ideals 
of socialism was based on its supposed necessity because: (1) the existence 
of unearned 1 income is wrong; (2) capitalism inevitably engenders unemploy- 
ment, economic insecurity and waste: ( 3) private possession of capital inevi- 
tably confers undue power; (4) economic competition is fundamentally un- 
ethical and unchristian, and prevents a real:spirit of cooperation. Gaitskill pro- 
ceeds to reexamine this traditional linkage. 

On the first point he finds that; when compensation is paid to prior owners 
of nationalized industries, the redistributive effect is much diluted and that 
other methods are available which have a very considerable equalizing effect. 
On the second point, if full-employment policies are capable of successful 
application to a capitalist economy, the advantege of public ownership on 
this point disappears. He withholds judgment as to. the probable degree of - 
such success. On the third point, he finds that the earlier irresponsible power 
of capitalist enterprise has been much limited by trade-union and state action. 
While, as experience shows, nationalization in some degrees breaks up or 
diffuses power, it creates a new problem. As he says, “I doubt if there is any 
escape from the dilemma that the more independent the boards [of national- 
ized industries] -are allowed to be, the more“they will exercise power without 
responsibility, and the less independent they become, the greater the risk of 
over-centralisation and lack of enterprise’ (p.14). On the fourth point, the 
ethics of competition, he is noncommittal. Across the ‘board, the general im- 
pression created is that Gaitskill regards the whole question of industrial or- 
ganization to be open to reexamination, free of older socialist dogma. 

Upon reviewing experience with the nationalized industries, he finds real 
accomplishments and is not “disillusioned.” At the same time, serious prob- 
lems have shown up. These very largely stem from large-scale management. 
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The deadening effect of monopolistic aale imposed upon. these industries 
may yield to administrative improvement. But Gaitskill clearly has no con- 
viction that the structure shouid be imposed upon others. A case-by-case, 
one-at-a-time approach is suggested without prior assumption that the cir- 
cumstances will be found favorable to nationalization. He ends by drawing a 
distinction between nationalization and public ownership. He inclines to the 
idea that the state should gradually acquire equity shares in privately owned 
enterprises. “The state may become the owner of industrial, commercial or 
agricultural property without necessarily exercising detailed control even over 
an individual firm--much less a whcle industry” (p.35). Such assets— 
acquired from death duties, budget surpluses, and conceivably a capital levy— 
could be held by public investment trusts. To the extent of such investments, 
what is now private property income would become public income, and capital 
gains would accrue to the public, serving the objective of greater equality. 
“How far they [the investment trusts] would exercise control over the com- 
panies in which they held shares is not a matter on which it would be wise to 
be dogmatic now” (p. 35). Other possible forms of mixed ownership and con- 
trol are envisaged as possibilities, especially where risks are too great for 
private enterprise alone or it is laggard in undertaking essential lines of 
production. The whole approach represents a thoroughly “statist” or inter- 
ventionist viewpoint. But it parts company with traditional stereotypes of 
what a socialist economy would be like. 

We now come to Mr. Crossman—journalist, member of Parliament, and 
long an influential force in party councils, especially on international political 
affairs. His pamphlet, Socialism and the New Despotism, is more narrowly 
focused than any of the writings referred to above. He is concerned specifically 
with the concentration of economic power. What he has to say illustrates the 
truly difficult situation of those ageing socialist politicians who try at once to 
be faithful to their socialist principles and to engage in program-making for 
the Labour Party. 

Crossman has adopted as applicable to Great Britain J. K. Galbraith’s 
stereotype for American industry under the name of “oligopoly’”—a con- 
venient and rather more realistic successor to “monopoly capitalism.” He re- 
jects Galbraith’s favorable judgment of performance under American condi- 
tions—finding private power too concentrated, distributive injustice too pro- 
nounced and competitive safeguards too weak. Therefore the industrial oli- 
gopolies must be socialized. The case having been made, Crossman then goes 
programmatic—with astonishing results. He places three fields on the action 
agenda: municipal housing and nationalized transport and insurance—in other 
words, fields to which the discussion of industrial oligopoly is totally irrele- 
vant. His excuse for this delimitation is that “Neither the workers in industry 
nor the voters are well acquainted with the serious Socialist case for public 
ownership.” It is “prudent, therefore 2, to select industries where even the non- 
Socialist can be convinced that it is desirable” (p. 13). 

Nationalization alone still would not quiet Crossman’s anxieties about 
power. He distrusts concentrated economic power wherever found—on the 
boards of nationalized industries, in the state bureaucracy, in the trade unions. 


t 
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The Coal Board, for example, hae powers greater than those of private indus- 
trial groups, and they are little linked to the broad objectives of a socialist 
program, while “the state bureaucracy itself is one of those concentrations of 
power which threaten our freedom” (p. 12). To Crossman, “the defence of 
personal freedom and personal responsibility in a managerial society” are 
equally important with economic aims. 

His constructive thinking runs in two main directions. One is toward intro- 
ducing a strong element of worker control into the structure—a shadowy rem- 
nant of the guild socialism so popular in the 1920’s and now almost extinct 
in Great Britain. He has, however, no real notion of how this could be done. 
‘He also has no faith that nationalization would give rise to higher wages than 
those available from private industry. The reward to workers from the reor- 
ganization of control would presumably be a sense of participation. 

His other, and principal, proposal is for constitutional reform designed to 
“enlarge freedom and stimulate an active democracy.” On the economic side, 
this would entail a standing Parliamentary committee responsible for each 
nationalized industry; but his thought reaches further into fundamental re- 
form of party structure and Parliamentary procedure. He regards such reiorm 

“at least as important as the extension of public ownership and redistribution 
of wealth.” “Indeed, unless the two march in step, we shall merely create a 
new Leviathan” (p. 24). 

Without further elaboration, it is difficult to assess this political thinking. 
But the economic proposal of direct supervisory control over nationalized in- 
dustries by Parliamentary committees raises an issue of the most fundamental 
importance. Heretofore, nationalization has proceeded on the principle, so 
vigorously propounded by Herbert Morrison, that industrial management 
must be thoroughly insulated from direct political contacts. This was based on 
the presumption that making the course of industrial operations an immediate 
and perpetual occasion for political oversight, and therefore controversy, 
would be the surest blockade to efficient industrial management. This leads 
into the deeper question, whether comprehensive socialization is amenable to 
democratic controls, or whether it implies an essentially totalitarian structure 
of control. Crossman does not pose this question, but it crops up in the 
thought of Gaitskill, Crosland and others, and is, I judge, one of the reasons 
for their coolness toward an ambitious program of nationalization. 

As: against the moderation and reservations of people like Crosland and 
Gaitskill, Professor G. D. H. Cole, in his World Socialism Restated, continues 
his persistent advocacy of socialism in its traditional meaning. “I want to 
make an end of the entire system of capitalism” (p. 7): There is no need to 
repeat the general argument, since it is familiar. Even the old clichés crop up 
baldly. “American capitalism can sustain high production and employment 
onty by giving an appreciable part of its products away ...” (p. 17). Cole 
is the unreserved enemy of those moderate tendencies which I have reviewed 
above. “ ... The Labour Party has, I think, to choose between adopting a 
much more drastic Socialist policy and failing to act effectively even as a 
reformist party ...” (p. 23). His attitude toward international socialism is 
equally unbending. The British socialists should support socialist tendencies 
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and ‘‘anticolonial” movements, wherever found and whatever their political 
corollaries. This places him in total opposition, for example, to the American 
alliance. He is ambivalent toward the totalitarian tendencies of contemporary 
socialist states. He praises demccracy, rejects the communist philosophy and 
deplores “the ruthlessness, the cruelty, and the centralised authoritarianism 
which are basic characteristics cf Communist practice” (p. 14). At the same 
time, he enters excuses for the use of whatever methods are necessary to break 
down exploitive political and economic institutions (¢.g., pp. 10-12). 

Having adopted this intransigent posture, Cole is quite unwilling to make 
his peace with those practical; everyday methods by which other well-inten- 
tioned people hope to effect some marginal improvement in the human state. 
He appears to have given up hope tat the Labour Party will be an effective 
instrument of progress toward true socialism in the calculable future. The 
elect, it appears, should isolate themselves into international enclaves of the 
true devotees—a sort of monastic order of the faithful awaiting the apocalyp- 
tic day. 


TI. 


To conclude this survey, we turn to Mr. Strachey’s Contemporary Capital- 
ism. It needs to be set apart from the documents reviewed above, since it is an 
entirely different sort of book. In the 1930’s Strachey was convinced that the 
advent of communism was both inevitable and desirable—views defended 
in The Nature of Capitalist Crises and The Coming Struggle for Power. (1 
recall thinking, when first reading Tze Coming Struggle for Power, how con- 
venient it was to possess a machine by which one could get clear answers to 
troublesome questions simply by tuming the handle.) By 1940, Le had dis- 
carded these views, due perhaps primarily to the influence of Keynes. From 
1945 to 1950 he was a responsible member of the Labour government. After- 
wards, he strongly defended the accomplishments of that government as a 
long step toward achieving socialist goals. He placed great faith in control 
over the central financial mechanism of the economy. 

Strachey has now taken time out for reflective thought; his book is a re- 
statement of his philosophical position and a reinterpretation of the process 
of social change. The title is somewhat misleading, since the book contains 
very little on the institutional characteristics of contemporary economic or- 
ganization—in fact, hardly more than a stereotype of oligopoly. What he 
does, essentially, is to set up two abstract creatures, capitalism and Cemocracy, 
put them in the prize ring, and let them fight it out, while he cheers in the 
corner of democracy. Capitalism is a sort of brutal monstrosity—the apotheo- 
sis of every inhumane, antisocial pursuit of private self-interest. Democracy 
is the champion of all generous-hearted efforts to attain general well-being and 
communal interest. The complete victory of democracv would usher in 
socialism. 

In a series of early chapters, Strachey reviews Ricardian, neoclessical and 
Marxist theory, with special reference to the labor theory of value and the 
theory of absolute and relative immiseration. Economists will not find much 
to interest them, sirce Strachey is a biased and at times not very accurate 
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reporter. The later marginalist and equilibrium theorists are disposed of sum- 
marily, as having dropped the really important question of the social distribu- 
tion of income among classes or groups. He is especially interested in the 
development of social accounting as a method through which to reopen the 
old question of social distribution on a factual basis. Pending that basis, he 
commends Marx for asking the.right questions and for devising a useful 
method of analysis, while he deplores the later translation of Marx into a 
rigid system- of dogma and- recognizes the raue in the field of prophetic 
vision. 

Out of all' this Strachey assembles a very personal, and highly debatable 
view of the validity of Marx’s analysis, especially with respect to the prospects 
of the laboring classes. He takes the position that Marx’s theory of progres- 
sive exploitation ‘was a correct interpretation of a tendency inherent in capital- 
ism as such. This tendency. was, however, in practice offset by influences of a 
noneconomic character. 


Marx cut his way through to the essential tendency of capitalism, which, 
however you express the point, is to channel the whole of its ever growing 
surplus towards the owners of the means of production to spend or invest, 
and thus to deprive the mass of the wage earning population of any part 
of it... unless we keep this conclusion in view, there is no hope of our 
understanding the world in which we live. (p. 86) 


If this says what it appears to say, Strachey accepts as the central tendency 
of capitalism Marx’s view that “the level of wages would be determined by 
what it took to produce the worker” (p. 88). “In the political and social con- 
ditions with which Marx was alone familiar, the tendency of wages to a sub- 
sistence level was over-riding” (p. 95; italics Strachey’s). 

Strachey at once points out that this is not what happened historically. 
His answer to the apparent paradox is that noneconomic forces lying outside 
capitalism “over-rode” the tendericies inherent in capitalism. This is the clue 
to his whole pattern of thought. His “capitalism” is an abstract model without | 
sociological content; or else, if it has any such content, it is limited to what 
Marx thought he saw in his own immediate environment. Moreover, the model ` 
is so constructed that labor is always in such excess supply that employers - 
will never be under the competitive inducement to bid up the rate of wages 
as productivity increases. Starting with a model of this sort, we must by defi- 
nition attribute any improvement in the general standard of ving to external: 
forces. 

For Strachey these ` moving forces aré trade unions and political democ- 
racy. To them alone. the whole of the improvement in real wages is attributed. 
“What has really happened is ».; that the. ‘Wage earners, by political and trade 
unionist efforts, sustained over _a century, Have forced. up their standards of 
life in the teeth of the economic tendencies of the system” (p. 109). He does 
not bother even to mention, much less to. rebut, the idea that competitive 
bidding for scarce resources may have something to do with their rate of 
remuneration. ' pa 

This doctrine encounters fairly rough going when'one faces ‘the circum- 
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stances of the United States. But Strachey is intrepidly dealing in universals, 
so he bravely faces the challenge. He says (p. 109n): 


The apparent exception is America in the second half of the nineteenth 
century. There the wage earner’s standard of life undoubtedly rose while 
trade unionism remained weak. But is not this accounted for, first, by the 
existence of free land? By taking up free land an American wage earner 
could at any time escape right out o: the capitalist system, as it were, 
back into the world of “small commodity production.” And, second, the 
political pressure exercised by the American wage earners, and more 
especially by the American farmers, during the whole period was far from 
negligible. 


This is a nice, neat account of the foundations of economic well-being in the 
United States; and it would be a pity to deface it with critical commentary. 
He returns to the same subject at a later point (pp. 153-54) at greater length 
but to the same purpose. | 

Strachey proceeds to an analysis of contemporary democracy which he ulti- 
mately defines as “the diffusion of power throughout the community” (p. 
179). This definition carries over from the political to the economic field, 
and ends up in the Utopian state of “perfect cooperation in perfect liberty” 
(p. 179). Since capitalism is by definition “strongly inequalitarian” and ‘‘po- 
tentially anti-democratic,” clearly the end of the democratic process is social- 
ism. Given this outcome an economic question arises, whether the process of 
accumulation necessary to economic improvement will be adequately cared 
for. Strachey enters an optimistic prophecy. The death knell of capitalism, he 
finds, is the fact that it is not self-regulatinz. The accumulative process makes 
it fundamentally unstable, so that the state is necessarily called in as a 
counterweight. Without this, it grows increasingly unstable. “What the demo- 
cratic mechanism is forcing governments, more or less unconsciously, to at- 
tempt is, in a word, the socialisation of investment” (p. 211). 

Strachey concedes the argument of Keynes that a sufficiently close and 
intelligent control of the central monetary mechanism can minimize the in- 
stability of the system. “But what Keynes never came to realize was that this 
growing loss of equilibrium was itself the result of that mutation of the sys- 
tem, which the growth in size, and the decrease in number, of its units, with 
the consequent atrophy of competition, had produced” (p. 219). So we are 
back at the concentration of economic power, the point from which Strachey 
set out. Even if relative stability is achieved, the consequences under private 
control will still be intolerable—in distributive terms and in terms of the 
democratic status and dignity of the working members of the system. The 
final verdict on Keynes, is “What he actually accomplished was something 
which he did not intend... to help the democzatic, and, on this side of the 
Atlantic, the democratic sociatist, forces to find a way of continuously modify- 
ing the system” (p. 253). | | 

Strachey ends his book on a highly dramatic note. 


. The general tendencies of last stage capitalism and democracy conflict 
because it is the purpose of the former to concentrate, and of the latter 
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to diffuse power. .. . Their co-existence constitutes a state of antagonistic 
balance. ... In the end the power of contemporary democracy must en- 
croach upon capitalism until its last stage also has been completed; or, 
alternatively, capitalism must encroach upon democracy until this young, 
vulnerable and experimental method of government has been destroved 


(p. 255). 


The two great antagonists are locked in a struggle to the death. Having set 
up this posture of embattled giants, Strachey falls back into a series of inter- 
esting, intelligent and realistic observations upon political processes in Great 
Britain and the United States and upon the political and economic prospects 
of countries outside the limited realm of the Western democracies. But, in 
the end, the slow, shifting, indeterminate processes of institutional change 
are forced back into the dialectical mould. The framework of class war (a 
phrase Strachey does not use) is still there, a Marxist residue in his thinking; | 
though he presents it more as a latter-day version of the legend of St. George 
and the dragon. 

Strachey’s analysis—for all his intelligence, thoughtfulness and worldly 
experience—will not give anyone a much deeper insight into the multiple 
- intertwined influences which are shaping our destinies. Try as he will, he is 
not a creative thinker. His own private mythology makes a dramatic story, 
but it is not a very good guide to the intricate processes of social change or 
to possible lines of approach to “a better world.” On the programmatic front, 
his expectations appear to be modest: “decade by decade” the party of the 
left must “show a certain minimum of social change” (p. 272). 


TI. 


“The road to socialism” used to imply a destination. The road itself was 
subversion. As Professor Gray says in The Socialist Tradition, socialists of all 
breeds could be described generically as people who “seek a better world, not 
by way of reform, but by way of subversion (using the word in its liberal 
and neutral sense)—or, if it be preferred, by a fundamental change in the 
nature and structure of society.” There were different views of the process of 
subversion. In Great Britain the democratic process of gradualism has been 
the preferred method, although Laski used to toy with the idea of violence és 
the necessary way of removing the beleaguered forces of capitalism from their 
final strongholds. In any case, there was a destination. In the minds of many 
British socialists, the idea of such a destination appears to be dissclving, 
So I interpret, for example, the thinking of Crosland and Gaitskill. 

The reasons, I think, are not hard to find. First of all, it has been demon- 
strated by experience how far social objectives can be achieved without ex- 
propriating private owners and without displacing the strong private motives 
whjch have beneficial.economic effects. Second, the close view of what is 
involved in operating nationalized industries makes socialist politicians chary 
of undertaking much more of the same, and makes them skeptical of this 
route toward the attainment of their ideals. Finally, socialist thinking is under 
the shadow of Labour Party politics, Elections are won by votes; and voters 
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have to be moved by appeal to scme [elt interest or incentive. There appear 
to be no British majorities to be won by promising an active program of 
subversion. 

At least in the short run then, the anly feasible programs in pursuit of 
economic well-being, and of economic justice too, appear to be reformist in 
character, to be carried out through an improved version of the present system 
and through other policies consistent with its continued existence. The more 
successful these improvements and policies, the less, one would think, anyone 
will want to practice subversion. What, then, is “the road to socialism”? Only, 
as far as one can see, through some unpredictable train of social disaster. But 
the Marxist imperatives on this point are no longer acceptable. As a thought- 
ful British socialist said: “The basis of present British Labour policy is not 
Marxian or Webbian, but Keynesian. And so it will remain unless the West 
.has another slump, in which case it may again become what you call sub- 
versive.” l 

One is tempted to conclude that the paths of economic destiny of Great 
Britain and the United States zre rot so very different—being basically the 
building of a welfare state on a predominantly capitalistic economic founda- 
tion. This might indeed turn out to be the case. But even if it did, the paral- 
lelism would probably not be very close. The history of the two countries has 
been very different, their sociological structure is different, and there is a 
striking difference of popular attitudes rooted in these two facts. Moreover, 
within the economic structure the United States retains a much more vigorous 
constituent of competition. Since the social rationale of private enterprise is 
heavily dependent on the reality o? competition, it is not surprising that the 
British have a diminished confidence in the effects of private enterprise. But 
one cannot even speculate upon how nearly parallel the two courses may run 
without considering possible lines of social and economic change in the United 
States, a field into which I carmot now enter. In any case, it may, I think, be 
inferred from the body of current ~hinking reviewed above that socialism as a 
goal is waning in Great Britain, and that the British left is in process of 
reorienting its whole line of policy toward new combinations of public and 
private endeavor—not to be blue-printed in advance, but arrived at pragma- 
tically as circumstances and popular attitudes warrant. This approach has, 
indeed, long been influential m the trade union segment of the Labour Party. 
It is now sweeping the field among the younger intellectual leaders. The day. 
of the prophetic Utopian vision, equally with the day of the Marxist impera- 
tive, appears to be over. 


BARRIERS TO NEW COMPETITION 
A Review Article 


By R. B. HEFLEBOWER® | 


Conditions of aniey into markets where sellers are few are analyzed inten- 
sively by Professor J. S. Bain in his Barriers to New’ Competition. In the . 
tightly written, first chapter the theory of entry is developed far beyond 
what was previously i in the literature. There emerges a series of hypotheses as 
to the conditions of entry, and the ‘probable degree to which they serve as 
barriers to new competition. A bold attempt is then mad2 to measure the 
height of these barriers in 20 manufacturing industries, Predictions stemming 
from these empirical findings are compared | ‘with observed performance of 
these industries. Finally; the conclusions with respect to the significance of 
types of entry barriers lead to a number of observations as to public policy. 

All of this comprehensive analysis is carried out explicitly within the frame- 
_ work of comparative’ statics, Specifically excluded from the circumstances con- 
sidered. as having a significant effect.on entry, and through that on the maxi- 
mum level of the equilibrium price, are secular or cyclical [or episodic? ] 
movements of demand, capacity or costs. Nor, except for a ew notable cases 
of product innovation, does Bain believe that new sellers are able to alter the 
condition of entry. Instead, “It is definitely posited for purposes of the present 
study—on the basis of extensive empirical observation—that the condition 
of entry as defined and its ultimate determinants are usually stable and slowly 
changing through time .. .” (p. 18). Such stability is elsewhere said to exist 

“persistently . . . over a period of time.” Repeatedly this or a similar phrase 
appears to emphasize that observation ex post. can be tied conceptually to the 
ex ante long-term equilibrium. 

Such stable and slowly changing. conditions of entry are held to determine 
the ceiling price for an industry or the amount by which its price can, per- 
sistently, exceed the level “. . . hypothetically attributed to long-run equilibrium 
in pure. competition” (p. 6). The actual persistent level o? price may fall 
short of this entry-inviting level because of the nature of interfirm’ rivalry. 
The latter opens up’ the whole of oligopoly theory, but the author moves into 
that area only to indicate how the alternative solutions to interfirm rivalry 
would affect the price expectations of a would-be entrant. 

Entry is marked off from other sources of capacity expansion by the require- 


* The author is piofessor of economics at Northwestern University. 
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ment of “, , . the establishment of an independent legal entity, new to the in- 
dustry . . . and the concurrent building or introduction by the new firm of 
physical production capacity that was not used for production in the industry 
prior to the establishment of the new firm” (p. 5). What is not clear is whether 
the establishment of an independent legal entity requires that the entrant be 
a new enterprise or whether the words “new to the industry” are meant to 
include as an entrant the established firm that moves into what is to it a new 
industry. On the basis of the way in which barriers to entry are appraised in 
the later empirical investigation, it appears that the author intends to follow 
the usual practice in price theory in this regard. This is to ignore entry by 
firms established in other industries or to assume that such firms have no 
advantages as entrants. 

Similarly, each of Bain’s three categories of conditions of entry is developed 
as far as possible as the net effect of the shape, or the level, of the cost or 
revenue functions identified in price theory. At a few points, chiefly in dealing 
with some aspects of product-differentiation and absolute-cost influences on 
entry, barriers are explored which are rooted in the actual organization of the 
industry or which reflect imperfections of factor markets. His three categories 
of conditions of entry are as follows: l 

1. The economies of plant and firm size (whether the advantages of scale 
are social or pecuniary makes no difference) is a two-pronged condition of 
entry. If a suboptimal plant or firm would have a significant cost disadvantage, 
entry by such sellers might occur but that fact would not force the price to 
the competitive level. That could be done only by an entrant of optimal size, 
but then the second aspect of this condition of entry would come into play.’ 
The higher the percentage of the industry’s capacity which a firm of “muini- 
mum optimal scale” must have, the larger the percentage addition to total 
output the entrant would supply. This, in turn, would have a greater effect 
on the postentry prices that could be expected and hence on the degree to 
which entry would be attractive. Just what the new equilibrium would be the 
entrant could not foresee precisely. but the author considers several alter- 
natives. ; 

2. In the search for an identifiable function by which to judge the degree 
to which buyers’ preferences for the products of established sellers enable 
the latter “. . . to elevate price above a competitive level. while forestalling 
entry” (p. 15), the author debates whether there are economies of scale in 
sales promotion. At one point he says that “. . . there is substantial doubt 
that in any industry a uniformly applicable and unique selling cost-sales 
volume relationship exists...” (p. 67). This follows the statement that “... 
the essential phenomenon may be r2cognized simply as one of product-differ- 
entiation advantages of some firms over others, basically unconnected with 
scale.” In the end, the height of the product-differentiation barrier is judged 
as an existing fact, without being explained by a function of any sort, but 
modified in a few cases by evidence of economies of scale in sales promotion, 

3. Some, but not all, of the absolute cost advantages are stated in the form 
of volume-cost or volume-price functions or are derived from them. The pos- 
sibility that an entrant’s addition to the demand for a factor might raise its 


HEFLEBOWER: BARRIERS TO NEW COMPETITION 365 


% 
price is considered. The capital-requirements barrier is in large part a func- 
tion of the size of enterprise made necessary by the economies of scale in 
production or sales promotion. Added, however, is the capital necessary to 
offset the insulated product differentiation position of established firms in some 
cases, or of their superior access to raw materials. 

The significance of each of these categories of barriers to entry is then 
examined empirically in 20 manufacturing industries. Information as to the 
height of the various entry barriers has been obtained from a variety of 
sources, but chief reliance is placed on questions asked of businessmen. Judg- 
ment is required to derive meaning from inadequate evidence, or to decide 
when no estimate is possible. (Examples of the questionnaires together with 
supporting materials supplementing the analysis in the main body of the text 
are provided in appendices which make up about a third ož? the volume.) With 
the exception of the “percentage effect” (or the per cert of the industry’s 
volume an entrant of minimal optimal scale would add), the height of entry 
barriers is described by such terms as low, moderate, or high. 

1. Conclusions as to the economies of scale in production and distribution are 
based on estimates of the shape of the long-run cost curve of plant and firm. 
Such curves refer to an “. , . independently defined standard of cost and not 
necessarily to the actual costs of firms established in the industry” (p. 7). 
The object is thé level of cost corresponding to that in long-run equilibrium 
in pure competition adjusted (upward) for repetitive deviations from optimal 
rate of utilization. For that reason “engineering estimates” were sought for 
plants of different scales and designed to provide an acceptable degree of flexi- 
bility. From such estimates both the minimum size which would have lowest 
unit cost and the degree of disadvantage of suboptimal plant are derived. 
Added are estimates of savings in cost, including cost of “. . . performing 
certain functions of physical distribution” (p. 64), traceable to multiplant 
ownership. 

On the basis of these estimates, the 16 industries for whica satisfactory data 
were obtained are classified as follows: (a) In 3 industries economy-of-scale 
barriers are denoted as “very important”; {b} in 7 as “moderately impor- 
tant”; and (c) in another 6 as “unimportant.” The ranking given each in- 
dustry is shown in the first column of Table I. Lack of data prevented classify- 
ing four industries. 

2. Product-differentiation disadvantages of entrants are examined both for 
an entrant of the size of a “minimum optimum plant” and for larger firms 
where distinct advantages of scale in sales promotion are found. On the first 
of these bases the established firms’ product-differentiation advantage in 6 
industries (or subdivisions of industries) is judged to be “great.” Seven in- 
dustries are placed 1 in the “moderate” product-advantage group. In 11 indus- 
tries this barrier is judged to be “slight.” Consideration of tha effects of econo- 
mies of scale in sales promotion (often associated with multiplant ownership) 
does not lead. to the reclassification of any industry but does augment the 
steepness of the barrier for those for which it is already apparent as “great.” 
After separating tractors from the large and complex farm machinery industry 
and placing both in the high barrier class, the ranking of industries as shown 
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TABLE [,—SUMMARY OF RELATIVE HEIGHTS OF SPECIFIC AND AGGREGATE ENTRY 
BARRtERS IN 20 INDUSTRIES PLUS Some SUBDIVISIONS OF INDUSTRIES? 
(Higher numbers denote higher entry barriers.) . 


Scale Trorad Absolute Capital 
ee 7 Differenti- Require- | Aggregate 
Industry or Subdivision Eea oi e eii Barrier 
. arrier Barrier arrier Barrier 

Automobiles III HI I MI H. 
Canned Goods ; 

Specialties II i 

Standard hı I Mr i t jr 
Cement [Ib I I II I 
Cigarettes l I I | I i III TIT 
Copper na. i I n.a. HI 
Farm Machinery l i 

Large and complex HI . * IH 

Simple implements jur I lı joa. I. 
Flour 

Consumer sale pe II 

Industrial sale jr I hr lo la 
Fountain Pens 

High-priced iim Til 

Low-priced Jna, I hh Mt I 
Gypsum Products n.a. I Til I Te, 
Liquor I MI I TI - DI 
Meat Packing T? I I ġorI I 
Metal containers nab II I I P 
Petroleum refining TI: II I TIT II 
Rayon | H I I il I 
Shoes 

Men’s high-priced m` II I $ II 

Women and men’s low-priced |’ ' I I 
Soap II IT. I II In 
Steel IP I II IXI II 
Tires and Tubes I ! II I II I 
Tractors I Til I TII HI 
Typewriters IO MI I n.a HI 


2 Adapted from Bain’s Tables XIV and XV particularly by use of subindustry estimates of 
certain barriers stated in Table XI and on peges 179-80. This material is reproduced with the 
permission of Harvard University Press. 

b Regional markets considered important. 

c Refers to period since 1950. Before that date would have been rated as I. 


in the second column of Table I is derived. (The author also appraises the 
composite effects of scale in production and in sales promotion and finds that 
the latter sharply reinforces the former for the automobile, typewriter, tractor, 
petroleum refining and high-priced fountain pen industries.) 

3. Absolute cost barriers are found to involve access to raw materials or 


HEFLEBOWER: BARRIERS TO NEW COMPETITION 367 


know-how in only 3 industries, but the capital required for an optimal size 
plant or firm is more widely significant. Funds needed by an entrant of mini- 
mum optimal size are found to. be “important” for 5 industries, “moderately 
important” for 5, and “slight” or even less so in 7 cases. The latter are given 
the rank of I, or even lower as shown by ©, in the third and fourth columns of 
the table where the author’s judgment as to the significance of these barriers 
for each industry is' given. 

Finally, the height of the aggregate barriers to entry was estimated, but 
not by a simple averaging process, for the author adds his judgment as to the 
significance of particular types of barriers for. individual industries. Six in- 
dustries are placed in the “high entry barrier” category, an equal number in 
the “substantial entry barrier” group and 11 are-deemed to have “moderate 
to low entry.barriers.” (The total-exceeds 20 because separate estimates were 
made for. subcategories of 3 industries. ) Later the author moves the copper, 
the soap, and the large, complex farm machinery. industries from the middle 
group, into the high-entry barrier class largely on the basis of existing con- 
centration and.of the time period required for an.entrant’s effects on the level 
of price to. be significant. The final rating of industries is shown in the last 
column of Table I. 

The estimates of the conditions of entry which Bain presents are of et 
value if used as he intends. Doubtless the author will ;be, embarrassed at times 
by quotation of his estimates for a particular industry, stripped of his careful 
statement of procedures and of the limits of his data. Even with attention to 
these qualifications, persons familiar-with various industries will have doubts 
about particular estimates. Greater emphasis, should be placed on the relative 
importance of various types of barriers as found in the empirical investigation. 
Product differentiation and absolute cost barriers (capital requirements fairly 
widely and other specific cost barriers in a few cases) stand out as the most 
significant: ones. Economies of scale appear less important, but when rein- 
forced by ‘either product differentiation: or absolute cost barriers, or both, the 
industry is thrown in the is oe “forestalled entry” is a “major 
possibility.” = —— -7> TEE 

The last step in the empirical ‘vestigation is the comparison of expected 
performance with that observed. .There appears to.be “. . . no general or 
chronic deficiency in scale of plant ...” (p. 184) or oł firms. On the other 
hand, “. . .. the existing degree of:concentration by the largest 4 firms lacks a 
clear cost justification in perhaps 12-of 20.cases” (p.°113) but is made pos- 
sible by absence of diseconomies of firm size. Persistent excess capacity, where 
found, does not correlate clearly with height of entry barriers. Turning to the 
profit test on which the author places major reliance, industries with “high 
entry barriers” are found to have had higher profits as a percentage of owner’s 
equity than industries into which entry is easier.” But no significant difference 


7 Bain appears to be willing to rely on profits from orthodox: accounting statements, 
rather than the complicated concepts of earnings and investment which he had earlier pro- 
posed, because of his finding of a lack of persistent excess capacity in the industries studied. 
See J. S. Bain, “The Profit Scale as a Measure of Monopoly Power,” Quart. Jour. Econ., 
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is found between the earning rate of industries with substantial entry barriers 
and that of those with low barriers. 

Bain finds that more accurate predicticns of profits rates can be made when 
concentration is introduced as an added independent variable. Within the 

“substantial” and “moderate to low” entry-barrier categories, there is a dis- 
tinct correlation between degree of concentration in various industries and 
their profit rates. Furthermore, some industries in these categories have con- 
centration ratios similar to, but profit rates lower than, those of industries in 
the “very high” entry barrier group. Thus both information on concentration 
and on difficulty of entry appear to be necessary in order to predict profit rates 
in the industries studied. 

Using both of these variables for predicting profit rates might appear to 
the reader to be double counting. In a static model one would expect the size 
distribution of companies to be determined by the conditions of entry, But the 
existing size distribution of companies for many industries departs sub- 
stantially from that which would exist if each seller were of minimum optimal 
size. In most industries there are many mere sellers of suboptimal scale (as 
Bain measures optimal size) than one would expect from his estimates of the 
cost disadvantage of these smaller sellers. Cn the other hand, in many indus- 
tries large sellers account for a much higher percentage of volume than they 
would if none was above minimum cptimal size. 

Bain does not find an adequate explanation for the small-seller .. . “fringes 
[which] appear to persist over time” (p. 185). Study of the cases does not 
show that they are “. . . supplying small ‘pockets’ in the market...” (p. 185) 
nor is there a “clear or convincing essociation of size of the inefficient fringe 
to any of these [entry-affecting] structural variables” (p. 186). The reviewer 
will suggest below that the explanation may lie in Bain’s overestimation of the 
disadvantage of small size. 

On the other hand, Bain’s conclusions at another point do explain how con- 
centration of output in a few large firms is possible. Contrary to the notion, 
implicit in the usual U-shaped long-run cost curve, that very large firms ex- 
perience diseconomies of size, Bain does not find empirical evidence of such- 
diseconomies either in the literature or in his own research. Therefore, large 
firm size, which is reflected in concentration figures, can be independent of the 
conditions affecting entry. 

Turning to the final step, that of policy implications, Bain compares hat 
can be deduced from a priori analysis with what follows from his empirical 
findings. He acknowledges that he made “. . . an initially excessive estimate 
of the probable relative importance of absolute cost barriers other than those 
involving capital requirements” (p. 207). But the expectation, based on a 
priori analysis, that“... the main cul>riit in establishing excessive or very 
high barriers to entry would appear to te product differentiation” (p. 204) is 
substantiated by the empirical study. 


Feb, 1941, LV, 271-93. For a discussion of the limitations of this measure of monopoly see 
J. P. Miller, “Measures of Monopoly Power and Concentration: Their Economic Signifi- 
cance” in G, J. Stigler, editor, Business Concentration and Price Policy (Princeton, 1955), 
pp. 127-29, 
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Economies of scalé-in production and distribution are treated more kindly. 
While, according to the author, deconcentration moves may be required where 
" scale advantages reflect pecuniary advantages only, “Tha economies of scale in 
production and distribution do not loom large as the basis of barriers to entry is 
fortunate for the policy-maker, because there is relatively little that can or 
should be done about them. In general, they establish entry barriers which we 
have to accept in order to get efficiency” (p. 212). Similar acceptance is not 
given to sales promotional advantages of scale nor other sources of product 
differentiation advantage, particularly. that involving integration forward into 
distribution. These, along with some cases of backward integration, indicate 
that “. . . the bases of strictly pecuniary economies of scale might be likely 
candidates for attack” (p. 207). 

As one looks back over this large and carefully planned and executed under- 
taking, he is impressed with the methodological precision, the astute theorizing, 
and the careful workmanship. On first reading there appear to be points on 
which the author seems to have erred in either failing to adhere to his theoret- 
ical framework or in unduly stretching that framework so that observations 
can come under it. But further study, and this book calls for careful examina- 
tion, nearly always shows that the author does not stray, or that he does fill 
__the gaps or indicates that he cannot support a definite conclusion. 

But there is one major step which is open to question. This is the use of the 
engineers’ estimates of the average costs of plants of different scales. Is the level 
of costs which an entrant has to meet as low as the “minimum optimum. scale” 
estimated in this way? Or are established firms’ plants persistently less effi- 
cient—are their costs higher than those estimated by engineers for plants built 
to optimum scale de novo? Clearly this is an empirical matter. There are rea- 
sons to expect, however, that in many industries a new firm with a newly built ~ 
plant would not have to enter on a scale as large as that estimated by Bain’s 
techniques. 

Where the new firm does not have to meet the costs of an dptinumesenie 
plant -built.de novo, it is because the established firms in the industry do not 
in fact meet them. Established plants of large scale, even those as large as 
Bain’s minimum optimal scale, often have achieved their current capacity by a 
series of additions. As a result, the various compcnents of the productive proc- 
esses are likely to be of smaller size and the whole less efficiently integrated 
than would be true had the plant been built at one time using the most efficient 
technology of today. This is quite a different view of the efficiency of existing 
plants from that in Bain’s assumptions (for which no empirical evidence is 
presented) that plants larger than his estimate of minimum optimal size 

. frequently represent a duplication of optimal-scale Facilities on a single 
site” (p. 73). Smaller plants, although perhaps rot the smallest, also portray 
their history in the cost structures, While plant-rebuilding doubtlessly tends 
to correct such inefficiencies gradually, it seems that further growth and 
changes in techniques delay quite persistently the attainment of costs as low 
as those which would be estimated by Bain’s method. It is not surprising, for 
example, in view of these considerations, that several petroleum refineries have 
been or are now being constructed, located as Bain specifies, but with a capa- 
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city of about one-fourth of his estimated efficient size of 120,000 barrels per 
day. This fact should be compared with Bain’s estimate (p. 80) that plants of 
the scale of those being built would experience a cost disadvantage of 5 per 
cent. That is a substantial barrier but Joes not tell the whole story. If the 
would-be entrant buys raw materials at the same price as does a larger rival he 
would have to offset his disadvantage of 5 per-cent of price solely by being 
able to effect savings in his operating cos:s. When one realizes that the refining 
margin is only about 25 per cent of value of products at the refinery gate, the 
5 per cent disadvantage in total cost becomes one-fifth of this gross margin. 

To the extent that what is suggested in the preceding paragraph is pertinent 
to the level of costs an entrant must meet, the minimum optimal scale is below 
that estimated by Bain. In other words, the actual long-run cost curve of the 
firm which could successfully enter the a raat would be higher and less 
steeply sloped than that derived from engineers’ estimates. As a consequence 
the capital requirement barrier, and the influence of the entrant’s volume on 
selling prices, would be less serious. Entrants well below the size of Bain’s 
minimum optimal scale could succzed. Indeed, this possibility may explain 
cases of persistent survival of the fringe of small sellers which are suboptimal 
by Bain’s standard, an observed fact tha: bothers him. 

The point just made has to do with one phase of the analysis which falls 
within the framework laid out by the author, but more important questions 
arise as to the adequacy of the framework itself. Can barriers to new competi- 
tion be analyzed adequately by reference solely or perhaps even primarily to 

“stable and slowly changing” structural conditions which determine whether 
new enterprises can enter an industry? © 
_ Had the author had unique success in prediction, this question might not 
arise. But on the basis of his estimates of conditions of entry alone he was able 
to predict performance only for the high-barrier category. There is no sugges- 
tion that performance not explained by his model and his estimates of the 
height of barriers to entry in various industries may stem from aspects of entry 
he has excluded. There are two such categories of entry: that by firms already 
established in other industries; and by either new or old firms which might bé 
induced to enter because of disequilibria between prospective costs and pro- 
spective revenue traceable to innovatiors ar less dramatic developments. 

Movement by established firms in one industry or market into another can- 
not be brushed aside. Certainly it was implicit in Schumpeter’s casual empiri- 
cism, and Harrod assigns to such entry a major role in his attempt at recon- 
structing imperfect competition theory. Day-to-day observation provides 
illustrations of such entry, and businessmen point to these cases as evidence of 
the vigor of competition. Clearly barriers to entry must look different, lower 
in most cases, to a well-established enterprise considering a move into a new 
industry or market: Problems of capital requirements, of funds necessary ‘to 
ride out an initial period of low volume or of losses, of managerial personnel, 


3J. A. Schumpeter, Capitalism, Socialism and Democracy (New York, 1942), pp. 81 ff. 


tR. F. Harrod, Economic Essays (New. York, 1952) p. 144. See also references cited by 


H. H. Hines, “Effectiveness: of ‘Entry’ by Already Established Firms,” Quart. Jour. Econ., 
Feb. 1957, LXX, 132, n. 2. 
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and quite likely the difficulty of product differentiation, would appear less 
serious. Whether, in contrast to Bain’s stand, disequilibrie do significantly alter 
barriers to new competition is an open question. As was noted above, he has 
not provided a convincing answer. Schumpeter’s emphasis on dynamic disequi- 
libria is well known. Joan Robinson, in commenting on an earlier paper by 
Bain, stated that “. . . static economic models did not go far, oz at least far 
enough, in solving the real questions connected with the conditions of entry.” 
Businessmen stress entry opportunities brought about by disequilibria.® 

Including these two aspects of entry would have expanded Eain’s under- 
taking far beyond the added fact-gathering required, for new theoretical and 
‘methodological issues would have arisen. There is no reason to assume that 
firms established in one industry that move into another would conduct them- 
selves there as would a completely new enterprise. The consequences. of such 
entry, whether viewed as part of the entrant’s expectations or as the perform- 
ance record of the Andustry, are not easily deduced in the present state of 
oligopoly. theory.” 

Then if entry induced by diséquilibria were found to be significant, the 
further question is whether repeated disequilibria can be counted on to so re- 
shape the industry ‘structures that performance approaching the competitive 
can be counted.on. Schumpeter thought so, at least as long as capitalism sur- 
vives, But if that dynamism were lost, neither hé, nor the logic of reliance on 
such a source of entry, would lead one to expect that the market system would 
work well. Rarely do economists broaden their analysis so as to handle pre- 
dictions with respect to such social. developments. . 

These last two points suggest that unless further evidence is found than that 
adduced by Bain, one must conclude that he has dealt with only part of the 
barriers to new competition in industries where sellers are few. He used the 
traditional framework, that of comparative statics. It is the one to be preferred 
so long as it provides ‘the needed answers, not only. because it is easier to use, 
but also because it ties in so well with the carefully developed body of neo- 
classical theory. But if adequate predictions are not possible, the economists 
cannot stop there. . 

The questions just considered have to.do with the scope of the entry prob- 
lem, and are not meant as an assessment of what Bain has done. There can be 
no doubt but that the narrower task he undertook is the first and fundamental 
one. As executed, it is a superb example of research design end procedure. This 
fact, together with the development of entry theory it provides and the added 
iehi it gives into conditions of entry in American manufacturing, makes this 
book the most significant contribution ‘to this phase of economics in many 
years. oo 


$ seen idiiary Record of the Debate,” in E. H. Chamberlin, editor, Monopoly and Compe- 
tition and Their Regulation (London and New York, 1955) p. 503. 

*For example, “Before entering a new market, Carbide has always sought some clear 
edge in either raw-material supply or production process. Lacking such an edge, it hesitates 
to launch products that might seem to complement perfectly the company’s existing lines.” 
Fortune, Feb, 1957, p. 126. 


"Hines, of. cit., pp. 137-43 and 149-50. 


COMMUNICATIONS 


Personal Discrimination in Transportation: 
A European Technique 


Following the restrictive phase of transportation regulation induced by the 
depression,! with its limitations on entry and on competitive pricing, the 
interest in transport regulation has now swung somewhat in the other direc- 
tion. This shift is conservatively exemplified in the so-called Weeks Report,’ 
which has been reviewed here? and elsewhere and which has been the subject 
of a large advertising program on the part of the Association of American 
Railroads. 

It is not the purpose of this paper to examine the proposals of that Report, 
but to indicate how some of the same problems have been handled in other 
countries. For the problem raised by new technologies in transport, upsetting 
the old railway monopoly, is almcst universal. While technological progress 
in the United States has been outstanding, our institutions have maintained 
an ambivalent attitude. Some continental countries have shown flexibility 
in adapting their attitudes and institutions to the changed situation. Euro- 
pean practice may contain useful lesscns for Americans. 

The standard solution to the problem of growing competition which new 
technologies present to traditional transport, adopted in the United States and 
many other countries, has been to impose restrictive handicaps on the new 
technologies. In the United States, the certificate of public convenience and 
necessity has been used to restrict the entry of new management into trans- 
portation. Probably the most dramatic example of entry restriction is in air 
transportation. Despite the growth of air transportation from the passage of 
the Civil Aeronautics Act in 1938 until 1955, not a single new company was 
allowed to enter the industry on a p2rmanent basis. The Civil Aeronautics 
Board awarded temporary certificates to a number of new managements and 
the pioneer managements have been permitted very substantially to expand 
their operations, but it took an act of Congress* for newcomers to achieve 
permanent status. The requirement of the certificate does not necessarily pre- 
vent growth, but it does favor pioneer management and may stifle new or 
experimental ideas. . 


*Intercoastal Shipping Act, 1933; Interstate Commerce Act, Pt. II, 1935; Civil Aero- 
nautics Act, 1938; Interstate Commerce Act, Pt. IH, 1940; Interstate Commerce Act, Pt. 
IV, 1942; Interstate Commerce Act, Pt. I, Sec. 5a, 1948. The last two are essentially a 
product of the momentum of the ’30s. á 


* Revision of Federal Transportation Policy, A Report to the President, prepared by the 
Presidential Advisory Committee on Transport Policy and Organization. (Washington, 
1955.) 

*J. C. Nelson, “Revision of National Transport Regulatory Policy,” Am. Econ. Rev., 
Dec. 1955, XLV, $10-18. 

* Civil Aeronautics Act, Sec. 401 (e) (3); 69 Stat. 49. 
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Prewar European solutions to the problem were generally along the same 
lines as in the United States. But the effect of the war was to intensify high- 
way competition. This was because, at the end of the war, continental rail- 
roads were largely out of commission, and in the universal shortage of trans- 
portation the trucks filled a great need. When the railroads were rehabilitated, 
it was politically difficult to throw into the discard those carriers that had pro- 
vided transportation at the hour of greatest need. At present, restrictive solu- 
tions are being revived in some countries, such as Germany. But other coun- 
tries, among them Holland, France, Switzerland, Italy, Portugal, and the 
United Kingdom, have turned increasingly to a more flexible pricing system 
for transport—not only for railroads, but often for all technologies. But flexi- 
bility benefits the rails more than the others because their position has been 
the most rigid. 

The most common form by which the railways of these several European 
countries have been granted greater freedom is by permitting the use of 
secret contract rates. This is a step beyond the well-known British and Ca- 
nadian system of contracts known as “agreed charges.” In Canada, for ex- 
ample, notice of those contracts is published in the Canada Gazette; they 
receive public hearing and approval before the Board ol Transport Commis- 
sioners; and the approved contracts are open to public inspection at the 
stations.’ There is no element of secrecy. 

The general pattern of the European secret contract rate system permits 
the carriers to offer reductions to individual shippers if zhe carriers’ financial 
position will be thereby improved. The reductions must be communicated 
to the ministry of transport, which retains the right to disapprove them, and 
the openly published rates continue as maxima. In the most common form 
of the system, the shipper is required to provide a certain volume of traffic, 
and to sign a pledge of fidelity. A reduction of x per cent is usually made from 
the published rate, although sometimes a contract rate may be unrelated to 
the published rate. 

No two countries have identical systems, although the contract of fidelity 
is a usual component. Fidelity may be no more than the obligation to ship 
a minimum tonnage; or sometimes all shipments over a certain distance must 
be carried by rail, or possibly a percentage of all such shipments. A Swiss 
variant often requires that the shipper not increase his utilization of motor 
trucks, nor add to his own private park of motor vehicles, nor utilize his 
own motor vehicles as contract carriers or otherwise engage in competition 
with the railways. Only in Italy, where the railroads have been least success- 


ful in maintaining their position,® have shippers forced the abandonment of 
the fidelity clause. 


“A. W. Currie, Economics of Canadian Transportation (Toronto, 1954), pp. 224-31; 
Gilbert Walker, Road and Rail (London, 1947), p. 86; G. L. Witson, New Departures in 
Freight Rate Making (New York, 1948). 


° Railroad traffic now is the same as before the war; trucks carried the equivalent of a 
quarter of the rail traffic then; now they carry almost double. Bottlenecks have developed 


on the Italian railways, so that they operate at capacity in some relationships, Presumably 
investment.is-insufficient, especially in the South, 
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Although the contract rate system has grown since the war, it had its 
beginnings considerably earlier as a technique for meeting highway and water 
competition. The secret contract rate system appears to have begun in Swit- 
zerland in 1927.” The usefulness of these original secret contract provisions to 
the railroads was limited by the legal requirement that no advantage could 
be accorded to one shipper, in any form whatsoever, without that advantage 
being accessible to all shippers in the same conditions. What constitutes the 
“same conditions” is not always explicitly stated in the regulations. Two 
shippers are often considered to be in the same condition if they offer the 
same goods for transport between the same stations; identical tonnages may 
also be required. ; 

Similar to the Canadian agreed charges, Dutch contracts, which antedated 
the first world war, were published and the railroad was obliged to extend 
the contract rates to all shippers in the same conditions. The Dutch dropped 
the requirement of publication and of uniformity of treatment to all shippers 
in 1934. In Switzerland, however, that latter requirement remains to plague 
the commercial direction of the railroads. When the Swiss railroads wish to 
meet special competitive conditions without extending those reductions to all, 
management is obliged to seek that partion of the shipper’s transportation 
business that is unique, and to apply the reduction there. 

In both France and Italy there exist, side by side, a formal published 
class-tariff, the special rates published and available to all, and the secret 
and unpublished contracts. In France this latter form of rate-making was 
adopted only in 1952, after rather considerable debate. At last reports, some- 
thing like 100 contracts have been made by the French railways, but appar- 
ently a good many more are in process. 

The wording of the Italian law is almost identical with the Swiss, but the 
concept of shippers in the “same conditions” is much more narrowly inter- 
preted. In Italy, the “identity” must extend to the shippers’ whole traffic 
pattern, including stations of origin and destination and annual quantity 
moved. It is practically impossible for two shippers to find themselves in the 
“same conditions” so interpreted. : 

The secret rate contracts, which represent the essential difference between 
European and American railroad rate-making, supplement rather than sup- 
plant the classical rate system. Thus, the classical rate system, with its com- 
modity classification, a scale of class rates between each pair of stations, very 
often based on a distance scale, together with other openly published com- 
modity rates and exceptional rates, constitutes a system of maximum charges. 
As in the United States, no one pays more than these published rates. The 
distinction lies in the possibility that scme shippers in good bargaining posi- 
tions pay less than the published rates. . 

Where deferred rebates are used, the system is not unlike the ocean ship- 
ping conference system.® That is, shippers pay the full published rate, the 


* The Swiss system is fully decribed in A. Paillard, Les tarifs de chemin de fer en matiére 
de marchandises (Lausanne, 1945), esp. pp. 198-230. 

° Carefully described in D. Marx, Jr., International, Shipping Cartels (Princeton, 1953), 
esp. pp. 201ff. 
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carriers maintain an accounting of the ‘rebate which is due the shipper, hold- 
ing that rebate for a year or some such time period, end then refunding it 
to the shipper if he has lived up to his commitments of fidelity. Thus, any 
saving which might accrue to a shipper by using a truck is likely to be much 
more than offset by the loss of the rebate which the railroad is withholding. 
Ministerial control consists of the requirement of advance reporting of the 
proposed contract to the appropriate ministry. In some countries it is reported 
that in no case has the ministry ever disapproved a proposed contract; in 
others, the ministry has participated actively. . 

The precise form taken by the rate reduction is extremely variable. The most 
common form is a percentage discount irom the standard published rate. That 
reduction is sometimes granted by the railway agent at time of shipment, but 
more commonly is accounted for in the railway general office. The latter 
technique both preserves secrecy and permits the:retroactive adjustment in 
the form of deferred rebates. The carriérs are, however, usually free to make 
their contracts in whatever form seems most convenient to get the business 
and to maximize the carriers’ returns,. |; 

Carrier management: seems :to make a teal effort to use the contracts ai 
for competitive traffic. That may: mean only contract reductions on certain 
commodities, only to or from certain stations, or only at certain periods of 
the year. Sliding scales of discount according to the quantity shipped are also 
quite commonly used. The abonnement is sometimes: used; that is, a flat 
charge per ton or per package for an individual shipper, regardless of other 
variables, Such abonnements are tailored to order for the particular contract 
involved, and have been preceded by a detailed study of the whole transporta- 
tion situation of the shipper. The advantage of the abonnzement i is that it saves 
a great deal of accounting work for both shipper and carrier. 

There is, of course,.no unified “market for transportation” for a country 
as a whole. Under. the legally permissible axes of discrimination in the United 
States, there is a separate transportation market for each commodity from 
each station to every other-station. But while they are separate markets, they 
are far from independent: Interdependence is usually very strong, especially 
geographically, for a particular commodity. At a point of consumption, it is 
often easy to substitute the product from one origin for the same product from 
another origin. Adjacent stations are likely to be rather close substitutes, one 
for another, if transshipment and drayage are at all possible. Between com- 
modities, as contrasted with distances, the ranges of possibility for substitu- 
tion are.fewer and hence the interdependence of- the transportation markets 
along the commodity axis is more limited. 

From the classical oyster. car example®. through the more formal develop- 
ment of price theory? it has been clear that discriminatory pricing usually 
serves to increase output. The secret contract rate syst2m permits, through 
the introduction of personal discrimination, a much greater subdivision of the 
market than is possible with open published rates. 


"A, T. Hadley, Railroad Transportation (New York, 1890), pp. 116-18. 
np, g- J. Robinson, Economics of Imperfect Competition (London, 1933), pp. 181- 202. 
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By making individual contracts with each shipper, assuming proper cost 
analysis, the carrier is able to obtain all traffic willing to pay more than 
marginal cost. When, as is the European practice, the secret contract rete sys- 
tem is coupled with a classical open and published rate system as a maximum, 
then shippers who stand at the top of the demand schedule are prctected, 
at least nominally, against exploitation by the carrier. But they do not receive 
contracts, having shown in their bargaining that they are unable t> avail 
themselves of better alternatives. It is the lower-rate shippers, those only 
willing to pay less than the published rate, who succeed in obtaining special 
contracts. If the contracts are wiselv negotiated, the carrier is better cff than 
with a uniform price, since it has the traffic which it would not otherwise have 
had, but without the sacrifice of revenue cn the high-rated traffic which i: would 
have had anyway; and the shipper at the top of the schedule is no worse off 
than he would be if no contract system existed. 

The secret of success in the operation of an unpublished contract system is 
shrewd bargaining on the part of the carrier. For this purpose it is necessary 
that the carrier know the demand schedule of the shipper; 7.¢., he must know 
the shipper’s alternatives. The carrier must also have a working knowledge of 
the way in which his own costs fluctuate with the volume of traffic. 

European railway managements work hard in both these directions. It is 
not, of course, very difficult to estimate the cost of operating trucks. The 
capital cost of a truck, its life expectancy, tax rates, and fuel bills are all 
matters of fairly open public knowledge. If the trucker employs hired drivers, 
those wage rates are also subject to a c_ose estimate by the railway manage- 
ment. It is only when trucks are owner-operated that it becomes difficult to 
estimate the wage bill: it is always possible that owner-operators may in fact 
be exploiting themselves. 

The European railways use several techniques for the finding of their own 
marginal cost. Those methods usually yield a long-run average value. One 
technique is a version of the time-honored statistical technique of scatter dia- 
grams for the purpose of finding averag2 incremental cost. Also, where neces- 
sary, the carriers may make specialized and individual surveys by which cost 
is built up from the specific conditions presented, essentially by standard 
costing. l 

Since railroads produce very diverse products, at best both passenger miles 
and ton miles to take even the crudest ccmmon denominators, a problem arises 
immediately in the definition of quantity.’ That has sometimes been solved 
by the weighting of passenger miles and ton miles according to their relative 
values (prices) and then adding them together.’? Alternatively, if freight 
service alone is measured along the quantity axis, total costs may be defined 
merely as total cost of the freight service, in which case there may have been 

“One of the best European discussions appears in R. Hutter, “La Théorie seenomicus 


et la gestion commerciale des chemins. de fer,” Rev. gén. des chemins de fer, Fab, 1950, 
p. 55. 


“Thor Hultgren, American Transportction in Prosperity and Depression (New York, 
1948), pp. 73-79. . 
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an arbitrary division of the common costs.** For bole maintenance of 
way and roadbed costs may be divided between freight and passenger service 
in proportion to the gross ton miles of trains in each class of service. It is clear 
that there is a degree of estimate introduced into the cost-finding technique 
which may be substantial. In inflationary periods, adjustment of costs to some 
constant price level represents an additional problem. 

When the axes have been defined to the satisfaction of management, cost 
and output data from successive accounting periods are plotted on the dia- 
gram, each accounting period representing one observation. When an appro- 
priate number of observations have been plotted on the diagram, a line of 
average fit is drawn through them. That fit is often drawn as a straight line, 
but it need not necessarily be so. The line may then be extrapolated downward 
to the point at which it intersects the vertical axis, corresponding to an output 
of zero, but with the enterprise in a standby condition. The value there 
indicated represents the fixed costs; that is, those costs which would continue 
even if the industry had no output but held itself in a position of readiness to 
produce. The slope of the line represents the marginal cost, that is, it repre- 
sents the average rate of increase of cest with increase in quantity.** As the 
very roughest first approximation this cost per ton mile, which represents a 
long- (or longish-) run average marginal cost, can be used as a floor in the 
bargaining process on contracts, 

The European railways (and possibly the American too) lean toward an 
overstatement of marginal costs. That is, the carriers typically use, for cur- 
rent pricing purposes, the concept of long-run average marginal cost rather 
than the incremental costs of the moment. The carriers admit that in practice 
increments in traffic can be absorbed by the existing installations, but in the 
long run if the traffic remained at the new and higher level, then the facilities 
of transportation would be adapted to that new level." Thus marginal-cost 
analysis for rate-making purposes usually begins from an hypothesis of full 
employment for personnel and rolling stock. If the commercial management 
of the railroad requests cost estimates as a necessary background to the 
bargaining process, the accounting office may make its cost schedule under the 
assumption that not only will additional personnel have to be employed, but 
that additional rolling stock and motive power must be purchased. It follows 
that costs will usually be overstated since full employment is a special, rather 
than a general, case. 

Moreover, and unfortunately to an even greater extent than in the United 
States, European railway managements are fascinated in their cost analyses 


“ E.g., M. Fioc, “Le calcul des prix de Revient à la S.N. C.F.” (Centre National de la 
Recherche Scientifique, Séminaire d’économetrie, June 15, 1954, mimeo.). 

“This is the method used by the United States Steel Corporation, 7.N.E.C. Papers 
(New York, 1940), Vol. I, pp. 254-55. But the user of this method must beware of cir- 
cularity resulting from the weighting of the various products of a multiproduct firm. 
Moreover, the accountants’ decision to classify certain expenses as functions of time or 
use (e.g., depreciation) will have an important effect on the slope of the line, 2 as may the 
length of the accounting period. 


® Fioc, op. cit., p. 12. 
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by the element of distance. The importence of other dimensions of cost, such 
as time, or the return movement of motive power and rolling stock, may be 
underevaluated. 

When large blocks of traffic are involved, some railway aduiinistrations 
make individual field surveys, analyzing precisely what additional expenses 
will be necessary and what can be absorbed by the existing personnel and 
facilities. In such situations the estimates of marginal cost are likely to be 
much more useful in pricing than when based on arbitrary theories, 

The attitude of European shippers toward the unpublished contract rates is 
not uniform, but seems to be generally favorable. In the Netherlands, for 
example, where the greater part of the freight traffic is transported on contract, 
shippers seem pleased with the system. In the prerailway era, the Nether- 
lands had built an extensive canal system. Unlike the United States or Eng- 
land, where the advent of the railway resulted in wholesale abandonment of 
the canals, investment in Dutch canals continues to this day. Thus Dutch rail- 
ways never enjoyed the monopoly that rails elsewhere often did in the pre- 
highway period. Even now, the Dutch railways carry only about 30 percent 
of the ton-miles in their country. Shippers and carriers are thus in roughly 
equal positions in the process of bargaining for a contract, since the shipper 
has ample alternatives in both truck and barge transport. Moreover, the rail- 
ways seem to have succeeded in clasely adapting the terms and conditions of 
the contract to the individual circumstances of the shipper concerned. It is 
intended that the shipper feel that he has been treated in a special and per- 
sonal way. Perhaps because of that, the secrecy of the contracts seems to be 
well preserved, and the rates do not seem to be discussed among the shippers. 

In Switzerland the railway management believes that there is not much 
secrecy of the contract rates even when special rates are provided. Swiss rates 
are usually on a formal distance scale, and a uniform discount, a function of 
the annual tonnage shipped, is made evailable to all who execute the con- 
tract. Railway management believes it would be impossible to maintain real 
secrecy in any case. Business operations in Latin countries generally are 
carried on under a tradition of secrecy; and there seems to be pretty effective 
secrecy of contract rates in France and Italy. 

Despite the increasing use of contract rates by European carriers, . the 
system does present certain dangers, Truck and barge operators will obviously 
object to increased flexibility for their competitors. But more importantly, such 
a system runs counter to some of our established ideas of rate-making. It 
does, in its extreme version, permit the carrier to treat differently two shippers 
whose positions are identical in every r2spect except their bargaining ability. 
In its more limited form, asin Switzerland or Italy, it still permits carriers to 
give shippers the advantage of their locetian. Shippers with access to competi- 
tive transport technologies are treated b2tter by European railways than those 


* But meuna even such analyses may actually be standard costs, even though 
denominated “marginal. ” Eg, S.N.C.F., Aménagement de la Moselle, “Relation Pompey- 
Hagondange, prix de revient marginal de transport de produits cote ae par train 
complet” (mimeo., Dec. 1952), 


~ 
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without such alternatives. However, that may well be the case also in the 
United States, despite the rather general prohibition, contained in the Inter- 
$ Commerce Act, of discrimination against persons, localities, ports, and 
the lixe. But, in the United States, it is difficult to conceive of locations lack- 
ing access to highway transport. If so, then there are no badly located shippers 
for this |purpose.. 

One clanger reflects on railway DOn itself. Management might not 
be intelligent about the granting of .contract reductions. Especially, it might 
underestimate e the shippers’ willingness to pay, and give reductions unneces- 
sarily. Or it might underestimate marginal ' cost, and hence offer rates below the 
incremental cost of handling the traffic. 

Another risk i is that if contract rates came into widespread use there might 
be less resistauce to increases in the open tariff. Thus shippers in weak posi- 
tions who rely on the open. tariff for protection against the full ‘impact of 
monopolistic, discrimination might really lose most of that protection. More- 
over, carriers and the commissions may see a certain symmetry between pub- 
lished and contract rates, so that contract reductions to some might be felt 
to imply increases in the published rate.*” Again the protection offered the 
shipper by that published rate might disappear. 

` But the increasing availability of private carriage in this country, the truck 

especially but other technologies also, would seem to offer substantial protec- 
tion to shippers against exploitation. .An important difference between the 
American and European situations ‘lies in the existence of state-ownership in 
Europe. There, interrailway competition is limited to international traffic, 
where there may well be strong competition for transit trade, as well as market 
competition. Independent railways are so- few that competition between rail- 
ways on internal traffic is almost unknown. In the United States, on the other 
hand, there is often substantial competition between railways, althcugh rarely 
in price, One objection that has been raised to the application of European 
contracts in the American context.has been that the American railroads would 
throw. away revenue through interrailway competition. However, since joint 
railway rate-making has been legalized by the Reed-Bulwinkle bill, the rate 
bureaus authorized by that bill could become the instruments for contract 
negotiation. For example, unanimous consent of carrier members in the bureau 
might be required as a prerequisite to the adoption of any contract. Since the 
rate bureaus in the United States under the Reed-Bulwinkle bill are largely 
organized according to technology, this would prevent the contracts from 
being used for intratechnological competitive purposes: 

‘The secret contracts of the European. railways do offer a very substantial 
number of advantages. Any adoption of a contract rate system would need 
to be-coupled with the relaxation or abolition of entry controls, and, parallel 
to the European pattern, the contracts should be tested by the Commission 
against a standard of an improved financial situation. If there were a rever- 
sion to price competition, in the form of secret contract rates, in thé place of 


* European managements employ notions of symmetry in their ` revisions of. the pub- 
lished tariffs. J. P. oe “The German ee Land Keona Nov. 1952, p. 314, 
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the present restrictive controls on entry in the form of the certificate of public 
convenience and necessity, then techr.olagical progress would not be stifled. 
Greater rate freedom for the carriers should be coupled with greater freedom 
of entry into the industry. Carriers would then be able to enter new fields to 
the extent that they could economically survive in those fields, instead of, as 
is the present technique, having tc maxe an advance argument to government 
that their services are needed in the proposed fields. The usual criterion of 
economic need (that the business will be profitable) often cannot be demon- 
strated in advance, and would not necessarily be relevant to the proceedings, 
under the present philosophy, even if sc: demonstrated. 

Another, and probably more important, advantage of contract rates is that 
they do not throttle the initiative of management of either new or old carriers. 
Railway management is free to go after the business as best it knows how. 
Fresh capital and initiative, if freed from the requirement of the certificate of 
public convenience and necessity, would be able to enter the transport busi- 
ness and to make out as best they could against the established carriers. The 
latter would also be able to protect their position, if it is economically justified, 
by making contracts through their rate bureaus. A provision would need to 
be made for the admission of newcomers to the rate bureaus, but the feasibility 
of such a provision has been demonstrated in the ocean shipping conference 
field. 

More directly from a carrier’s point of view there are a number of quite 
specific advantages. The contract rate system permits carriers to get revenue 
which they would not otherwise get. There might well be movements and 
revenues which would not occur at all with openly published tariffs. Carriers 
are likely, in any event, to obtain traffic and revenue which would otherwise 
go to competitive technologies of transport. 

If the contracts are properly managed, the additional revenue will excéed 
the additional costs occasioned by the new traffic. A careful analysis of incre- 
mental costs is vital at this stage. Furthermore, it is important to realize that 
incremental cost is not constant over time. The cost analysis must be revised 
: from time to time, perhaps annually, and the contracts revised, if necessary, 
accordingly. Unfortunately, carriers everywhere are overwhelmed by the im- 
portance of full average cost, and too deeply impressed with the distance 
factor. 

A final advantage of the contract rate system is that it would restore to the 
carriers the responsibility for intelligent business management. Successful 
management would be rewarded by increased profits; on the other hand, un- 
successful management would no Icnger be able to escape responsibility 
through blaming the company’s troubles on government regulation. 

In fact, the European individual contract rate system is not so very different 
from the American commodity rate system. At a great many of our stattons 
there will be only one shipper of each important item of trafic. Thus, for each, 
a specially tailored rate can be developed and published. But it is in publica- 
tion that the difference between the American and European systems lies. 
When the rate is published, the competitors of shipper and carrier know it. 
But not all carriers are, in our system, subject to the same requirements of 
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publication. Some, such as truckers of agricultural products, or bulk water- 
carriers, are quite unhampered by regulation. The contract rate is one way of 
offering partial rate freedom to the regulated carrier, and may well be prefer- 
able to subjecting presently uncontrolled carriers to the rigidities of regulation. 

Traffic managers in the United States may be hostile to any revision of the 
published rate system. Of 94 responses to a question of desirability of adopting 
even the published “agreed charge” of Canada in this country, 78 per cent 
were negative. Even those commenting favorably were still concerned with 
the avoidance of discrimination, preference, and prejudice.*® 

Certain proposals of the Weeks Report, especially the modification of the 
long- and short-haul clause, would be a step toward the greater discrimination 
allowed by contract rates. But it is difficult for a seller to discriminate if he 
must publicize his discrimination. A conservative and piecemeal revision of 
our transport policy, such as contemplated in the Weeks Report, should not 
be adopted without at least considering some of the more radical alternatives, 
of-which the secret contract is one. 

Secret contract rates would make transport pricing somewhat analogous to 
that of the new automobile market or the market for most industrial equip- 
= ment and materials, in which a published list price serves as a maximum and 
almost every buyer receives a discount, secret and variable. “Chaotic” is the 
term of opprobrium applied to such markets, usually by sellers who and them- 
selves undercut by their competitors. But it is no longer clear that transport 
is so monopolized that consumers need protection; nor is it clear that what 
are essentially price-maintenance agreements should be retained in the in- 
dustry; nor that transportation is so unique an industry that the specialized 
pricing rules of half a century ago need to be continued. l 
J. P. CARTER* 


8 “Canadian ‘Agreed Charge’ Policy,” Railway Freight Traffic, Aug. 1955, pp. 17-18. 


* Associate professor of business administration, University of California, one-time 
Guggenheim fellow and Social Research Council fellow. The author is indebted to those 
. foundations for making possible the underlying research, end to a great many officials of 
European railways who gave generously of their time. . 


Share of Government in Gross National Product 
for Various Countries 


The postwar years have seen an enormous amount of work put into the 
computation of national income and fiscal statistics in nearly all ccuntries of 
the world. This, together with the results of the energetic efforts cf interna- 
tional organizations toward standardization for intercountry comparisons 
makes possible a comparison of the share of governments in the gross product 
of nearly all the larger countries organized on a predominantly private- 
enterprise basis. 

The total charges against gross national product at market prices are con- 
ceptually divisible into three shares after deducting depreciation: income from 
work, income from property (both items net of all payments to governments), 
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and government receipts. The third share, appropriately defined, zomprises 
the share of government in gross national product at market prices. 

National income aggregates are now increasingly worked out within a sys- 
tem of national accounts. The consolidated government account comprises one 
of the accounts in the system. In the tables below, for countries with national 
accounts, the share of government conceived as the sum of all taxes, income 
from government property, profits of government enterprises, and nontax 
receipts of all levels of government (less subsidies), has been estimated from 
the consolidated government account. For countries without a system of ac- 
counts, indirect methods have been employed. (See Appendix for these meth- 
ods.) In so far as possible, the denominator used in computing the percentages 
shown in the tables was gross domestic product at market prices. For other 
purposes, some other aggregate—gross national product, total availeble prod- 
uct or even national income—may be suitable as a denominator. The choice 
of gross domestic product (in contradistinction to gross national product) was 
due partly to statistical convenience and partly to the fact that for various 
reasons gross domestic product (outside of the United States) has emerged 
as the most extensively used aggregate among national income stétisticians. 
(See Organization for European Economic Co-operation and United Nations 
sources cited in the Appendix.) 


TABLE I.—SHARE OF GOVERNMENT IN Gross Domestic PRODUCT In More 
DEVELOPED COUNTRIES 
(Per cent of Government Receipts to Gross Domestic Product at Current Frices. 
Countries Listed in Order of Their Postwar Averages.) 


Country 1948 | 1949 | 1950 | 1951 | 1952 | 1953 | 1954 | Postwar 


Average 1938 
United Kingdom 38 38 38 36 | 36 34 33 35 25 
Finland — — 32 30 33 32 30 31 19 
Netherlands 3i 31 3) 31 32 30 — 31 22 
France — 28 39 30 31 32 33 31 — 
Sweden 25 26 29 30 29 31 33 31 19 
New Zealand 31 29 27 32 31 29 30 30 23 
Norway 33 32 31 29 30 29 — 30 19 
Ireland — 27 28 29 29 28 | — 28 26 
Canada 26 25 25 28 27 27 27 27 18 
West Germany — — 25 27 28 28 28 27 — 
United States 24 23 25 27 27 27 26 26 19 
Australia , — 25 23 23 28 25 25 25 20 
Belgium 24 23 24 25 25 24 — 25 — 
Denmark AO 24 22 23 24 24 — 23 19 
Japan 23 31 23 22 21 21 21 22 15 
Venezuela — 21 22 — 21 21 — 21 — 
Switzerland 22 21 22 20 20 21 21 21 17 
Chile ` 19 21 20 21 23 — — 21 188 
Italy — — — 19 21 — — 20 — 
Israel — — — — 18 20 — 19 — 
a 1940, 


Note: See Appendix for methods, sources, atc. 
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TABLE II.——-SHARE OF GOVERNMENT IN Gross Domestic PRODUCT IN 
Less DEVELOPED COUNTRIES 


(Percent of Government Receipts to Gross Domestic Product at Current Prices. 
Countries Listed in the Order of Their Postwar, Percentages.) - 


Country | 1948 | 1949 | 1950 | 1951 | 1952 | 1953 |Average| 1938 


PS | GS, | fe | ANNE | LENS | | ED 


Ceylon -| 20 20 - 16 19. | 20 20 19 19 


Brazil 16 16. 16 - 18.1] 18 19 18 ` 16° 
Puerto Rico ~~ 17 17 17 17 17 17 — 
Cuba 14 14 15 15 . 15 17 15 — 
Indonesia —_— — — 14 16 == 15 14 
Burma 15 11 14 15 16 | 17 15 12 
Malaya --— 13.. 11 13 ` 16 16 14 — 
Colombia 9 9 | 10 AL. | -11> 10 10 E 
Mexico 9 11 10 il meme — 10 115 
Pakistan —~ 8 10 il 10 9 10 — 
Philippines ' 7 7 7 9 10 9 8 — 
India 8 8 8 9.1: 8 8 8 — 


* For Brazil 1940, for Mexico 1939. 
Note: See Appendix for sources, methods, etc, 


The main factor to ‘keep in mind in interpreting the percentages in Tables 
I and II is not so much the quality of the data on the government share but 
that of the denominator, gross product. For nearly all countries, the data from 
the government budget are the most reliable portion of gross-prcduct esti- 
mates. And though the latter have greatly improved in the past five years 
and are the best presently available, the errors are still considerable, especially 
for the underdeveloped countries. Small differences in the percentages between 
countries (except perhaps for the Scandinavian countries, the United States, 
Canada, Australia, United Kingdom, Netherlands, and one or two others) 
would not be significant. Nevertheless, the ‘percentage differences between 
countries are sufficiently large to make the tables worth studying. 

Countries commonly regarded as more developed are in general included in 
Table I and the less developed i in Table IT. In the countries listed in, Table I, 
the share of government in‘ total charges against gross domestic product is 
one-fifth or more; in the countries in Table II, less than ‘one-fifth. What may 
be termed semideveloped countries (Japan, Italy) occupy a middle position. 
As in all empirical material, one expects to find surprises, Venezuela, which is 
commonly regarded as an underdeveloped country, has an average of 21 per 
cent. The main reason for this is the large share of revenue from foreign coun- 
tries for oil production. Countries which are able to.tax exports such as Ceylon 
(as well as Venezuela)’ tend to show higher percentages than their level of 
economic development would lead Gne to expect.’ Somewhat surprising is the 
position of the United States. By other indexes, such as per capita income, 
labor-force' proportion éngaged in agriculture, ‘the importance of the noncom- 
modity producing sectors, the size of the. wage-earning class, the proportion 
of wages to national income, the United States usually shares the top of the 
list with the United Kingdom. It is difficult to explain the relatively low 
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percentage for the United States except in terms of the philosophy of laissez 
faire and private enterprise to which it adheres—at least to a greazer degree 
than other developed countries—and to the greater productivity of its economy. 

Somewhat surprising also is the low percentage for India. The chief reason 
for this may be the inability of the central government to tax agriculture, 
which is the principal means of livelihood. Under the terms of the Indian con- 
stitution, the power to tax agricultural land, incomes, products, etc., was 
denied the central government and reserved for the local authorities.1 The 
share of the Indian central government in total governmental receipts was 60 
per cent in 1950. This is the lowest percentage found in Asian countries for 
which requisite statistics are available.” 

On the whole, the underlying pattern discernible in the tables is that of a 
direct variation between the percentage share of government in gross domestic 
product and the degree of development of the economy, if one accepts the 
division of the countries between the two tables. The obvious, general ex- 
planation for such a relationship is the relative productivity of the economies. 
As an approximate tendency, the more developed the economy the greater its 
productivity. The greater its productivity the larger the relative margin of 
incomes above strictly physical subsistence, and the larger this margin, the 
greater, generally speaking, the potential taxable capacity of the economy. In 
a purely subsistence economy such as that of African communal tribes remote 
from the influences of Western economic penetration, the productivity of the 
economy is probably so low that the share of the government is lower than in 
any of the countries shown in the tables. The figure for Nigeria in the study 
by A. R. Prest and G. Stewart, National Income of Nigeria, is 6 pez cent and 
P. Deane’s surveys of African village economies of Tonga and Lozi households, 
though admittedly approximate, suggest even lower percentages.® 

Underdeveloped countries like Ceylon and Venezuela with high percentage 
shares of government receipts are able to extract larger revenues than their 
level of productivity seems to warrant at the expense of the rest of the world. 
Due to a variety of reasons, they are able to tax their exports without destroy- 
ing their markeis abroad. 

However, the foregoing explanation is weakened by the fact that the use 
to which government revenues are put, or the expenditure side of the state- 
ment, is not taken into account. Imagine, for example, a government which uses 
its entire revenue from existing taxes to purchase bread to be distributed free to 


*See U. K. Hicks, India, Pubiic Finance Survey (United Nations, New York, 1951), 
pp. 38-39. 

? In 1950, the central government’s share in Japan was 78 per cent, in Ceylon 92 per 
cent, in Malaya 77 per cent, in Indonesia 98 per cent, in Pakistan 62 per cent and in the 
Philippines 86 per cent. For Japan, between 1880-1900, the percentage exceeded 70 per 
cent. 


*The main conceptual difficulty in these studies is the problem o? valuation, especially 
with respect to regional pricing. The incoms statistics of the Rhodesias show a higher per- 
centage share of government. But in these countries the Westernized sector is considerable 
and the income of the purely indigenous sectors is a notional estimate. See also H. J. 
Herskovitz, Economic Anthropology (New York, 1952), Part V. 
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its citizens in proportion to their tax payments. In this situation, it can con- 
tinue to levý new taxes without any difficulty. Clearly, there is a need to 
consider the nature of the expenditures, especially certain types of transfer 
payments, subsidies, etc., which go to maintain or add to current productivity. 
However, as a rough approximation, in the explanation discussed above it is 
assumed that the overwhelming part of government expenditures are what 
Kuznets designates costs of the social framework and are not a part of final 
product satisfying human wants. “This does not mean that such changes in the 
social framework may not facilitate-greater production in the future; but then 
it will be accounted for when such greater. production means a greater flow of 
goods to individuals.’* Such expenditures, including also capital expenditures 
and large parts of those for.education, health, sanitation, etc., are costs which 
either maintain current productivity or add to future productivity. Even in 
the case of certain types of transfer payments stech as pensions to the aged 
and benefits to the unemployed, the payments go to individuals who are not 
participants in the productive activity of the economy. 

The percentages for each country during the pastwar years are, in contrast 
to intercountry variations, remarkably stable. With the exception of Ireland, 
Netherlands and Australia, the percentages do not vary more than three per- 
centage points, with India and Puerto Rico showing no change as far as the 
postwar years are concerned. One may account for the stability in the rela- 
tion of the two components as follows. Assuming no changes in the structure of 
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CHART 1, PERCENTAGE SHARE OF GOVERNMENT RECEIPTS In: Gross NATIONAL PRODUCT 
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taxes and their rates, changes i in incomes will be directly reflected (even though 
not proportionately) i in changes in direct taxes and income of government from 
property and entrepreneurship, while. changes in output will directly affect 
indirect taxes. And these receipts make up nearly all of the share of govern- 
ment as defined in this paper, the major exception being property taxes. Tax 
. *E. Lundberg, ed, Income and Wealth, Ser. I (Cambridge, England, 1951), p. 193. 


Emphasis mine. In a footnote, the above statement is noted’ to apply to government capital 
formation. 
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laws do change; but in the short run, barring revolutionary upheavals, the 
changes in rates and. structure are usually small and compensatory. Drastic 
changes meet with determined opposition from interested groups. 

The stability shown for the postwar years probably has existed for previous 
short periods under comparatively normal circumstances, as the accompanying 
chart indicates (see Chart 1). The changes in the percentages as between pre- 
war and postwar periods may be grouped into three categories. In one group 
are countries where the percentage fcr 1938 is significantly smaller than any 
percentage shown for the postwar years: United Kingdom, Finland, Sweden, 
Norway, Canada, Netherlands, United States, Sweden, Switzerland and 
Japan. In these countries with few exceptions the percentages for 1938 are 
around 15 to 20 and these jump to 25 to 30. A second category of countries 
show little change between prewar.and postwar: Brazil, Ceylon, Indonesia, 
Mexico, and, considering central government revenues only, Argentina (10 per 
cent), Thailand (10 per cent), Egypt (20 per cent) and Portugal. In the 
third category of countries, the magnitude of the changes in the two periods 
lies between. the other two categories: Burma, Australia, New Zealand, Ireland 
and Chile. There were increases in (na share of government but the increases 
were not as large as in the first group.” 

The first group of, countries is largely made up of developed countries in 
contrast to the second group which is mainly composed of underdeveloped 
countries. These figures taken together with the chart suggest the hypothesis 
that in a developing economy, productivity of the economy during short-run 
normal years increases faster than the percentage share of the government. It 
takes. a major event (wars, depressions, etc.) to raise government expenditures 
beyond previous levels and to force authorities to expand receipts beyond 
previous levels. But- after the war, depression, etc., the percentage share of 
the government: does not recede to'the previous low levels. Apparently, the ' 
spending needs of the government are inexhaustible and once sources of 
revenues are opened up, ways of spending them are easily found. This sug- 
gests that the major constraint on total government activity is not the ex- 
penditure side of its account but its revenue side, even for developed countries. 
(During an abnormal period, large-scale borrowing is possible.) 

For underdeveloped economies, changes in productivity proceed- slowly and 
even major events cannot succeed-in raising the share of government. ap- 
preciably. With slow changes: in productivity, there is little tendency for the 
share of government to lag behind productivity. This may be seen in. the 
early figures for the United States, United Kingdom, and Norway. The per- 
centages do not vary much and even wars prior to the first world war do not 
make an appreciable dent . in: the level of the government’s share in ee 
product. 

For each country in the chart, the historical. drift of the percentage chars 
of government is upward. Note that tke share for the United Kingdom is 
considerably higher than the others. The percentage share of the Japanese 


® Participation in the war was a factor necessitating a greater share for government tOr 
those countries actively engaged. 
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government in the 1880’s is around 10 to 15 per cent. Even if 10 per cent 
: is used, Japan’s share around 1880 is very high, as high as the percentages 
for the United Kingdom. The economy oi the United Kingdom in 1880 was 
a highly industrialized one with railroads, steamships, factories, scientific agri- 
culture, etc. Industrialization in Japan in 1880 had. hardly bégun, with very 
few factories and hardly any railroads; it was for all intents and purposes a 
feudalistic economy, predominantly agricultural. For its government to extract 
a share as'‘large as 10 per cent or more from such a low-productivity economy 
would seem to involve extreme sacrifices on the part-of the peasantry—sacri- 
fices which could only be induced, by repressive measures. This need for a 
large government share may explain i in part the aori aan character o: the 
Meiji government.” 

Limitations- on the foregoing discussion (other: ‘hia statistical) should be 
indicated. The generalizations ‘suggested are valid only in a-broad sense. They 
have been derived from global aggregates. It is obviously necessary to go 
beyond such global totals, to differentiate between types of receipts: (indirect 
and direct taxes, property incomes, enterprise: incomes, fees, fines, etc.) and 
levels of authority (central, state, municipal; village, etc.). More important, 
the expenditures of the government should be taken into account and related 
to the receipts of government. If the expenditures could. also be divided into 
sector destination, a consolidated government account might be obtained which 
would show the flow of funds from the sector of origin.to the sector receiving 
the funds: Such a scheme, together with a classification by types of receipts 
and expenditures and a functional classification of expenditures might be 
useful for developmental purposes in the case of the underdeveloped countries. 
The increasing availability of global statistics, national income and product 
and consolidated government accounts, will in time make available a broad 
statistical framework for the detailed study of government activities. 


APPENDIX i.n 0‘ - en 


Domestic product as distinct from national prcduct’ measures the nation’s 
product without deduction of output corresponding to property income going 
to nonresidents (less property income received from’ abroad). More appro- 
priate than gross product would be -nét domestic product, which is exactly 
divisible into the three shares: income from work, ‘income from property’ and 


ef K. Obkawa’s national income estimates (aie 3 per cent for depreciation) are 
used, the share is closer to 15 per. cent. ‘Tf. the total computed by the writer in another 
paper is used, the share ‘is closer to 10 per cent. ` 


T See also M. Abramovitz, ed., Capital Formation and Economie Growth (New York, 
National Bureau of Economic Research, 1955), pp. 244-46. The stability of the percentages 
for any given country suggests something about the ‘reliability of the: gross product. esti- 
mates. For Japan, these estimates from 1930.to the present are known to be more, reliable 
than any availzble estimates before 1930. While the government’s percentage share is stable 
for the 1930s and 1950's, it is highly unstable for the period before 1930. This may be 
due partly to the unusual importance of land taxes whose yields were largely insensitive to 
gross product changes. The percentage for Brazil in Table IZ seems also rather high and 
that for Mexico somewhat low. Gross product estimates for the former may be too law 
and for the latter too high. 
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_ the’share of jo eniin But depreciaticn i éstimates are more or less arbitrary 
for most of the underdeveloped countries. Valuation of product at factor cost 
` is not suitable since it excludes indirect taxes which are a large part of the 
share of government. This share defined to exclude indirect taxes becomes 4 
somewhat arbitrary magnitude as far as the purpose of this pap=r is con- 
cerned. 

However, in market-price valuation, subsidies are deducted from indirect 
taxes; the total share of government could be better compared by using as 
denominator a total which includes subsidies. Since subsidies are as much a 
part of factoral income of recipients as any other income, they should be left 
in the share of the recipients; and since the measure of the government share 
should: include ell indirect taxes subsidies should not be netted out in the valua- 
tion of gross domestic product. This wculd give an aggregate equel to gross 
domestic product at market prices plus subsidies. However, statistically, sub- 
sidies make very little difference and for this study the adjustment was not 
thought worth making.® 

The share of government in gross domestic product at market prices may be 
represented in the consolidated government account as follows: 


Payments Receipts 
Government expenditure on goods and Indirect taxes 
services Direct taxes 

Subsidies Income from property 
Interest on public debt Profits of government enterpris2s 
Transfer payments Nontax receipts 
Surplus (or deficit) 

Total payments Total share 


In this study, only the receipt side of the account needs to be defined. In 
general, the definitions employed are those found in the United Mations’ A 
System of National Accounts and Supporting Tables (New York, 1953), p 
36, which are also those used in the standardization by the Organization for 
European Economic Cooperation. 

Indirect taxes: taxes on goods and services chargeable to business expenses 
and taxes on the possession or use of gcods and services by households. Spe- 
cifically these are import, export and excise duties, local rates, entertainment, 
betting and sales taxes, licenses, stamp duties, vehicle taxes, etc. Real estate 
and land taxes are also included if they are not merely administrati 7e devices 
for the collection of income taxes, as in Asian countries. 

Direct taxes: all taxes other than indirect. They include income taxes, 
surtaxes, and social security contributions. 

Income from property: rent, interest end dividends accruing to the govern- 
ment from the ownership of property. 

Profits of government enterprises: the profits of all such enterprises except 


8 Gross domestic product at market prices plus subsidies adds a duplicative item to gross 
product. But for tne purposes of real product measurement over time or betweea countries, 
the conventional total, gross product at market prices, is not devoid of a significant amount 
of duplication. See S. Kuznets in Income and Wealth, Ser. I, op. cit. ~ 
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those of government monopolies.such as those for tobacco ‘and alcohol. The 
profits of the latter are included in indirect taxes (or subsidies, when: nega- 
tive.) The line between the two types of enterprise is difficult to draw and in. 
general all others are included here. Government enterprises are defined as 
units which are financially integrated with general government. 

Nontax receipts: these exclude sale of existing assets and include fees, 
fines, penalties and similar charges. In the UN system, a small portion of these 
are regarded as household consumption expenditures and are excluded. For 
the purpose of this paper, it is best to treat all of these as government receipts. 
(But the sum involved is thought to be small.) 

In the UN system, capital levies, inheritance taxes, and the like are ex- 
cluded from government receipts on the ground that they are not paid out 
of current income. For the purpose of this paper, these are included in direct 
taxes. 

Government is defined to include, besides central, state and local authorities, 
various other entities such as social security boards, funds, agencies, etc., 
where compulsory contributions are involved. (See UN System, pages 11 and 
12 where government enterprises are defined as distinct from public corpora- 
tions. ) 

On the basis of these definitions, both the UN Statistical Office and the 
OEEC have undertaken the task of standardizing government statistics and 
national accounts. However, the standardization has not advanced very far 
with respect to a number of underdeveloped countries. 

For most countries in Tables I and II, the data on the share of government 
has been taken from consolidated government accounts in the national income 
publications. (These publications are cited in the UN’s Statistics of Income 
and Expenditures, Series H, No. 9 [New York, 1956].) The exceptions are 
as follows. For Finland, West Germany, Venezuela, Switzerland, Israel, Chile, 
Italy, Brazil and Ceylon, the data have been obtained from government budg- 
ets as published in the official statistical yearbooks of each country. Since 
these budgets for various levels of governments were not consolidated, inter- 
government transfers were deducted. Receipts from sale of property, gifts, 
borrowing, proceeds of loans, carryovers from previous years and similar 
items were deducted. Wherever possible receipts from government enterprises 
were taken on a net basis. On the whole this approach tends to overstate some- 
what the share of government since a small part of transfer payments and 
capitals receipts were difficult to eliminate. A slight modification was adopted 
for Cuba and Pakistan for which local government revenues were not available. 
Income. originating in local governments was substituted for their receipts. 
The resulting understatement is thought to be slight for these countries. 

' Gross domestic product statistics in Tables I and II were taken from Gen- 
eral Statistics, Nov. 1955, published by OEEC (for most of the European 
countries), and from the Statistics of Income and Expenditures, Series H, Nos. 
8 and 9, and in a few cases from the official national income publications. Net 
totals for Pakistan and India were raised 4 per cent for depreciation. Ar- 
gentina, Thailand, Egypt, Turkey and Greece were omitted from the tables 
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because local government statistics were not available. The Rhodesias were 
` excluded because income of the indigenous tribes was notional. 

The data underlying the chart were taken from the following sources: for 
the United Kingdom gross national product, from the paper by J. B. Jeffreys 
and D. Walters in Income and Wealth Series V, National Institute of Eco- 
nomic and Social. Research, Reprint Series No. 6 (London, 1956); the share 
of government from budget statistics in the various issues. of the Statistical 
Abstract of the United Kingdom. For the United States, gross national product 
for 1902 from R. Goldsmith, A Study of Savings, Vol. 3 (Princeton, 1955), 
extrapolated to 1890 with the national income series of the National Indus- 
trial Conference Board. Share of government for 1890, 1902 and 1913 from 
Historical Statistics of the United States, Census Bureau. All data from 1929 
on from Commerce Department national income accounts. For Norway from 
Nasjonalregnskap, 1900-1929, 1930-1948 (Central Bureau of Statistics, Oslo, 
1953, 1952). For Canada, from National Accounts, 1926-1950 (Ottawa, 
Dominion Bureau of Statistics, 1952). 

Mimeographed copies giving further details as to sources and canen to- 
gether with the absòlute figures for the government share underlying Tables 
I and II and all figures for the chart are available to readers who may wish 
to write for them to the author, Food Research Institute, Stanford University, 
Stanford, California. . 

‘Harry T. Osuima* 


* The author is a member of the research staff of the Food Research Institute, Stanford 
University. The paper was 8 read and criticized by Rosamond Peirce, statistician, Food Re- 
search Institute. : 


An Estimate of the Tax Element in Soviet Bonds’ 


It has long been common knowledge among students of Russian affairs that 
government sale of bonds to the Soviet population is not accomplished on a 
completely voluntary basis. To the extent that sales are compulsory, of course, 
a tax element is introduced. The use of compulsion by a government to achieve 
economic ends can usually be defined as involving a tax upon individuals, 
though typically the relationship is not as obvious as in the case of forced 
- loans,? A method of estimating the amount of tax in the case of Soviet forced 
loans will be indicated below. 

The Soviet so-called “mass-subscription’” loans have been sold to workers 
and peasants at their places of work since 1927.8 Payment is typically made 
in 10 equal monthly installments in the form of wage-withholdings. The bonds 
pay a nominal annual interest return which amounted to 13 per cent in 1927 


* The data and institutional information which provide the background of this paper are 
taken from Soviet sources cited in this writer’s Soviet Taxation: The Fiscal and Monetary 
‘Problems of a Planned Economy (Cambridge, Mass., 1955), Ch. 8. 

? The draft of citizens into the army, for example, can be viewed as constituting a.tax in 
kind equal in value to the difference between civilian and army pay. 


*The bulk of bonds have been sold to workers, however. In the discussion which fol- 
lows, we will be primarily concerned with purchase by workers. 
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ed and stands now at 2 per cent. Since the early 
has been discharged primarily in the form of 
yet stiles, everyone was the winner of at least one 
sete bond. Today, only one out of every feur bond- 
but it is a much larger prize—the rest receive 
é end of 20 years (in the early ’thirties, 10 years) 


S. Ş S izes are highly differentiated ranging, teday, from 
F nis” .? Ry <ables on a 200-ruble bond.* Lottery winners simul- 
& ay aor” S; “principal ; otherwise the bonds are not redeemable 


2 aS) sO Se S e+Toduction of the lottery element as well as the gradual 


we S KA less unattractive investment to the Soviet captive-sub- 
Ñ ¿nce of many countries with lotteries of this kind had 
~ popularity with the public (at least when the bonds were 
basis. J9 
En Jaracter of Soviet loans can be deduced in a number of ways. 
‘source of direct information however: former Soviet citizens 
ide the U.S.S.R. report rather consistently that strong pres- 
-ed on workers to subscribe from 2 to 4 weeks salary every year.’ 
__--wiréctly, it seems highly unlikely that a people with a standard of living 
as low as the Soviet standard of living would be willing to invest roughly 5 
per cent of personal income every year in bonds not redeemable before ma- 
turity or at least not before a lottery is won.® This decision would be difficult 
enough to understand if the Soviet government made no other claims upon 
the citizenry. In fact, however, the Soviet tax burden is the highest in the 
worid and claims about 50-per cent of personal income every year apart from 
sales of bonds.’ That more than one-quarter of the taxes collected are spent 


1A. V. Bachurin, Finansy i kredit SSSR (Finance and Credit in the USSR) (Moscow, 
1953), p. 210. 


* Assume, for example, that the Soviets issue a 1 million ruble 2 per cent 20-year loan 
which is subscribed to by 10,000 persons each purchasing a 100 ruble bond. The total annual 
interest due would be 20,000 rubles‘or an average of 2 rubles per person. Under present 
lottery arrangements, however, the entire amount is divided up among one-eightieth of 
the subscribers or 125 persons who receive an average of 160 rubles each, with some getting 
considerably less and a few considerably more, depending on the draw. After 20 years, 
2500 persons would have won prizes and have had their bonds retired; the remaining 7500. 
would receive back their 100 rubles principal without interest. 

€ The most recent entrant in the field of government bond-lotteries is Great Britain. The 
forthcoming British lottery was announced in the spring, 1956 by the then Chancellor of 
the Exchequer, Sir Harold MacMillan. 

T Available aggregative data on value of bonds purchased by the population and on 
total personal income indicate the reliability of these informants at least with regard to 
the “2 to 4 weeks salary” figure: We have no way of checking directly their statements 
about the existence of “pressures.” 

. In 1940, for example, bond purchases totaled 9.2 billion rubles or 5.5 per cent of a 
total personal money income of 236 billion rubles. Cf. Soviet Taxation, pp. 251-52. 

° Cf. Soviet Taxation, p. 253; F. D. Holzman, “The Burden of Soviet Taxation,” Am. 
Econ. Rev., Sept. 1953, XLIII, 561. Of course, the level of taxes and the standard of living 
are not entirely independent causes of a low voluntary savings function. However, even if 


~ 
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every year on education, health, old-age pensi 
nature for which people in capitalist countries 
ther reduces the population’ s propensity to save, 

The serious price inflation which engulfed th. 
to 1948 would have been sufficient to have disco ti 
the absence of all other deterring factors. Retail price p 
purchased by the population rose roughly 6-fold from 192 
fold from 1928 to 1948.1° Despite the high nominal rate J Bo 
from 13 per cent in 1927 to 8 per centin the early ’thirtieg’) © 
interest must have been negative for all years before 1948 with% € 
1927 and perhaps 1928, at which time the inflation was just - i 
For the average price increases over these years were 22 per cel 
annually from 1928 to 1937 and 14 per cent from 1928 to 194 l 

As an investment, the attractiveness of the mass-subscription eee 
have been still further reduced by the currency conversions of 1930, 
1938 and 1947. In the first three of these, all outstanding bonds were rec 
and reissued at lower ‘interest rates and with more distant maturity dat 
The conversion of 1947 was part of the more general currency reform o 
December of that year. The provision with respect to mass-subscription bonds 
outstanding was for the conversion of all outstanding issues, regardless of when 
they had been purchased, to a new 2 per cent 20-year loan at a ratio of three 
old bonds for each new bond. 

In the late twenties, though the bonds were obviously sold on a compulsory 
basis, the burden of purchase was probably somewhat lightened by the real 
enthusiasm that many workers felt for the five-year plan as the road to social- 
ism and to a better way of life. As revolutionary ardor cooled and the standard 
of living in the ’thirties fell and remained below the 1928 level, it ‘seems 
lizely that the salutary effects of this factor were attenuated. 

Two other phenomena are indicative of the compulsory nature of these 
loans. First, despite the fact that the bonds are obviously not a desirable 
form of investment, the flotations have always been oversubscribed and usually 
within a few days of the issue date. For example, the loan of 1953 was reported 
by the Soviets to have been oversubscribed in 4 days.’* Second, in addition to 
“mass-subscription” loans, the Soviets also have so-calied “cash” loans—gov- - 
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Soviet taxes were no greater than in other nations, it seems dubious that the standard of 
living would be sufficiently high so that the people would annually invest 5 per cent of 
their income in bonds. 

» These figures are taken from Janet Chapman, “Real Wages in the Soviet Union, 1928- 
1948,” Pev. Econ. Stat, May 1954, XXXVI, 143. Mrs. Chapman computes a series of 
estimates based on different weighting systems. I have taken simply a crude average of her 
results. Naum Jasny’s estimates of a worker’s cost of living in the USSR correspond rqther 
closely to the higher of Mrs. Chapman’s estimates. Jasny’s estimate for 1940 shows roughly 
a 50 per cent increase in cost of living relative to 1937. Cf. his The Soviet Economy During 
the Plan Era (Stanford, 1951), p. 58. 

“ The existence of a negative real rate of interest is probably a sufficient explanation of 
the refusal of the Soviet government to convert bonds freely. 


2 New York Times, June 10, 1954, p. 7. 
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ernment bonds much like our “E” bonds which can be purchased at state 
banks by anyone at any time. Needless to say, these bonds are not great 
sellers, and the few which are sold probably go to higher-paid government 
functionaries, factory managers, and successful artists. The obviously volun- 
tary. nature of the “cash” loans highlights the compulsory character of the 
“mass-subscription” loan. 

. The tax element in the compulsory sale of a bond is defined as follows: 


Vm 


T = V; — —— 
"Pp, /P, 


T is the absolute amount of tax. 

V; is the present value of the bond at its nominal or stated rate of 
interest. | 

Vm is the present value of the bond at the market rate of interest** on 
the assumption that the purchaser expects no change in consumers’ goods 
prices over the life of the bond. 

P,/P. is the price index of consumers’ goods which the bondholder, at 
date of purchase, expects to prevail in the year when the bond matures. 


Let us assume now that in the early ’thirties a worker is forced to buy a 
100-ruble 10-year 10 per cent bond. The nominal present value of such a 
bond is 39 rubles" and this is the amount the worker had to hand over to the 
state. The amount which he would have been willing to have paid for such 
a bond would have been much less, of course, though presumably the bonds 
would have sold on a voluntary basis had the interest rate been sufficiently 
high (ż.e., the present value sufficiently low). The market rate of interest 
tended to be higher than the nominal rate carried on the government bonds 
for the following reasons: (1) low income, (2) expectation of further inflation, 
(3) possible expectation of further “conversions,” and (4) nonnegotiability, 
which made it impossible to avoid risks connected with (2) and (3) as well as 
all other risks. , 

We can be quite sure that the market rate of interest must have been higher 
than 10 per cent in the thirties because of the low income and nonnegotiability 
factors alone. This is deduced as follows. There was no inflation, and probably 
no expectation of inflation in 1927; nor is it likely that there was any expecta- 
tion of a bond conversion since the first of these occurred in 1930. Neverthe- 
less pressure had to be brought to bear upon the population to subscribe to 
bends carrying a nominal rate of interest of 13 per cent. This implies that 
the market rate for household savings must have been higher than 13 per 
cent at the 1927 level of income. During the ’thirties, however, the level of in- 
come of the population was certainly below that of 1928, and probably also of 


B By market rate of interest we mean that hypothetical rate of interest at which the 
Soviets could just sell to the population in a free market and on a voluntary basis their 
entire flotation of bonds. As indicated, however, for analytical purposes we exclude the 
effect on the interest rate of the expectation of rising prices. 


“ All present values are rounded to the nearest ruble. 


ha 
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1927;*8 hence the demand for bonds in the ’'thirties must have been still lower, 
and the implied market rate of interest still higher, than in 1927. While it 
is obviously impossible to determine the rate of interest on bonds which would 
have prevailed had there been a free market, it seems conservative in light of 
the facts mentioned to suggest a minimum rate of 15, or even 20 per cent. Now 
the present value of a 100-ruble 10-year 15 per cent bond is 25 rubles, and 
of a 20 per cent bond, 16 rubles. So even abstracting from the expectation of 
inflation which prevailed, the tax on Soviet bondholders amounted at least to 
from 14 to 23 rubles out of the 39 rubies paid to the state. | 

The tax element is much greater, of course, if inflation and the expectation 
of further inflation are taken into account. Let us assume that the expectation 
of inflation in the ’thirties corresponded with the degree of inflation which 
actually prevailed from 1928 to 1937, i.e., a 600 per cent increase in prices 
over the 10-year period. In this case, workers would not have been willing to 
pay 16 or 25 rubles for.the bond under discussion, but only this amount de- 
flated by the six-fold price increase, viz. 224 or 4% rubles. The tax element 
increases then to 3454 and 3614 rubles out of the 39 rubles handed over to 
the state. In other words, the tax amounts to:89 and 93 per cent of the price 
of the bond. If expectation of further “conversions” could be quantified, the 
tax element in the sale price of bonds would, of course, be increased still 
further. 

Further estimates may be made to take account of changes both i in economic 
conditions and in the terms of sale of the bonds during the ’thirties. Thus, the 
nominal rate of interest dropped from 10 to 8 and then 4 per cent; the life of 
bonds was lengthened from 10 to 20 years;?* inflation proceeded unevenly; the 
lottery principle was introduced and may have increased somewhat the desir- 
ability of the bonds.*’ A crude indication of the effect of changes in some of 
the factors mentioned is shown in Table I: 


TABLE I.—Tax ELEMENT AS PER Cent or Compuzsory PURCHASE PRICE (T/V}) 


SEE E ETE ` Expected 10-year price rise: 200% 600% 
rate of interest Market rate of interest: 15 20 15 20 
10 67. 9 79.5 |. 89.1 93.2. 
8 72.8 82.6 90.8 04.2 


4 | ; 81.6 | 88.2 | 93.8 | 96.1 


*Tt is now generally conceded that the standard of living of. the. population which fell 
sharply for 4 years after the first five-yéar plan was put into effect in 1928, did not recover 
in the ’thirties to the 1928 level. Mrs. Chapman’s estimates indicate that the real wage of 
workers in 1937, before direct taxes and bond purchases, was from 58 to 82 per cent of 
the 1928 level (op. cit., p. 146). And 1937 was probably the best year of the ’thirties for 
the consumer. 

* This was offset at about the same time by the intvoduction of lotteries. Since lottery 
winners’ bonds were retired and since everyone eventually won a lottery, the average life 
of the 20-year bond was 10 years. 

* The favorable effect on the implicit naket rate of interest of the lotteries was offset 
in part, if not entirely, by the declining enthusiasm of the population, the rising rate of 
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If our assumptions are reasonable, then at best, the tax element must have 
amounted to more than two-thirds of the price of bonds in the ’thirties; at 
worst it amounted to almost the entire price of the bond, ż.e., the sale of bonds 
was virtually equivalent to the collection of taxes. 

Since the currency reform of 1947, conditions have improved considerably 
and the element of tax in Soviet bonds has probably been reduced substantially. 
True, the mass-subscription loans are still, apparently, forced upon the 
population,** the nominal interest rate has declined to 2 per cent, bonds are 
still neither marketable nor redeemable upon demand and the standard of 
living is still low.?® On the other hand, however, the income and standard of 
living of the population have risen steadily and-fairly rapidly over the past 
10 years,*° probably generating a genuine desire to save among some elements 
of the population. Even more important, the bonds are a better investment 
than before because inflation has been halted. In fact, a planned deflation has 
been in effect since 1948 and prices are currently at less than half of the 1947 
level.” Finally, there have been no conversions since 1947. 

Suppose, for example, that the implicit market rate of interest has fallen to 
15 per cent abstracting from price expectations, and that the expectation of 
bondholders is for prices to fall to one-half of the present level over the next 
15 years (the expected life of a 20-year bond issue, 25 per cent of which is 
retired before maturity). Given the 2 per cent rate carried by new Soviet bonds, 
the tax element works out to 39 per cent of the present value of the bonds. If 
the market rate of interest were assumed to have fallen to 10 per cent the 
tax element would be reduced to 5 per cent. In my opinion, the market rate, 
abstracting from price expectations, is not likely to have fallen by so much. 
Incomes at present, while rising, are hardly above the 1928 level. 

The decline in the tax element in Soviet bonds may be responsible for the 
reduced Soviet reliance on bond sales in recent years. In particular, the issues 
of 1953 and 1954 were only one-half those of 1951 and 1952. Bond sales were 
stepped up again in 1955 to meet growing inflationary pressures generated 
by the reinstitution by Bulganin and Khrushchev of the traditional policy of 
emphasizing industrial development at the expense of the consumer. 

ADDENDUM: Pravda reported on April 10, 1957 Khruschev’s speech of 
April 8 proposing to the Soviet people that the Soviet government stop pay- 


taxation, and the increasing provision of free medical and educational services to the popu- 
lation. 


* This seems quite clear from the fact that when flotations of 1953 and 1954 were re- 
duced to 15 billion rubles after having been at 30 billion in 1951 and 1952, there was no 
attempt by the population to “over-subscribe”’ to the tune of 15 billion rubles. 


* The expectation of redemption before the end of 20 years is also less at present than 
in the "thirties since only 1 out of every 4 bondholders can expect to win a lottery. On the 
other hand, this disadvantage may be offset by the possibility, though lower probability, of 
winning a larger prize, and by the effect of the planned deflation (below). 

” Peter Wiles, “Retail Trade Prices and Real Wages in the U.S.S.R.” Bull. Oxford Univ. 
Inst. Stat., Dec. 1954, XVI, 373-92. 


= Cf. Narodnoe khosiaistve SSSR (National Economy of the USSR), (Moscow, 1956), 
pp. 210-11. 
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ment, for the next 20 or 25 years, of both principal and interest on the 260 
billion rubles worth of .“mass-subscription” bonds outstanding. Furthermore, 
he proposed that beginning in 1958 sales of bonds to the population be dis- 
continued with the exception of the so-called “cash” or “freely circulating” 
bonds, The discontinuance of sales of ‘“mass-subscription” bonds is easy to 
understand in light of the decline or elimination of the tax element in the 
bonds. The (what appears to be a) default is a drastic step and is hard to 
understand at the present time in the absence of overt crisis and in view of 
the fact that the service burden is slight and will continue to be slight until 
1968 when the first of the bonds outstanding, aside from lottery winners’ 
bonds, are due for retirement. 
FRANKLYN D. Hotzman* 


* The author is associate professor of economics at the University of Washington. 
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On the History and Method of Economics—Selected Essays. By FRANK H. 
Kwnicut. (Chicago: University of Chicago Press. Pp. viii, 309. $6.00.) 


The habit of celebrating the birthdays, or the retirement, of valued aca- 
demic figures by the publication of a Festschrift is one which springs from 
motives which are to be highly commended. But the results are often to be 
deplored. Who does not know them, those forlorn tomes with their pious dedi- 
cations and their pathetically miscellaneous contents? Apart from the honored 
recipients, whom we must assume to be moved by a deep sense of obligation, 
who reads them? Who remembers what they contain? For the most part, 
unless they are republished elsewhere, the tributes are almost as lost as the 
verses which, so we are told, were thrown by the assembled poets into Edmund 
Spenser’s tomb. 

‘The friends and admirers of Frank Knight have adopted an alternative 
method which, it is to be hoped, will be widely imitated. Instead of present- 
ing the individual to be honored with a heterogeneous collection of other 
people’s writings, they present him with a homogeneous collection of kis own, 
thus indicating the value they set on his thought and taking effectual steps to 
bring it further to the notice of the public. Where Frank Knight is con- 
cerned, this has happened three times, with the result that in the collections 
thus assembled, Tke Ethics of Competition (New York, 1935), Freedom and 
Reform (New York, 1947), and the present volume, there have been pre- 
served for posterity and made readily accessible for the use of students some 
of the most valuable contributions to the thought of our time, which otherwise, 
by reason of the innate diffidence of their author, might have remained for- 
ever dispersed 1 in the comparative obscurity of the files: of old journals. It is 
a service for which we should all be grateful to the successive generations 
of his pupils who have been responsible. 

The History and Method of Economics is divided into four parts. The first 
two deal with history and contain, respectively, a long article on “Economics” 
from the 1951 edition of the Encyclopaedia Britannica and a collection of 
critical dissertations on Ricardo, Wicksteed and Sombart. The third con- 
tains a collection of articles on method; while the fourth contains two 
papers, a presidential address to the American Economic Association and 
another, which also touch on method but which are perhaps more concerned 
with certain ultimate questions of value and conduct. 

The leading feature of the historical sections is the long essay on the 
“Ricardian Theory of Production and Distribution.” Here the object is 
avowedly not so much to give a sympathetic exposition of the origin and 
history of the system under discussion as to make it the subject of critical 
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analysis designed to exhibit what in the author’s opinion are “correct” 
(F.ELK.’s quotes) views. In this, I think, it is outstandingly successful.-It is 
much easier, after reading this commentary, to understand what its author has 
been trying to elucidate in his own more positive statements; and the future 
historian of thought will do well to read it in conjunction not only with Risk, 
Uncertainty and Profit but, even more, with more recent contributions to the 
theory of capital and interest. At the same time, while there is certainly no 
very strenuous attempt to discover.what core of local and temporal justifica- 
tion may inhere in the various propositions under review, I would not say that 
the criticism, which is very severe, usually goes beyond the bounds of a . 
degree of simplification legitimate for the purpose in hand. 

There is one exception to this, however. I cannot believe that it is even 
approximately correct to argue, as Knight argues, that the “Classical econo- 
mists give no picture of a system of prices and practically no hint of a system 
of economic organization worked out and directed by price forces” (p. 41). It : 
is true that there were many details left for subsequent generations to fill in. 
But surely it was just ‘such a picture—a picture of the division of labor in 
relation to the market—which was the great achievement of the classical sys- 
tem-—an achievement which will endure long after its more detailed proposi- 
tions have been shown, either to be just wrong, or to belong to the category 
of very special cases. I cannot help thinking that in stating this alleged “aber- 
ration” of the classical system, Knight was thinking almost solely of Ricardo’s 
Principles, which avowedly is confined chiefly to problems of value and dis- 
tribution; and was forgetting not only that “Ricardo’s own great master” is 
specifically included in his preliminary statement of the extent of the system 
under criticism (p. 37), but also that in the masterly (and much more tolerant 
and conciliatory) general account of the history of economics with which the 
collection opens, he refers to the “thoughtful men who, with Adam Smith’s 
picture of the mechanism of organized economic life in their minds” (p. 10), 
attempted to explain the phenomena of agricultural prices, rents and rates of 
profit and interest in the period after the Napoleonic Wars. 

For many readers the main interest of this volume will reside in the section 
which deals with method. It is not easy to define the peculiar excellence of 
Knight’s contribution to this field. It is a matter on which any short statement 
must almost necessarily be wrong, and almost certainly distasteful to the 
distinguished author, whom, with the compilers of this collection, I am 
especially anxious to please. Indeed I can conceive a contention that perhaps 
its chief value lies in the process of assimilating it, of having one’s nose 
rubbed against the ultimate questions and being made to appreciate how 
difficult they are. But there are perhaps two features which lend themselves 
to special mention. 

First, comes his aie. both on the value ‘and’ on the limitations ‘of 
= purely economic explanation. Here, from his first work in this field, the 
memorable essay on “The Limitations of Scientific Method in Economics” in 
the Tugwell symposium, Tke Trend of Economics (New. York, 1924), Knight’s 
attitude has had a double aspect: in conversation (so to speak) with his 
fellow economists, admonitory, sceptical, at times even nihilistic; in debate 
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- with unwary practitioners of other disciplines, conservative, constructive, elu- 
cidatory—a defensive advocate who wins every time because he never over- 
states his case. It is difficult to imagine more salutary reading for the cocksure 
economist than the essay, reprinted in this volume, on “Statics and Dynamics,” 
or for the cocksure critic than the few pages devoted to Maclver’s strictures on 


- economics in the essay on “Social Causation” (pp. 143-46). 


Secondly, and in my judgment even more important, is his continual in- 


_ sistence on the special nature of the problems of the social sciences, con- 


cerned as they are with individuals who are capable of learning and acting on 
the basis of such learning, rather than with unreflecting entities. No one has 
so successfully waged war upon the position that “since natural cbjects are 
not like men, men must be like natural objects” (p. 122). Yet few have 
adopted a more catholic approach to social studies in general which, while 
vigorously rejecting pure positivism, insists continually that “any rational 
attack upon the problems of knowledge and action, in connection with human 
and social data, must at least provisionally rest upon a pluralistic conception 
of the subject matter” (p. 122). We may single out the beautiful essay on 
“Social Science” with which this part of the series begins, as an example of 
the positive aspect; the devastating critique of Lundberg (the sociologist, not 
the economist) with which it ends, of the negative aspect of this attitude. 

The papers of the last section,.as indicated above, are chiefly concerned with 
questions relating to purpose and objectives. Indeed it would not be altogether 
fanciful to regard them as Knightian variations on the theme of the famous 
Gauguin mural—“D’ou venons-nous? Que sommes-nous? Où allons-nous?” 
Somewhat surprisingly, the text of his admirable presidential address is 
Talleyrand’s “Le seul bon principe est de wen avoir aucun” which, even 
more surprisingly, F.H.K. rewords as “The right principle is to respect all - 
the principles, take them fully into account, and then use good judgment as 
to how far to follow one or another in the case in hand” (p. 256). Not per- 
haps a very cut and dried solution for any eager souls who, attracted by the 
title—“The Role of Principles in Economics and Politics”—had turned up 
hoping for simple guidance; but extraordinarily. characteristic of the author, 
with his salty wit, his candor, his modesty, his hatred of nonsense, his love 
of truth and his passionate desire—to use his own inveterate habit of quota- 
tion marks—‘“to talk it out” and to give the poor wretched type, man, the 
one chance in ten that his better „perceptions and his powers of reason make 
possible. l 

LIONEL ROBBINS 
London School of Economics 


Economic Commentaries. By DENNIS H. Ropertson. (London: Staples 
- Press, Ltd. New York: John de Graff, Inc. 1956. Pp. 174. $3.75.) 


With one exception, these “Commentaries” have all been printed before. 
The exception represents two lectures given in Denmark in 1955 and deals 
critically with some of the recent developments in price theory. 

The ten papers comprising this slender volume have been appropriately 
divided into two parts. Part I is intended for professional economists and 


400 THE AMERICAN ECONOMIC REVIEW 


deals with problems of formal theory: the theory of pricing, the measurability 
of utility, some issues in interest theory, and “Thoughts on Meeting Some 
Important Persons,” which, as those who read the original article may recall, 
turn out to be autonomous investment, the Domar-Harrod growth equation, 
and the idea that saving may generate its own investment—all notions for 
which Sir Dennis humorously claims some spiritual parentage. 

Part II is concerned with broader policy issues: the postwar business cycle, 
sterling convertibility, wages and inflation, the economist’s role in policy 
recommendations, and the “art of earstroking” (z.e., the use of government , 
persuasion to achieve results which Robertson believes could be better brought 
about by the working of relatively free markets within an appropriate legal 
framework). 

Virtually all of these papers are lectures, formal addresses, or informal talks 
to seminar groups. Probably for this reason, the intellectual fare provided by 
this volume, taken as a whole, is not as substantial as Robertson has provided 
in some of his other works. But there is still much excellence here in the form 
of rigorous analysis, keen insights, balanced judgment, penetrating but con- 
structive criticism—combined with the Robertsonian humor and the finest 
literary style among living economists. It is a very spoiled reader, indeed, who 
would ask for more. 

The four theoretical pieces, dealing with as many separate subjects, have 
no obvious unifying thread. As the title of the collection suggests, they are 
critical commentaries on a variety of issues raised in the recent literature. 
But despite variety of their subject matter, they all reflect one of Robertson’s 
greatest virtues as a theorist and critic. He has a gratifying concern over the 
commonsense meaning of propositions in theory, and he is prepared to sacri- 
fice some mathematical nicety for a clcser connection with the real world. This 
is strongly apparent in this and his earlier essay on utility; it is evident in 
his treatment of the compatibility of increasing returns with competitive 
equilibrium (and elsewhere in the lectures on price theory); and again at 
various points in the other theoretical papers. 

There is a clear unifying theme in the part dealing with policy. Robertson 
believes firmly in the “doctrine of monetary discipline” and in the need to 
direct policy toward the objective of price stability. The other side of this 
coin is that the goal of full employment has been pursued too vigorously and 
too literally. More broadly, Robertson ‘pleads for a set of economic institu- 
tions and policies that will permit economic incentives to work effectively, but 
within a regime of laws that will minimize the conflict between private gain 
and social good. 

Two bits of verse at the end of the book provide an unexpected bonus for 
the reader. One is an amusing but cynical piece of doggerel addressed to 
the author of the Marshall Plan. The other is a delightful bit of nonsertse, 
“The Non-econometrician’s Lament,” which, when originally presented by 
the author, temporarily disrupted the otherwise highly sober international 
conference on business cycles held at Oxford a few years ago. 

R. A. GORDON 

University of California, Berkeley 
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Individuals, Crowe: and Economic Behavior. By C. Appison Hickman and 

- Manrorp H. Kunn. (New York: Dryden Press, 1956. Pp. xvii, 266. 

$4.75.) 

- This analysis of individual ee is of considerable interest to econo- 
mists who are concerned with broadening the theory of human nature on 
which economic analysis rests. It attempts to show how the economist might 
apply the concepts and approach of social psychology to guide and supple- 
ment his own analysis. The authors explain that, according to the “reference” 
theory of social psychology, individuals are motivated by attitudes which are 
determined by social and cultural phenomena and not by innate -personal 
qualities. These attitudes are derived from the roles that people fill in society 
and from the status which they acquire as members of various groups. The 
definitions, norms, and values of these groups are internalized in the indi- 
‘vidual and so become personal or self attitudes. 

The social-psychological approach to human nature presents a marked 
contrast to the psychological approach found in the bulk of past and current 
economic literature: This latter approach conceives of the individual as some 
kind of autonomous being who is pitted against a hostile, external. society, 
and for whom groups, institutions, and cultures are essentially restrictive. The 
newer social-psychological approach to human nature, as outlined in this 
study, ‘regards the individual as a group product which reflects the values of 
the larger society and group organizations in which he has membership. It is 
pointed out in this volume that the explanation of human behavior should 
run in terms of self attitudes which, in essence, are plans of action. If we are 
to predict individual behavior, it is necessary to be able to identifv, measure, 
and compare the attitudes which guide the individual in any situation in which 
he finds himself. Since personal attitudes are relatively fixed, we can find 
considerable regularity in noman, behavior even when social structures are - 
changing. 

The social-psychological ippreadhi is illustrated in this volume in relation 
to three economic problems: managerial motivation, welfare economics, and 
economic planning. These three problems are analyzed i in terms of the per- 
sonal attitudes which direct individual behavior in these problem areas. The 
corporate manager is found to be motivated by his attitudes towards such 
goals -as social prestige, social leadership, and maintenance of the firm as a 
going concern as well as the goal of profit maximization. From the social- 
psychological point of view profit maximization is itself only one of the many 
attitudes which are interiorized in the manager as the result of his various 
group contacts. Personal satisfaction patterns and views about economic plan- 
ning and freedom are also found to be reflections of self attitudes which are 
defined by membership in various social groups. It is asserted by the authors 
that future progress in analyzing these economic problems depends upon cur 
ability to analyze relevant personal attitudes. The authors call attention to 
recent progress in the field of social psychology in the identification, measure- 
ment, and comparison of self attitudes. It is suggested that the application in 
the field of economics of the new social-psychological research techniques of 
scalogram and content analysis should prove to be quite fruitful. 
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The social-psychological approach presented in this vclume is highly signif- 
icant for two reasons. First, this type of approach readily lends itself to em- 
pirical investigation, As we make more improvements in our techniques for 
analyzing self attitudes, we should get a better understanding of what it is 
that determines the behavior of businessmen, workers, and consumers. Sec- 
ondly, this type of psychological approach should stimulate more interdis- 
ciplinary investigations since it goes beyond the confines of any one social 
science. If this volume succeeds in calling attention to promising aew leads 
in research in the field of economic behavior, it will have served a vary useful 
purpose. 

. ALLAN G. GRUCHY 

University of Maryland 


Dundee Economic Essays. Editec. by J. K. Eastmam. (Dundee: The School 
of Economics. London: The Economists’ Bookshop Ltd., distrib. 1955. 
Pp. 103.) 

This small volume was published in commemoration of the 21-year life of 
the Dundee School of Economics. This institution has now lost its independent 
existence because of its incorporation into Queens College, Dundee, a part of 
the University of St. Andrews. Each of the contributors was, at ore time or 
another, connected with the school. No attempt has been made to provide a 
common theme for the volume, and the individual enays reflect the separate 
interests of the contributors. 

For reasons of personal interest, this reviewer found Duncan Black’s paper 
on Wicksell’s principle of taxation to be the most interesting. Wicksell’s work 
in public finance theory remains largely unknown, and any discussion of it 
is especially welcomed. Black praises Wicksell for extending fiscal theory to 
include the problem of collective choice, but he is fundamentally critical of 
Wicksell’s positive results. He advances two criticisms, only one of which 
appears to be valid. The Wicksellian solution is not independent of the order 
in which the alternatives are presented. Black’s second criticism is more ques- 
tionable. He discusses the Wicksell theory through the use of two-dimensional 
models in which each level of a given expenditure is associated with a speci- 
fied distribution of the tax burden. This idea is, however, foreign to Wicksell’s 
treatment. Any number of tax distributions may be assignable to an expendi- 
ture item, the particular distribution to be chosen by the qualified majority 
vote. This being true, the obstinate minority could never do more than remove 
all taxes from its shoulders; it could not keep an expenditure from being 
approved. 

R. H. Coase examines the little-discussed postal monopoly. His historical 
discussion is limited to the experience of Great Britain, and it demonstrates 
convincingly the absence of any econcmic basis for the establishment of the 
monopoly. This experience is probably duplicated elsewhere, but Coase wisely 
makes few generalizations. 

In the longest essay of the valume S. G. E. Lythe traces the Listory of 
Scottish trade with the Baltic area in the century 1550-1650. Using the Sounds 
Registers and the Dundee Shipping Lists as his primary sources, Lythe 
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pieces together what appears to be a reasonably accurate pattern of this trade. 

The remaining three essays are in the nature of reviews of theoretical prob- 
lems, J. K. Eastham explores the relation between interest and profit. He 
defines interest as the rate paid on money borrowed and profit as the rate of 
return which equates the willingness to invest with the available investment 
opportunities. A Schumpeterian entrepreneur is the supplier of investment, 
securing his monetary resources in turn from the money lenders. J. C. Gilbert 
reviews Hayek’s theory of the trade cycle, and T. H. Silcock discusses adver- 
tising costs in monopolistic competition. 

James M. BUCHANAN 
University of Virginia 


Economic Analysis. By Epmunp WHITTAKER. (New York: John Wiley & 
Sons. London: Chapman & Hall. 1956. Pp. xiii, 460. $6.50.) 

Professor Whittaker has produced a lucid exposition of that body of ma- 
terial which is ordinarily described as intermediate economic theory or ad- 
vanced economics. His text is divided into two parts, “Principles and Pro- 
cedures,” about 100 pages, and “Applications to the Present Day Economy,” 
about 350 pages. 

Part I includes, first, a brief review of the most important definitions en- 
countered in an introductory text, and a discussion of economics as a science 
and as an art. There follows a chapter on “Interpretation of Experience” in 
which two- and three-variable analyses are encountered and correlation analy- 
sis is explained and demonstrated. This section of the book closes with a chap- 
ter on planning, in which program judgments and calculation procedures are 
considered. Some of the introductory chapters could be eliminated or covered 
rapidly by any instructor who feels that his students have little need for 
review. 

In Part IL Whittaker attempts, along with a very clear explanation of 
theory, to show the relevance of theory to practice by giving examples or illus- 
trations of the operation of economic principles. Included in this part are 
mathematical equations of the Walrasian type, two- and three-variable 
analyses of the work-leisure choice and of consumption and demand. There is 
a rather lengthy chapter on time preference and investment and there are 
two chapters on production in which two- and three-variable analyses and 
problems, location, size of firm and choice of product are treated. These chap- 
ters are followed by the theory of the firm during various time periods. Com- 
petition, monopoly and monopolistic competition, as well as various degrees 
of monopsony, are discussed here. 

The last three chapters of Part II relate to national income and its deter- 
mination, fiscal and monetary policies, the distribution of income and, finally, 
economic progress, These three chapters could be omitted if the instructor 
wished to confine his attention to microanalysis. 

This text is designed to be used by students who have already successfully 
completed an introductory course in general economics. For an author to 
determine how difficult to make an advanced text in economics is a thorny 
problem since the introductory courses vary considerably from one institution 
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to another. Teachers whose students have had an exceptionally rigorous intro- 
ductory course may find that parts of Economic Analysis are not sufficiently 
advanced for their purposes. On the other hand, where the first-year course has 
been presented with less intensive treatment of basic theoretical principles—. 
and this is likely to be true of the large majority of introductory couzses—the 
present text provides a more thoroughgoing analysis of economic principles 
and one which may be well suited to their needs. For such students the intro- 
ductory material in the first few chapters of the book should prove helpful 
as a review of the first year’s work and as an introduction to the more ad- 
vanced material which follows. 

In the preface the author states that he hopes his text will contribute to 
meeting criticisms that little material of practical usefulness is found in text- 
books on economic analysis. How successful his text is in attaining this goal 
may be questioned. While the author uses some examples and illustrations 
drawn from business experience or frem government statistics, many of the 
numerical examples and graphs are purely hypothetical and are related of- 
necessity to conditions which do not correspond very closely to the realities 
of the business world. The very abstract nature of economic analysis ardinarily 
operates to preclude its practical application for business purposes. It may be 
argued that no text in economic theory should be expected to bridge the gap 
between theory and the practical problems of the business man. Perhaps a 
distinction needs to be drawn between “application” in the sense of an illus- 
tration of the operation of a certzin theory, as in the cases of the corn-hog 
price ratio ‘and the cobweb theorem which the author cites, and “application” 
in the sense of the derivation and use of cost, revenue and other data in the 
short- and long-run operations of a business enterprise. 

. Regardless of the extent to which this text may be of practical usefulness in 
business, and that does not seem to be an issue of great importance, it is very 
clearly written. The tables and graphs are carefully explained and examples 
of the operation of economic forces in our society are frequently given. Exer- 
cises and bibliographies at the end of each chapter will be useful to many 
instructors and students. The text is organized in such a way that the instruc- 
tor can select certain chapters or secticns and omit others if he does not have 
time to cover everything or if his students have studied some of the material 
in the introductory course. All in all this book merits serious consideration 
by the instructor of an intermediate course in economic analysis. 

ARLEIGH P. Hess, JR. 
University of Pennsylvania 


Price and Allocation Theory; Income and Employment Theory; 
Related Empirical Studies; History of Economic Thought - 


Investeringsverksamhet och sparande. II, Penningvdrdeundersékningen. By 
Lars LINDBERGER. Swedish Royal Commission Finance Dept. 1956:10. 
(Stockholm: Ivar Haeggstréms. 1956. Pp. 267.) 

Dr. Lindberger’s study of investment and saving is one of a series of mono- 
graphs by young Swedish economists written for a government commission 
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and covering the various aspects of an economic policy reconciling price sta- 
bility and full employment. Although presumably commissioned in the hope 
that they would ultimately be helpful in policy-making, these monographs 
are designed as academic surveys of a wide range of theoretical anc empirical 
problems, and the Grundforschung sometimes Sew the policy dis- 
cussion. 

This particular volume contains a number of interesting suggestions, but it 
is not easy reading and its conclusions are somewhat fuzzy. Its principal aim 
is to sort out some of the available scraps of information about Swedish capital 
formation and its financial counterparts and to elaborate a theoretical frame- 
work for,the savings-investment problem in the short and the long run. Funda- 
mental to this analytical discussion is the author’s distinction between invest- 
ments undertaken in the business sector proper, and investments in housing, 
public utilities and governmental installations. Since housing and public utili- 
ties are fairly strictly regulated in Sweden, they are combined with govern- 
mental installations in a “public sector,” but the difference between “public 
investments” in this sense and “business investments” is not merely that the 
former are held in a tighter grip by the authorities. They also differ 1 in the 
following important respects: 

1. Public investments are financed either by taxes or reliance on the capital 
market, whereas borrowing plays a smaller part in business investment which 
is largely financed out of business savings. 

2. Public investments principally involve construction work (which makes 
up about 75 per cent of them), but more than two-thirds of business invest- 
ments normally constitute a demand for machinery and other engineering 
products. 

3. Finally, the capital-output ratio is much lower in the business sector, 
i.e. the contribution to GNP associated with the investment of one unit of 
capital in the business sector is considerably higher than the contribution of 
one unit invested in the public sector. For various reasons this would be ex- 
pected. For one thing, the public sector is less labor-intensive. But quite apart 
from this fact, gross returns (gross value-added less labor cost) per unit of 
capital in the two sectors. differ markedly. It is true that the yield on certain 
public investments (highways, government school and hospital buildings) 
is not even included in GNP, but even those public investments whose contri- 
butions to GNP are included show a very low yield. In Swedish housing, 
Lindberger estimates that gross returns are no more than 5-6 per cent of 
replacement value, whereas the gross annual yield in the business sector is 
15-16 per cent. The average longevity of capital objects in the public sector 
is of course greater, but this does not, the author thinks, suffice to explain the 
difference. However, in the business sector risk assessment is high, and this 
finds expression in rapid amortization; corporate taxation raises the required 
prospective yield of new investment; and prices may be kept up by monopo- 
listic policies while in the public sector they are kept down by regulation. 
These, Lindberger appears to be saying, are differences between the price 
mechanisms in the two sectors which account for the wide margin between 
their gross returns. 
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On the empirical plane, savings and investments usually, as Domar has 
remarked, turn out to be “stubborn, elusive, and disagreeable,” and Lind- 
berger’s statistical researches fully confirm this opinion at the same time that 
they testify to his intimate familiarity with the Swedish material and its 
shortcomings. He revises the previous estimates of the composition of Swedish 
savings in postwar years by attempting a new approach to the problem of 
(corporate and noncorporate) business savings. In the absence of compre- 
hensive information about corporate profits, earlier estimates for years prior 
to 1950 derived business savings as a residual category. Lindberger’s estimate, 
on the other hand, is based on an inspection of the “net liquidity position” 
of the business sector, 7.e., the sum of cash and net claims on other sectors. 
If correctly assessed, and ‘adjusted for new equity a decline in this external 
balance (ż.e., increased indebtedness) should measure the excess of gross busi- 
ness investment over gross business savings. The results are strikingly at vari- 
ance with earlier calculations: for the period 1945-51 Lindberger estimates 
gross business savings at some 75 per cent of business investments, whereas 
according to the earlier figures they substantially exceeded the volume of busi- 
ness investments. ‘The gaps in the material would terrify a less confident com- 
puter, and some of the necessary guesses are pretty rough, but they may be as 
good as any. 

To outsiders, however, the theoretical part. is of greater interest. The 
author examines first the problems raised by long-run tendencies to over- or 
underinvestment and the consequences of policies which effect the distribution 
of investment between the public.and the business sectors. That a shift of in- 
vestment toward the business sector and away from the public sector would 
increase GNP-—in accordance with what has been said about the marginal 
productivity of capital in these sectors—is one of Lindberger’s basic assump- 
tions in these arguments. But the implications of such an increase are not 
obvious in view of the peculiarities of the price mechanism which are assumed 
to account for the difference between the yields of capital. At any rate the 
GNP would in such circumstances seem a dubious criterion of welfare. But 
then the author’s chief concern, even in growth problems, is with stability 
of prices and employment. 

The discussion of the determinants of investment is rather more clear-cut. 
Broadly speaking, it is suggested that the acceleration principle may be appli- 
cable to public investments, but that investments in the business sector are 
determined largely by the volume of business savings. As to the first proposi- 
tion, it is true that empirical tests of the acceleration principle have zenerally 
led to negative results, but the a priori likelihood of positive findings is natu- 
rally greatest in industries with relatively stable demand and low excess ca- 
pacity. In such industries, changes in demand that do take place are more 
likely to be regarded as permanent, and investment is more likely to result 
than in industries which are conditioned to, and which disregard, erratic 
short-run fluctuations in demand. The housing industry may behave differ- 
ently in different countries, but Lindberger finds (by simple inspection) good 
agreement between changes in demand and the construction of new housing 
in Sweden in 1927-1941. For power installations, a similar but less pronounced 
relationship between fluctuations in capacity utilization and expansion seems 
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to prevail, although long construction periods and planning horizons obviously 
reduce the influence of short-run changes in demand. 

That business liquidity is a contributory determinant of investment is not 
a new proposition, but it is argued here with unusual emphasis. The a priori 
case is familiar: a firm’s credit line is bound to be limited; management may 
be reluctant to increase fixed debt; the floating of equity—particularly in 
view of corporate taxation—requires prohibitively high returns. Conversely, 
risk-free opportunities for outside investment of cash resources are likely 
to seem less attractive than internal expansion. A “risk barrier” determined 
by the firm’s net indebtedness might be such that investment projects capable 
of realization within this barrier will be undertaken almost irrespective of 
the rate of interest, while investment projects that cannot be thus financed 
will not come about regardless of how low the rate of interest falls. 

Lindberger suggests that it might realistically be expected that in the course 
of a period of at least three or four years gross investment in the business 
sector (exclusive of inventory investment to which little attention is given) 
will reach a level of, say, 110-130 per cent of- gross business savings. American’ 
figures since the ’twenties suggest a close agreement, except for the war years, 
between movements in gross corporate savings and corporate investment (ex- 
clusive of inventory). The Swedish material is more limited, but it appears 
that in 1950-54 investment in fixed equipment fluctuated around a level of 
125 per cent of the level of business savings. The degree of self-financing 
varied considerably from industry to industry and even more from firm to 
firm. This is unfortunate in view of the fact that much of the argument is 
based on assumptions about the behavior of the firm, and the situation is not 
entirely saved. by the author’s attempt to add the unconvincing suggestion 
that aggregate investment may also be tied to aggregate savings by a tendency 
on the part of the credit market to resist large increases in net lending to the 
business sector. 

The possibility that business savings actually eeu a more passive 
element is summarily rejected. That individual firms would be able to adjust 
their savings to their investment needs by manipulating dividends, wages or 
prices may, as the author says, be fairly unlikely, but the sericus objection 
that an increase of aggregate investment would expand business profits and 
savings in a roughly proportional measure is passed off rather too quickly. 
The decisive argument, we are told, is that savings lead investment at the 
turning points, but this lead is not obvious, nor would it be conclusive 
evidence. Lindberger’s material is of course inadequate for a decision—it is 
not incompatible with his suggestion,. but then it hardly contradicts any hy- 
pothesis. And the difficulty about his.a priori claims for the strategic role of 
business savings is that it is far from clear what precisely he does claim. That 
financing opportunities affect investment decisions is not in doubt, but the 
formulation of their role seems a delicate task, and to make them sole de- 
terminants of the volume of investment is probably going tco far. What, 
one asks, is the story behind those 10 or 20 per cent of business investments 
which are not financed out of internal funds? Why should they move in con- 
sonance with the volume of business savings and why not—-more plausibly—— 
in opposition? (If depreciation expenses are excluded on the savings side and 
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replacement investment on the investment side, as presumably subject to 
somewhat different considerations, the share of net business investment which 
is externally financed would be even greater, particularly if depreciation ex- 
penses normally exceed replacement in an expanding economy.) And what 
is the significance of the empirical ratio between investment and savings—is. 
it founded in some average preferred ratio between internal and external capital 
on the part of managements or is it the resultant of forces on the supply side 
of the credit market? And above all, is it not likely that the relative role of 
liquidity in investment-decisions depends on the phase of the cycle? This would 
seem to be the conclusion of Meyer and Kuh in their statistical study of invest- 
ment by manufacturing firms in the United States: they found capacity pressure 
a reasonable explanation of investment in an inflationary period but suggest 
that liquidity is more influential in a stable or deflationary situation. 

The consumption function has held the center of the stage for some time, 
and with profitable results. The determinants of investment, by comparison, 
remain obscure. Lindberger’s interesting study poses the problem provoca- 
tively but in the end shows mainly how much there still is to do. 

Goran OHLIN 
Stanford University 


*John Meyer and Edwin Kuh, “Acceleration and Related Theories of Investment: An 
Empirical Inquiry,” Rev. Econ. Stat., Aug. 1955, XXXVII, 217-30. 


Consumer Expectations, 1953-1956. By GEORGE Katona and Eva MUEL- 
LER. (Ann Arbor: The Survey Reseerch Center, University of Michigan. 
1956. Pp. 143. $3.50.) 


In this book, the major findings of. five interview surveys relating to 
recent changes in consumer attituces and expectations, made during 1953- 
56 by the Survey Research Center, are brought together and supplemented 
by additional material. The authors mention several objectives. In addi- 
tion to extending the understanding of the Center’s approach to economic 
research, they wish to show how uncertainty regarding future consumer 
spending can be reduced and to help to clarify the role of consumer attitudes 
in the business cycle. They also wish to determine whether the influence of 
psychological factors on consumer spending found during the Korean war 
period and reported in their study, Consumer Attitudes and Demand, 1950- 
52, also occurs in time of peace. 

The authors present a variety of evidence that supports their thesis that 
consumer demand is a function of willingness to buy as well as of ability to 
buy. By means of responses to attitudinal questions, they gauge consumers’ 
willingness to make expenditures and compare the results from different 
surveys to determine changes in attitudes. From data contained in the 
Economic Report of the President, January 1956, and survey data relating 
to consumer expenditures in 1954, the authors found that consumer spend- 
ing may change before income or prices. They also found that consumer 
attitudes may change independently of changes in income or price levels. 
On the basis of these and other findings, they conclude that consumer atti- 
tudes can be regarded as indications of consumer action and that consumer 
demand need not remain unpredictable. 
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Data collected during the recovery in 1954 seemed to the authors to 
indicate that changes in consumer spending in times of peace as well as ina 
period characterized by military developments and inflation are related to 
changes in consumer attitudes and expectations. Attitudinal evidence to 
support this conclusion was found in the desire of consumers in the recovery 
in 1954 to upgrade their stocks of durable goods and living accommodations 
_ and also in the rising aspirations of consumers resulting from success in 
achieving improved levels of living. 

The study starts with the recovery of 1954 for which the Center had more 
extensive data than for the 1953 recession. In Chapters 2 and 3, frequency 
distributions constructed from data obtained at different times from con- 
sumer responses relating to their attitudes toward personal finances, na- 
tional business conditions, the general outlook, and intentions of purchas- 
ing durable goods are compared. In Chapters 4 and 5, data showing con- 
sumers’ intentions of purchasing automobiles and residential construction 
are related to aggregate demands for these items. In Chapter 6, a composite 
index of consumer attitudes toward personal finances, economic conditions, 
and buying intentions is constructed and compared with measures of change 
in consumer spending. In Chapter 7, the role of consumers in recent eco- 
nomic fluctuations is considered. The appendices contain tables that show 
differences in attitudes among income, occupational, and age proupa and a 
statement of the methods used in periodic surveys. 

Persons working in a wide range of fields will be interested in the findings 
of this study since they represent a threat to the widely accepted positions 
of income, price levels, and assets as determinants of consumer spending. 
For beginning students of economics, the study provides a useful medium 
through which to acquaint themselves with the survey approach of the 
Center. It also affords advanced students an opportunity to :earn of the 
progress of the Center in its approach to economic research and to evaluate. 
its methods and work. The authors’ statement, that at a later stage of re- 
search the predictive value of additudinal indicators may be extended, will 
offer some encouragement to economists who question the usefulness of 
traditional theories of consumer choice even though the authors state that 
“the origin of changes in consumer attitudes is still shrouded in uncer- 
tainty.” : 

The most serious E relating to this type of study concern imper- 
fections of survey methods, such as errors of sampling and response, ina- 
bility to measure certain qualitative influences, and the effects of the inter- 
action of attitudes, for which no remedies have yet been developed. Among 
the decisions of the authors that seem open to some question are those re- 
lating to the size of the samples drawn in the periodic surveys; the omission 
of military posts, institutions, hotels, and large rooming houses from the 
universe studied; and the failure to state which variances are statistically 
significant, thus requiring the reader to determine the significance for him- 
self by referring to a table of sampling errors.. 

' Mary M. CRAWFORD 
Indiana University 
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Dynamic Factors in. Industrial Productivity. By Seymour MELMAN. (New 
York: John Wiley. 1956. Pp. xili, 238. $4.75.) 


The thesis of this book may be stated simply. It is that the degree of 
mechanization in industry depends on the ratio of per-unit labor cost to per- 
unit machine cost. Labor productivity (defined as output per production- 
worker man-hour), in turn, is governed by the degree of mechanization, and 
thus by “alternative” labor and machine cost. 

Mr. Melman has marshalled an impressive array of evidence to support 
his contention. His first cases relate to materials-handling operations in the 
British motor vehicle and associated industries, for which he computes ratios 
of average hourly earnings to hourly machine costs at various rates of opera- 
tion (although he fails to include a return on investment as part of the ma- 
chine cost—cf. p. 37). Between 1948 and 1950 substantial increases in ‘the 
number of machine-hours equal in cost to a man-hour were associated with 
a presumably significant increase in the mechanization of materials-handling 
operations. 

. The author then makes a similar analysis of total manufacturing in both 
the United Kingdom (1924-1950) and the United States (1899-1950), sub- 
stituting horsepower per production worker as a measure of degree of mecha- 
nization and relative costs of kilowatt-hours and man-hours for relative labor 
and capital costs. In both countries, there were persistent upward trends in 
output per man-hour, horsepower per production worker, and average hourly 
earnings relative to cost per kilowatt-hour. Emboldened by this apparent con- 
firmation of his thesis, Melman goes further and relates output per man-hour 
to number of kilowatt-hours purchasable at the cost of a man-hour of indus- 
trial labor in nine countries for one or more of the years since 1924. The 
correlation coefficient is .88, and Melman infers that “by far the greater part 
of the observed variation in labor productivity was accounted for by the 
alternative cost ratios” (p. 147). . 

Installed horsepower per production worker and cost per kilowatt-hour are 
admittedly crude measures of mechanization and machine cost. Machine-hour 
cost has probably risen considerably more than kilowatt-hour cost since pro- 
ductivity in the electric utilities has grown faster than productivity in the 
machinery industries. But there is no reason to argue over the broad picture. 
It seems reasonable to suppose (and other studies. confirm) that capital per 
worker in industrial countries. has increased, while relative capital cost has 
fallen, partly due to the very fact that capital stocks have grown faster than 
labor input, while productivity gains have resulted in a decline in prices of 
capital goods relative to wage rates. 

The chief objection to Melman’s beok is the oversimplification involved i in 
his hypothesis and presentation of evidence, Changes or differences ir rela- 
tive factor prices are indeed logically the prime factor behind changes or. 
differences in factor combinations and thus in factor substitution (movements 
along given production isoquants). But relative: factor prices do not explain 
technical advance as such (shifts in the isoquants), for this must be traced 
to the dynamic forces behind innovation generally, which Melman largely 
ignores. 
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I believe Melman to be in error in attributing “by far the greater part” of 
changes or differences in output per man-hour to relative factor price influ- 
ences. Research at the National Bureau of Economic Research indicates that 
factor substitution is a minor source of growth in output per man-hour. Mel- 
man’s result stems from the fact that factor substitutions have generally been 
associated with changes in productive efficiency fcr the sufficient reason that 
technological advance has served to reduce the costs of capital goods relative 
to wage-rates and has thus encouraged factor substitutions. Failure to recog- 
nize this intercorrelation leads the author to attribute most of the advances 
in productivity to changes in “alternative costs” and to omit a frontal analysis 
of the more fundamental forces behind technological progress. 

Even as evidence that businessmen tend to choose the least-cost combina- 
tion of inputs, Melman’s data are partial since he largely confines himself 
to production workers and machines. He does note that the trend in both the 
United Kingdom and the United States towards an increasing ratio of admin- 
istrative to production workers makes changes in output per production 
worker man-hour an overstatement of productivity advance. It also reduces 
the apparent rate of substitution of capital for labor. Factor substitutions 
would turn out to be still less if all forms of capital had systematically been 
accounted for. Other investigations show, as Melmen’s case studies imply, that 
mechanization has ene savings in plant and inventories per unit of 
output. 

Management is, of course, concerned with innovation and factor substitu- 
tion as a means of effecting net savings in inputs generally and reducing total 
costs per unit of output. Melman recognizes this by noting that productivity 
(output per man-hour) ... “was rarely an explicit category in their handling 
of production problems. Productivity levels have been, primarily, by-products 
of management’s business decision making” (p. 165). The surprising thing is 
that economic statisticians continue to use output per man-hour as a unique 
efficiency measure. The relationship of output to total inputs, in real terms, 
affords a better measure of changes in productive efficiency, and it permits the 
isolation and separate study of factor substitutions. Such a distinction would 
have made Melman’s study more enlightening. 

Nevertheless, the book is well written. and contains useful materials, It 
will be of value to the student of industrial progress if he has in mind the 
broad theoretical framework necessary to counter Melman’s preoccupation 
with relative factor prices. 

Joan W. KENDRICK 

George Washington University 


Principi di Dinamica Economica. By Pierro Manes. (Padua: CEDAM. 
. 1956. Pp. xxiii, 271. L.1500.) 

This is a provocative book that combines a number of penetrating and 
original insights with some laborious reformulations of trite and not always 
relevant propositions. The author introduces himself as having recently had 
postgraduate training in the United States which, it appears, served to con- 
firm his earlier misgivings about the “scientific adequacy of modern economic 
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doctrine.” So grave became these doubts that Manes felt obliged to choose— 
though this should perhaps be taken merely as a flourish of rhetoric—between . 
ckucking his profession entirely and undertaking to rehabilitate it. The 
book is, of course, evidence that he chose the latter alternative. Dinamica 
economica is therefore another treatise written in the heroic tradition of the 

“reconstructors” of economic science who, from Smith onward, have striven 
to free economics of its incrustation of errors or, like Jevons, shunt it se 
on a right track. 

Manes ascribes the predictive ineffectualness of economics to two ind 
of persistent errors. One sort is terminological. Words like demand, supply, 
velue, et al. should have, but do not have, unequivocal meanings. The loose 
usage they get Is in itself enough to insure a host of inconsistencies and mis- 
understandings: “No earthquake was needed at Babel; God’s purpose was 
sufficiently served by the confusion of tongues.” Passages from Marshall, 
Keynes, the United Nations World Economic Reporis and other eminent 
sources are shown to be glaringly self-contradictory except on the assumption 
that somewhere a tacit redefinition of a term has slipped in. 

Chiefly, says Manes, the conspicuous inability of economists to forecast 
within any reasonable tolerance the course of future events (which is the 
only real reason for studying economics at all) comes from trying to solve 
inherently dynamic problems with an apparatus suitable only for static analy- 
sis. The prevalence of this fatal habit he attributes to the (spurious) precise- 
ness and consequent popularity of the marginal technique. Popular belief 
- notwithstanding, we are told, the so-called classical economists were mainly 
cancerned with the probable causes and effects of economic changes, not with: 
equilibrium conditions; they were not at all static-minded and never over- 
looked the all-important element of time. But with the advent of marginalism. 
economists became, in a sense, prisoners of their own plane geometry. Lacking 
dimensions enough to include in their analyses time and therefore the reflexive 
consequences of initial changes, the conclusions they could reach through a 
scrutiny of (largely hypothetical) curves—e.g., of demand and -supply and 
their derivatives—were bound to be mostly wrong. To attempt to hedge. by 
introducing such expedients as unexplained “shifts” or translations is not 
only bad mathematics (here the author is mistaken) but bad science also 
(which is true). Marginalism, which greatly illuminated the special and rela- 
tively unimportant case of partial equilibrium, has set back by several genera- 
tions the main business of economics, which is to foster some understanding 
of a dynamic society. Furthermore, most of the terminological confusion noted 
above stems from this misuse of the methods of statics, which has saturated 
the literature of economics with such puzzlers as “intensification of demand,” 
etc., in addition to stultifying dynamic theory. Even Keynes, says Manes, 
erred in confusing flows with quantities, as for example in Y= C + E It. 
may be inferred that the author would have no objection to a statement of the 


A AC Al 
form AY = AC + AJ or, since time is ‘of course the referent, et = a F ve 
The author’s own contribution to the theory of economic dynamics really 
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begins with Chapter 11. It turns out to be couched entirely in terms of aggre- 
gates, and a-business.economist will look in vain for hints helpful in estimat- 
ing the market for -what’s-its in 1958. This part of the book offers many 
interesting and subtle graphs and equations. But except for stressing the 
critical importance of time-lags and asserting that money is not always 
neutral, it has not much to say to policy-makers. The book is for theorists, 
and theorists should find in it much to interest them. 

Consistent with the author’s view of. what is mainly wrong with eco- 
nomics, about a hundred earlier pages are devoted to defining Consumption, 
Cost, Value, Demand, etc., and to justifying the definitions by many appeals 
to logic, biology, psychology and the calculus. Some of the “procfs” are car- 
ried almost to Walrasian length. Most people would willingly stipulate (as 
lawyers say) that man has a finite life and that he needs some minimum 
amount of rest. Thus it hardly seems necessary to call these respectively T and 
T,m and deduce that man’s productive or “focd-gathering” capacity Taen is 
subject to the restriction that Tem < (T — Tr). It is somewhat disconcert- 
ing to find so much of this formalism—the whole accompanied by a running 
literal exposition—in’ a book whose author (p. xiv ff.) deplores the prideful 
mathematicism of other economists who, he says, commonly mistake the lan- 
guage of mathematics for the thoughts it can embody. But Italy is by way of 
being the locus classicus of mathematoid economics, and perhaps Dr. Manes 
hesitated to differentiate his product too sharply from the going design. 

_ On the whole, it appears to this reviewer that the author of Dinamica 
Economica overstates his case. It may be that he is not entirely on top of 
developments in recent years; no mention is made of the work of Harrod, — 
Kalecki, and others, or of the voluminous literature on the growth of under- 
developed countries, or of Henry L. Moore’s early Synthetic Economics. 
Manes’ quarrel is really with the standard type of oversimplified analysis 
presented in textbooks. But the freshness and originality that characterize 
much of Dinamica Economica mark its author as a writer of considerable 
promise, and on balance should make the book rewarding reading for persons 
with a substantial interest in economic theory. 

STUART HALL 
University of Nebraska 


The Economics of Repressed Inflation. By H. K. CHARLESWORTH. (New 
York: Macmillan. 1956. Pp. 126. $2.50.) 


This well-written and concise volume “seeks the answers to two main 
questions: first, What is the nature of repressed inflation? and, second, 
What are the effects of repressed inflation on the supply of factors of produc- 
tion, on the consumer’s maximization of total satisfactions and on the firm 
and industry?” Whereas most studies of inflation are on the macro level, 
the unique character of this book is its concern for the microeconomic level. 

To Charlesworth, repressed inflation consists of the introduction of 
limited degrees of price control and rationirg into an otherwise free econ- 
omy. In time of peace, he assumes a democratic society can only partially 
control its economy. The labor market and certain nonessential consumer 
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markets must remain basically free; however, without the self-restraint of 
wartime emergency conditions, the author argues, inflationary pressures 
will find their outlets in these two uncontrolled sectors with the following 
results: (1) The more wages are controlled, the more leisure tends to be 
substituted for work; (2) When consumer goods are rationed and price- 
controlled, a shift to unrationed but lower-preference goods occurs; work in- 
centives decline and savings may decrease; real income is redistributed in 
favor of lower-income groups; (3) When productive factors are allocated by 
government, bottlenecks may appear; inefficient industries are protected 
and product quality may decline; (4) Some consequences for firm and in- 
dustry are these: The supply curve shifts to the left; demand increases (and 
is less elastic) due to the decline in the marginal utility of money; profits are 
high and a tendency to overinvestment may appear. Should this latter oc- 
cur, Charlesworth predicts, governmert would probably control all invest- 
ment, which could lead to a monopolization and cartelization of the 
economy by government and business. 

What the author is saying in other terms is that the microeconomic con- 
sequences of partially repressed inflation are analytically similar to those of 
monopoly—resources are misallocated, real income and wealth are shifted, 
and income stability is enhanced. These conclusions follow inevitably from 
Charlesworth’s methodological device of introducing rigidities into the 
competitive model and then comparing the results with this model. 

Such a comparison probably overstetes the degree to which policies of 
repressed inflation misa!locate resources in the real world. This is true not 
only because the competitive model is a straw man, but because a free 
economy faced with inflation may have to choose between alternatives 
among which repressed inflation may be the least disagreeable. 

Charlesworth’s book.deserves the attention of students of inflation. It 
is a path-breaking study of a neglected, but exceedingly important area of 
economics. Also, it succeeds in relating macro- to microeconomics when it 
discusses the impact of inflation on particular markets. It relates perfect 
and imperfect markets in novel and technically interesting ways. Beyond 
- this, it contributes to the sparse literature on black markets. Since the book 
is brief, not too difficult, and deals on both levels of economic analysis, it 
could well be used for advanced undergraduates or first-year graduate 
students in general theory courses. 

ROBERT FREEDMAN, JR. 

Colgate University 
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Los Obstáculos al Desarrollo Económico. By Horacio FLORES DE LA Peña: 
(México: Universidad Nacional Autónoma de México, 1955. Pp. 168.) 


This short book on the obstacles to economic development crystallizes the 
widespread thinking on economic growth which prevails in government and 
professional circles of many economically underdeveloped countries. ‘The gen- 
erally well-knit analysis of the author, a young Mexican government econo- 
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mist and professor in the school of economics of the University of Mexico, 
leads him to conclude that successful and balanced economic development can 
be carried out only with a major parudipanon of government in the economic 
life of the community. 

Flores de la Pefia bases his thesis on three main tenets concerning the struc- 
ture of an underdeveloped area: highly inelastic supply, great concentration 
of personal incomes, and scarcity of entrepreneurship. In underdeveloped 
areas, according to this thesis, various economic and institutional factors 
account for a low elasticity of supply, particularly with respect to agricultural 
products. Therefore, increases in money incomes will tend to be inflationary, 
with strong pressure on the demand for food products of which generally 
there is a deficit, and whose demand tends to have a high income elasticity. 
Because of this, price rises, being faster than the increase in money wages, 
will lead to a further concentration in the income distribution which already 
is highly unequal. The rise of money incomes due to occupational shifts from 
low to high productivity sectors will raise real national income—and also real 
per capita income if population growth is not significant—-but hecause of the 
inelastic supply conditions, average real wages paid in the various sectors of 
the economy will fall. This means a higher profit share and a consequent 
increase in income concentration. In turn, the inequality of the personal in- 
come distribution represents a lower effective demand for manufactured and 
processed goods and thus depresses private investments. 

The higher profit share, Flores de la Peña states, does no= give rise to 
investment in those productive fields which are desirable from the point of 
view of economic development, but the investment that does take place is 
directed to satisfying the consumption pattern of the upper-income groups 
where the purchasing power is concentrated. This investment does not relieve 
the inflationary pressure on food items or basic manufactured goods and there- 
fore does not contribute to raising the general level of living. 

Foreign trade does not help much because of a chronic disequilibrium of 
the balance of payments due to the swollen luxury import demand of the 
groups where income is concentrated. Nor can foreign investment solve the 
growth problem because the interests of the foreign investor seldom coincide 
with the national needs of the underdeveloped community. 

Thus, according to the author’s model, “underdevelopment” essentially 
- means stagnation. The clear implication is that if significant economic devel- 
opment is to take place, the government must concern itself directly with the 
redistribution of income to create a greater effective demand and to increase 
investment in industry and agriculture. 

In putting the emphasis on the concentration of personal incomes as the 
fundamental obstacle to economic development, the book represents a strong 
reaction to traditional growth theory which often does not consider this aspect 
at all. From the point of view of the author as well as of a good part of 
professional opinion in present-day underdeveloped areas, the growth prob- 
lems of today are completely set apart from those of the last century. In last- 
century development (of the United States, Great Britain or The Netherlands, 
for instance), the argument goes, the personal income distribution did not 
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matter very much because colonial expansion or an expanding frontier and 
immigration gave rise to a mass market. Today’s economic growth, concludes 
the author, depends much more on a high consumption level as the basis of a 
dynamic effective demand. 

This thinking makes sense only because of the author’s hypothesis that 
investment In underdeveloped areas is nearly all induced by consumption and 
not limited by the volume of savings. While it is probably true that domestic 
private investment in these areas is less dependent upon the magnitude of 
savings than is usually thought, Flores de la Pefia’s arguments are not con- 
vincing, principally because of his failure to distinguish between voluntary 
and forced savings. 

It is possible that, because of the great concentration of personal in- 
comes, private investment in an underdeveloped country will be oriented 
towards a market which caters to the demand of the upper-income groups, 
as he asserts. I am not so sure, however, that this is such a deterrent to eco- 
nomic growth as it is made out to be. In the absence of any other stimu- 
lant this might be a good start of the development process, Once per 
capita incomes rise to the levels where effective demand of enough of the 
population reaches beyond subsistence needs, a mass market for processed 
consumer goods becomes effective even though the concentration of income 
might not have lessened. Private investment will then find its way into the 
processing and manufacturing industries which cater to the mass market. 

In any case, as per capita national income rises, the degree of the inequality 
of the income distribution would lose significance in the effective demand 
argument. In the early stages of development a rising profit share is natural 
and as a matter of fact is an indispensable incentive if economic progress in 
nations poor in natural resources is to be carried by private enterprise. But 
this surely does not prevent wages and salaries from increasing. As lang as 
the wage bill rises without sharp population increases, the domestic market 
will also increase. What matters is not so much how equal the income distri- 
bution is, as whether the distribution as a whole is moving up the income 
scale. 

Flores de la Pefia does not consider reliance upon only an indirect role 
for government in economic growth. He deems the giving of incentives for 
private investment as too costly because, entrepreneurship being absent or 
scarce, there is little to stimulate. In assigning to the state the chief responsi- 
bility for capital formation he is not worried about financing because, by 
again ignoring the difference between voluntary and forced savings, he dis- 
counts the inflationary effects of government deficits. He believes that infla- 
tion can be averted if the state concentrates on investments with short gesta- 
tion periods. This hardly seems an adequate anti-inflation remedy and, 
moreover, would appear to jeopardize seriously the community’s development 
effort. For, if this principle is adhered to, such traditional and basic govern- 
ment investments as roads, port development, other transportation, communi- 
cations and utility development, not to speak of education, and health 
services, would have to be avoided. 

At any: rate, in giving to the state the tasks of investing on the one hand 
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and redistributing personal incomes to raise effective demand on the other, 
Flores de la Pefia puts great demands on the skill, wisdom and entrepre- 
neurial capacity of the government. It stands to reason that the capacity of 
governments of lesser developed areas generally is more limited than in the 
economically more advanced countries for the same redsons that the com- 
munity is “underdeveloped.” It certainly cannot be assumed that all efficient 
elements will concentrate in government while the rest of the economy suffers 
from inertia and lack of enterprise. The experience up to now also has not 
been very encouraging. Quite a few governments of underdeveloped countries 
found themselves with substantial investable funds on their hands during 
and at the termination of the second world war, but many of them bungled 
the opportunity. It is just the ineffectiveness of governments which fail to 
capture the people’s imagination and lack their confidence that is one basic 
obstacle to economic development. 

Much of the good reasoning of the book is weakened by the author’s pre- 
conceptions. Some loose and fuzzy thinking has crept into the analysis be- 
cause he is so anxious to make his point. Nevertheless, the book should be of 
interest to American and European economists because of its forceful and 
generally high-level argument for government direction of economic develop- 
ment presented from the point of view of the growth country. 

l JOSEPH GRUNWALD 

Instituto de Economia 

Santiago, Chile 


Population Growth and Levels of Consumption. By Horace BretsHaw. (New 
York: Institute of Pacific Relations. 1956. Pp. xxix, 223. $4.50.) 


This is an interesting addition to the literature of economic development 
by a prominent Australian economist experienced in the problems arising 
from the development efforts of the countries of Asia. Because of his ex- 
perience it is a valuable contribution to the increasing literature in this 
area, although its primary value arises more from the author’s interpreta- 
tion of present theoretical efforts in this area of research, and in their ap- 
plicability, than in its own contribution to theory. 

It begins with a summary of the population situation in the countries of 
Asia. This is largely a review of existing literature and statistical data, as 
background for the author’s own analysis, and points out the difficulties that 
increasing population presents to any effort to raise levels of consumption 
in areas which are characterized by a Malthusian population situation. A 
key point, which the author does not mention directly, is that with a rapid 
rate of population increase the total consumption requirements for simply 
maintaining unproductive members of the society at former consumption 
levels go up as the proportion of the population in the “below working age” 
group rises. This reduces the resources available for investment either in the 
agricultural or industrial sector of the country concerned. 

Following this, Belshaw discusses the problem of investment in the under- 
developed countries in terms of the relationship between changes in labor 
supply and capital and their effects upon factor returns. He uses the Cobb- 
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Douglas production function for this analysis, and reaches the conclusion 
that there will be diminishing factor returns to population growth in these 
overpopulated countries, and that economies of scale are unlikely if in- 
creases in output result from increases in labor with a less than proportion- 
ate increase in capital. This is the expected conclusion, but one wonders as 
to the value of the Cobb-Douglas equation, apart from its use as shorthand, 
as a basis for this conclusion, since data respecting the variables in the 
countries concerned are absent. This logically led to the discussion of in- 
creased investment, capital-output ratios (reversed and called capital co- 
efficients in this volume) and investment criteria. Belshaw comes out on the 
side of less capital-intensive projects in the early stages of development, 
favoring a development sequence of light consumer goods—>medium—heavy 
industries, though recognizing the possible necessity of investment in 
capital-intensive social overhead. The reasons for favoring this sequence lie 
not only in the desirability of maximizing output with minimum use of 
scarce capital resources, but also of obtaining a wider distribution of income, 
greater conformity to socio-political requirements, greater geographic distri- 
bution of development and in consequence lower social overhead, and pro- 
viding a stimulus to dispersed centers of leadership. As a corollary he favors 
stress upon labor-intensive investment projects, such as roads in villages, 
and strongly advocates expansion of the community-projects approach. 

He concludes this general discussion by pointing out the necessity of in- 
creasing the rate of capital formation, discussing various social and insti- 
tutional organizations to achieve this, as well as the desirability of increas- 
ing the rate of innovation in a developing, overpopulated country. Innova- 
tions are defined broadly—including not only those of a narrowly economic 
character, but also social, organizational, and political changes, which by 
altering the traditional methods of functioning in various parts of society 
will contribute to achieving the goals of greater capital formation, increased 
effectiveness of investment, and ultimately higher levels of consumption. 
Adoption of this broad definition inevitably results in a treatment of this 
subject that is quite general. 

‘This discussion is finally used as a basis for certain specific recommenda- 
tions-with respect to international aid, both in regard to capital assistance 
and technical assistance, and the relationship between these in terms both of 
suppliers and users. The points made are specific and appropriate and 
should be of value in maximizing effectiveness of aid both for the supplying 
agencies and in the countries being assisted. 

GEORGE ROSEN 

Center for International Studies 

Massachusetts Institute of Technology 
Foreign Trade and Industrial Development of China: An Historical and 

Integrated Analysis Through 1948. By Yo-Kwet Cuenc. (Washington: 
University Press of Washington, D.C. 1956. Pp. xi, 278. $7.00.) 

This volume is an important contribution to Chinese economic studies. 

While the current interest in this field centers on the development in Com- 
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munist China, the author by bringing his analysis to bear upon the period 
from the 1930’s to 1948 succeeds in closing some of the gaps in our knowl- 
edge of this period that is so necessary to a proper understanding and evalua- 
tion of the later economic revolution. 

Having been closely connected with the Chinese government for over a 
decade, he is able to use such unpublished data as the wartime and postwar 
production statistics collected by the Ministry of Economic Affairs and the 
National Resources Commission, the wartime foreign trade returns of occu- 
pied China collected by the Japanese authorities, and the full report to the 
Chinese government by a group of Japanese industrial experts on Japanese 
production and investments in Manchuria and subsequent Soviet removals 
and damages. All these enhance our knowledge, but one is left with the regret 
that even Mr. Cheng has not been able to get hold of the industrial produc- 
tion data pertaining to occupied China during the war years. It may also be 
said that all the Chinese government statistics used in this book by no means 
give a complete production picture of modern industry, since reports were 
required only of those factories employing at least carey workers as well 
as mechanical power. 

The contribution of the book is found as much i in the way the analysis 
is handled as in the presentation of data not hitherto available. For example, 
one major problem of analyzing the production and trade statistics for the 
wartime and postwar periods is that of valuation. There were different cur- 
Trencies circulating in various parts of China during the war, all subject to 
different degrees of inflation, and shortly after the war there was hyperinfla- 
tion throughout the country. Cheng attacks the problem by undertaking the 
laborious task of estimating the value of industrial production of these two 
periods at prewar Chinese wholesale prices, and converting the trade returns 
of various areas into United States dollars at carefully. considered exchange 
rates. In the trade analysis, besides the usual discussion of the balance of 
trade, composition of trade by economic classes and principal items, and 
direction of trade, a painstaking study of the foreign trade by the mainland 
regions of China (Manchuria, North, Central, and South) is made, thereby 
furthering our appreciation of the economic structure of the country. The 
author calls his analysis “integrated,” perhaps in the sense that he generally 
regards the foreign trade development, with exceptions in particular cases, 
to be a manifestation, if not the effect, of domestic industrial change. 

The book is divided into 11 chapters, with 8 statistical appendices. The 
treatment follows a chronological order. The first two chapters of 26 pages 
covering the whole historical period up to 1913 are introductcry in nature, 
with emphasis on the unique institutional setting created mostly by the “un- 
equal” treaties for modern industrial and foreign trade development. The 
next three chapters deal with the period from 1913 to 1936, the major discus- 
sion being devoted to the tariff levels after 1929 when China attained a 
certain degree of tariff autonomy, and to the problem of silver movements. 
Another two chapters are given to the development in free China and occu- 
pied China during the war years from 1937 to 1945. This is followed by a 
chapter on postwar development up to 1948 and a special chapter on Man- 
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churia. Greater clarity would have been gained if the discussion of Manchuria 
had come before instead of after that on postwar development of the whole 
of China. The book ends with a chapter on the problems and prospects of 
China’s industrialization and foreign trade, the subject being discussed “in 
the light of a democratic welfare state” (p. 227), purposely with no reference 
to the events now taking place in Communist China. 

In proper historical perspective one wonders if the author is right in 
labeling the period from the 1920’s to 1937 as a period of “stagnation of 
Chinese industrialization” (p. 37ff). Without going into details it may be 
said that during the six years prior to the outbreak of the war in 1937 the 
Chinese government for the first time since 1895 took the initiative in the 
economic development of the country and made such progress as to prompt 
the Japanese militarists to strike without further delay. This fact the author 
recognizes in various other places in the book (e.g., pp. 42, 212-13, 215). 
It is not so important how much manufacturing industry and road and rail- 
way mileage there were in the mid-’thirties as how they compared with those 
of the preceding years. A carefully documented chapter on these six years is 
needed to further our understanding of the postwar plight of the National 
government that quickly led to its collapse on the mainland. 

While competent in handling historical data, the author ventures into cer- 
tain theoretical matters that are not handled entirely satisfactorily. For ex- 
ample, the measurements of the restrictive effects on trade of the Chinese 
tariff are formulated (pp. 58ff) in more positive terms than anyone familiar 
with the pitfalls of this kind of undertaking would be likely to venture. In 
the discussion of silver movements, while agreeing with the present reviewer 
in taking the “purchasing power parity theory of silver flow” as an explana- 
tion of the specie movements, the author, by stressing the role of foreign in- 
vestments as well as immigrant remittances, does not see how the silver 
movements could have “any appreciable effect in restoring trade equilibrium” 
(p. 83). This dissent seems to be due to a confusion between an historical 
Situation, in which the balance of international payments is always in bal- 
ance, regardless of the weight assigned to the different items therein, and the 
theoretical issue as to the trade mechanism by which the disparity in the 
purchasing power of silver between China and the West would work itself 
out in the absence of extraneous factors, thus proving Taussig’s dictum that 
international trade is fundamentally a matter of barter. A final example may 
be found in the author’s repudiation of the comparative advantage theory 
as being “based on assumptions which, on closer analysis, have been justified 
only partially or not at all” (p. 228). In his enthusiasm for trade control as 
a means of encouraging economic development, he has no use for and makes 
no reference to the usual infant-industry and national defense arguments at 
all. Hence, the whole concept of effective utilization of resources in the-de- 
velopment process is missed. Fortunately, none of these matters, which are 
really ancillary to the main argument of the book, affects the important con- 
tribution it makes. 

Cuou-Mine Lr 

University of California, Berkeley 
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Forces’ et faiblesses de Péconomie francaise 1945-1956. By JEAN-MARCEL 
|‘: JEANNENEY. (Paris: Armand Colin. 1956. Pp. 340.) 


The author of this scholarly, incisive study of the French metropolitan 
economy during the past decade is professor of comparative social economics 
in the Faculty of Law at the University of Paris and codirector of economic 
research at the Fondation Nationale des Sciences Politiques. He has written 
on the economics of electricity and retail trade in Western Europe and is 
the editor of a forthcoming volume: Tableaux statistiques relatifs a économie 
francaise et a lVéconomie mondiale. This furnishes the statistical basis for 
the 107 graphs and maps that illuminate the text of the book under review; 
each of these two works complements the other. The current volume supersedes 
in part Charles Bettelheim, Bilan de l'économie francaise 1919-1946, with its 
statistically invalid stagnationist thesis, and supplements the 1951 sym- 
posium, Edward M. Earle, ed., Modern France: Problems of the Third and 
Fourth Republics, and the special 1955 number of Etudes et Conjuncture: 
Espace économique francaise published by the Institut National de la 
Statistique et des Etudes Economiques. 

Professor Jeanneney’s book, although the first-published comprehensive 
treatise on the French economy during that decisively important reconstruc- 
tion period 1945-56, will be the definitive work on that subject for years 
to come. He has based his factual statements on exhaustive statistical and 
historical research, indicated all his sources, and explained the methods used 
by himself and his associates in making the almost uniformly valuable graphs 
and maps. At the same time he has displayed fine analytical and synthetic 
powers and a rare gift for lucid exposition of a complicated subject matter. 
In order to reach a wide public, he has given short but clear definitions of 
important terms at the beginning of each new subject. The author has an 
awareness of political and social factors that is unusual among even widely 
trained economists. 

Jeanneney opens his volume with two chapters on the demographic and 
political factors that have affected economic developments since the libera- 
tion of France..He rightly holds that strictly economic facts cannot be isolated 
from population changes and governmental action. The Monnet Plan, the 
nationalization of various key industries after the war, NATO, and the varying 
policies on inflation before and after 1952, justify his assertion that economic 
life is in large measure what government has made of it. He then devotes the 
major part of the book to the development of French production, agricultural 
and industrial; the price system; international economic relations; the national 
income and its distribution; monetary and credit policies in relation to infla- 
tion and economic progress. There is also an interesting discussion of some of 
the important “relatively constant” or slowly changing technological, geo- 
graphic, social, and cultural elements in the French economy. An epilogue 
sums up the author’s reflections on the economic prospects of France, These 
last two sections are less fully developed than the main body of the book but 
offer suggestions for future inquiry as well as mature conclusions. 

When the author completed his analysis in January 1956, the crisis over 
the Suez Canal and the unsettlement over’ French North’ Africa had not cast 
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their dark shadows over French economic conditions. Until some agreement 
over Middle East and North African problems is reached by the United 
States, France, and Britain, this situation will not improve. But there may 
be changes in American policy or British-French economic-military arrange- 
ments that will help to confirm Jeanneney in his belief that economic con- 
ditions in France have a good chance for long-range improvement. Some of 
the grounds for his confidence early in 1956 were: (1) the price stability 
that had been maintained since 1952; (2) the growth of agricultural and 
industrial production after 1952-53 at rates that proved France had a capacity 
for production and an ability to progress greater than most experts had 
deemed likely; (3) a great decrease in the unfavorable balance of trade and 
an increase in gold and foreign exchange reserves; (4) a stabilization of births 
at a level that assures a surplus of 300,000 births a year. 

The author, however, felt obligated even then to point out some disquieting 
facts: (1) The improvement in the balance of trade had been achieved by 
special customs regulations which might provoke reprisals by other coun- 
tries in a world economic recession. (2) American governmental aid had eased 
various pressures on the French balance of payments during periods of in- 
ternational tension, but could not be counted on indefinitely. (3) The large 
deficit in national finances, high prices, and high interest rates threatened to 
get out of control. He was also concerned as to how public and private in- 
vestments could be increased so that there would be the same annual increase 
in production from 1956 on as there had been in 1953-55. 

The weakness of the French economy resulting from too limited a supply 
of capital goods Jeanneney attributes in part to the large number of highly 
inefficient enterprises in agriculture, industry, and commerce that have sur- 
vived through state aid and inadequate competition. He favors state aid and 
guidance to better employment opportunities for displaced peasants, artisans, 
factory workers, and small shop-keepers. To him rapid economic progress 
seems best assured through appeals to private initiative and individual interest 
and through reliance upon the mechanisms and operations of the competitive 
market. Yet he recognizes the need for state action in two cases especially: 
(1) to redress the economic hardships flowing from depression and inflation; 
(2) to promote the growth of production and consumption, long- as well as 
short-range. He sees the need for the attainment of a greater continuity and 
harmony in governmental planning than the rapidly shifting governments of 
France since 1946 have been able to attain. He stresses the need for French- 
men who are fearful of change to embark upon a bold program of investment 
in the production of such widely needed consumer goods as housing, food, 
clothing, household utilities, automobiles. He renounces the dream of France 
as a great military and colonial power (General de Gaulle’s vision of France 
recapturing its past glotre), but believes France may build up an economy 
of high employment and social welfare. Like other men of good will he hopes 
France may help other nations, particularly the newly emancipated states 
of Asia and Africa, to a higher stage of civilization and a greater international 
harmony. 

On questions of fact I have found nothing with which to take issue; on 
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questions of interpretation and policy I have found much that seemed sound 
and suggestive: e.g., his correlation of the increase in the birth rate with the 
increases in prices after the second world war (p. 20), his proposa's for fiscal 
and tax reforms (p. 230 ff.). I sympathize with his wish for a balance between 
industry and agriculture (p. 65), yet fear that greater difficulties await such 
an equilibrium than those the author stresses. Each reader will find different 
points to intrigue him, whether he agrees or disagrees with the diagnoses and 
proposais presented. In any case, the facts are here given with scrupulous 
- accuracy and admirable clarity. 

j SIDNEY RATNER 
The Institute for Advanced Study ` 


La zone franc. By F. BLocm-Larné and others. (Paris: Presses Universitaires 
de France, for the Bibliothéque de la Science Economique. 1956. Pp. 512. 
2.200 fr.) 


Rarely is one presented with the opportunity to read a book which is 
authored by a combination representing both the administretor and the 
academic economist. It is rarer still, then, to find that the senior author of 
the present work, and many of his collaborators, combine both cf these skills. 
Professor Bloch-Lainé is not only a professor at the Institut d’Etudes 
Politiques but is also the President of the Caisse Centrale de la France 
d’Outre-Mer. As such, he can describe, and in the truest sense report, the 
economic and political decisions which were taken affecting the French over- 
seas territory. His agency acts as a central bank for many parts of the French 
Union; it is, in addition, a major lending agency in all parts of the franc 
area. . | 
The introductory chapter provides a discussion of the nature of a mone- 
tary zone and its reasons for being, a description and defense of the plan of 
the book, and a preview of the book itself. The first of the three principal 
sections is by far the longest, since, as the authors tell us, there was far 
more material available on the nature of the monetary and fiscal institutions 
than on any of the other subjects. Few of the historical or institutional sections, 
the bulk of the book, suffer from a scanty treatment; on the coatrary, both the 
present-day structures and their antecedents are presented in full detail. 

The first section Is itself divided into three parts dealing r2spectively with 
(1) the nature of the central banking mechanism, the role of the central 
banks and their historical development, and the inter-relationships between 
these agencies, (2) the administration of public finances, tbe administrative 
and control functions reserved to the central government, anc the distribution 
of expenses between the central government and the local governments; and 
(3) the organization and distribution of credit, the nature and development 
of the banking system, and the means of monetary control. 

Section II provides a thorough discussion of the operations of a monetary 
union. There are two parts, those relating to the external aspects, control of 
foreign exchange, duties and import quotas, the administration of a central- 
ized stock of gold and foreign exchange, and those describing the internal 
arrangements in a system in which there are a number of central banks, more 
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than one currency, and the necessity of maintaining complete internal con- 
vertibility. E 

The third and final section is entitled economic solidarity. A discussion of 
the characteristics of the different economies of the zone is followed by a 
description of interzone and foreign commerce. 

Bloch-Lainé is a central banker. His major theme is that the purposes of 
the monetary union or franc area can be achieved best by a shift in the 
control mechanism from the French treasury to the Bank of France. He 
reasons that for the franc area to survive there must be a complete and im- 
mediate opportunity to convert metropolitan francs into territorial francs 
and vice versa. At the present, the French treasury assures this convertibility 
through a system of special (extrabudgetary) accounts. Thus, the treasury 
in effect administers a stabilization fund for the territorial currencies. Bloch- 
Lainé compares this to the pre-1949 period when the treasury accepted the 
responsibility for providing francs to the Exchange Stabilization Fund. In 
both cases, an excess demand for francs can mean additional treasury bor- 
rowing at the Bank of France; an excess supply of francs is used by the 
treasury to cover its regular expenditures. In addition to the disadvantages 
for monetary administration and the control of inflation, there is the problem 
of obscuring the precise amount of the dows from the mainland to the terri- 
tories. In place of the present system, Bloch-Lainé and his collaborators 
would institute, on the balance sheet of the Bank of France, an account en- 
titled “Avances au Compte de Compensation des monnaies de la zone franc” 
(p. 371). Just as the 1949 change resulted in clearer information on the nature 
of advances to the Exchange Stabilization Fund and hence the position of 
France in relation to foreign countries, this change would more clearly show 
the position of France in relation to the franc zone. It would, however, call 
for some change in the operations of the Bank of France which has, since its 
origin, confined its operation almost wholly to the mainland. 

A great effort is made to convince the reader of the interdependence of the . 
area. It is true that the volume of French exports to and imports from the 
zone is impressive, but likewise the tariff barriers and exchange control mecha- 
nism are also impressive. The commercial statistics give little indication of 
interzone ties among the other members. What appears is a system in which 
the agricultural and raw material needs of France, developed in the colonies 
and former colonies, are exchanged for the manufactured products of France. 

The student of economic development will certainly find interesting ma- 
terial in the methods of financing the development of the area. Most of this 
financing is done by France. The tendency is for France’s relative share of 
the investment program to become larger. The members of the zone, however, 
participate in their own development most often by borrowing from France 
at low rates of interest. There unfortunately is little discussion of the de- 
sirability of such a policy as an alternative to a policy of increased domestic 
investment. 

Enough has been said to indicate that there is a vast amount of material 
here for the student of economic development and for the general economist. 
Bloch-Lainé and his associates have succeeded well in their aim of providing 
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us with a picture of the development of the franc area and its importance for 
France. It is all the more unfortunate that they neglect several opportunities 
to provide a more analytic discussion. 

ALLAN H. MELTZER 


University of Pennsylvania 


Planning for an Expanding Economy: Accumulation, Employment and Tech- 
nical Progress in Underdeveloped Countries. By C. N. Vaxıı and 
P. R. BRAHMANAND. (Bombay: Vora & Co. New York: Institute of 
Pacific Relations. 1956. Pp. xxx, 404, 20 s; $4.50.) 

Inadequacy of Western aggregative models as a basis for policy prescrip- 
tion in underdeveloped areas is the theme of this stimulating work by two 
prominent Indian economists. The authors have taken the second Indian 
five-year plan as the starting point for their attempted reorientation of analyti- 
cal perspective. 

The plan is doomed at its very outset, they claim, because it is derived 
from a theoretical apparatus which has very little relevance to the “reality 
of Indian economic conditions.” Underdevelopment, according to traditional 
western diagnosis, is due to deficiency in supply of fixed capital relative to 
potentially available labor. The obvious remedy, and the formula followed 
by the Indian planners, is to accelerate the rate of investment through austerity 
measures and to utilize surplus labor through labor-intensive production 
methods. 

This approach, the authors feel, is inherently contradictory. Income targets 
will not be reached in the context of the plan because the heavy emphasis 
on investment will only succeed in raising the value of the capital coefficient. 
The employment situation will worsen, rather than improve, because the 
planners have failed to provide for the necessary balance between demand 
and supply of wage-goods. The proposal to make up shortages in wage-goods 
through cottage industry development in the rural sector is self-defeating in 

that it retards rather than utilizes technical progress. Basically, the plan is 
deficient because it fails to come to grips with the pervasive problem of 
disguised unemployment. This is due to the planners’ preoccupation with 
analytical models oriented to the Western aggregate demand problem. 

Disguised unemployment persists in underdeveloped areas, the authors 

contend, primarily becanse of an aggregate deficiency of the supply of wage- 
goods. The-tricial short-run determinant of economic growth therefore is 
the wate of expansion of the marketable surplus. Since this has been com- 
pleXely overlooked by the planners, their measures will serve to frustrate, 
rather than realize economic development. 

The alternative proposed by the authors is to expand employment and 
investment coordinately. This is to be achieved by utilizing technical and 
organizational changes to effect a rapid expansion of wage-goods production, 
which in the process transforms surplus labor into “employable” units for use 
in capital construction activities. The strategy here is to increase the avail- 
ability of marketable surplus through noninflationary measures of forced 
savings. The resources thus released become the basis for a multiple expansion 
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of employment in investment, as determined by the “consumption multiplier.” 
This approach emphasizes formation of liquid rather than fixed capital, so 
that investment and employment may expand together. The plan’s approach, 
on the other hand, represses the marketable surplus and increases investment 
at the expense of employment. ` 

Solutions to long-run developmental problems are achieved, the authors 
claim, if the new investments are devoted to wage-goods production. Through 
appropriate technical innovations, it is possible to increase the rate of ex- 
pansion of wage-goods output substantially above that of population, as well 
as the net profitability of new investment. Thus, the potential for cumulative 
expansion of investment is created, the rate being determined by the “accumu- 
lation coefficient” (given by net profitability of new investment and the 
consumption multiplier). At the same time, a cumulative reduction of popula- 
tion pressure on land occurs, so that disguised unemployment is eliminated 
in “about ten years.” 

Yet, while the authors have assailed the plan for failing to solve the problem 
of disguised unemployment, this reviewer feels their alternative also does not 
yield a solution within the given period (even the ten-year estimate appears 
overly optimistic). The ultimate basis for appraisal would seem to be whether 
capital formation contemplated by the plan will enhance technical progress 
so that wage-goods output may be expanded to a greater or lesser extent than 
envisaged in the alternative. However, the comparison should appropriately 
be made for 15 or 20 years hence. It seems the authors have also relied on 
technical progress to achieve rapid output expansion without being clear as to 
the basis of such progress. Technical or organizational changes cumulate gradu- 
_ally over time and also depend on a given status of capital accumulation. It is 
difficult to visualize how they may be rushed into action, particularly in view 
of the institutional environment of underdéveloped areas. The reviewer would 
also question the extent of forced savings, necessary to initiate the expansion 
process, which might be extracted from a rural sector, already hovering around 
subsistence levels. 

Nevertheless, the entire argument has been coent and lucidly presented 
and deserves serious consideration from Western economists. The volume is 
a distinctly superior analytical effort and gives promise that when.a theory 
of development and nacer evelopment] is formulated, it might well come from 
the Eastern academic world. | 


ya T "m. 
University of Hawaii Rp 
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Capital Requirements for the Development of South and South-East a 
By S. A. Assas. (Groningen: J. B. Wolters. 1956. Pp. 151. $4.00.) 

While explicitly recognizing that there are more dimensions to the problem 
of economic development among the underdeveloped nations of the world 
than capital formation, S. A. Abbas of The Netherlands is -concerned with 
methods of estimating the magnitude of capital required if south and south- 
east Asia are to be lifted out of their awful poverty. He observes that the 
United Nations experts who authored Measures for the Economic Develop- 
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ment of Underdeveloped Countries come up to this problem only to back 
away from it: 


We have debated at some length whether it would serve any useful pur- 

-pose to suggest any figures in this sphere and whether we should not 
merely leave the matter by saying that these countries will progress faster 
if they get more capital and more slowly if they get less. We have, how- 
ever, come to the conclusion that there is so little understanding of the 
magnitude of what is involved that we would be failing in our duty if we 
did not indicate that, in our opinion, the transfer of capital that is re- 
quired to raise rapidly the living standards of underdeveloped countries 
is far beyond what is currently envisaged.* 


Dr. Abbas finds in the device of capital coefficients a tool for attacking this 
problem. He notes that while capital coefficients differ strikingly between 
industries, there is remarkably narrow range in over-all coefficients country 
to country. Defining South and Southeast Asia for the purposes of his study 
to include India, Pakistan, Ceylon, Burma, Thailand, Indonesia and the 
Philippines, Abbas believes from fragmentary information that one may 
take 4 as the capital coefficient of the area. 

To estimate capital requirements it is necessary to make assumptions on 
population growth as well as the numerical value of the capital coefficient. 
Notwithstanding the inadequacy of the data, Abbas believes we may assume 
the population is growing at a rate of 1.33 per cent per annum in the area. He 
accordingly concludes that capital formation must be at the rate of 5.32 
per cent of the national income if per capita income is to hold its own. 
Inasmuch as he sees savings to be merely 4 per cent, he concludes that the 
area in its own endeavors’is not even holding its own much less raising itself 
out of its all pervading poverty. 

On the basis of the very limited estimates of income data, Abbas quantifies 
initial, annual capital requirements for the area (1951) under three sets of 
assumption (figures are in millons of US dollars): 


Case I Maintaining per capital income in the face of popu- 

lation growth: $ 1,493 
Case II Increasing per capita income by $1 per annum: 6,341 
Case III Employing the annual increment of population in the 

nonagricultural sector and transferring to this sector, 

at the rate of 2 million persons a year, surplus 

workers in agriculture: 12,998 


Since he estimates domestic capital formation at $1,132 million with net out- 
flow of $14.3 million, the disparity between present rates of domestic capital 
formation and capital required to raise the area out of its present condition 
is at once apparent. In 1951 he believes that the inflow of foreign capital 
from all sources amounted to $604 million. 

Abbas builds his analysis on the most recent advances in theoretical work 
in the U.S. and Europe. His basic problem is the disparity between his tools 
and his material. His tools are designed for dealing with integrated economies. 


* United Nations, Measures for the Economic Development of Under-developed Coun- 
tries (New York, 1951). Cited by Abbas, pp. 4-5. 
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They are meaningful in the context of such economies but have only limited 
applicability to economies such as those found in South and Southeast Asia 
which are not truly integrated. There is a further problem: that of the dis- 
parity between the refinement of the tools and the crudity of the data with 
which one has to work in these areas. Abbas believes he minimizes this latter 
difficulty by taking a group of countries. Whether this increases or diminishes 
the problem, however, it in no sense obviates it. 

With these reservations in mind, Abbas has provided us with | estimates 
of capital requirements. But, as he would readily admit, for such requirements 
actually to be requirements, structural changes in the very fabric of these 
societies will have to occur. Groups presently politically dominant will have 
to be displaced. One has only to view the problems attaching to school 
integration in our South to have a sobering realization of what difficulties 
such political and social realignments involve. 

Probably because the book is in English, a foreign language to its author 
and to its publisher, there are numerous typographical slips, which, when 
numbers. are involved, are particularly disconcerting. Although the style of 
expression is at time awkward, it would perhaps more become us to applaud 
the author’s linguistic ability than to lament an occasional unidiomatic ex- 
pression. 

ELEANOR M. HADLEY 

Smith College 


Istoriya narodnogo khozyaystva SSSR. Vol. II, Sotsialism. By P. I. LYASH- 
CHENKO, (Moscow: Gosudarstvennoye Izdatel’stvo Politicheskoy Litera- 
tury. 1956. Pp. 643. 13 r. 50 k.) 

The first two volumes of P. I. Lyashchenko’s economic history of the peoples 
of the Soviet Union, covering the precapitalist and capitalist periods, are avail- 
able in English translation under the title History of the National Economy 
of Russia to the 1917 Revolution (New York: Macmillan, 1949). The book 
under review is the first Russian edition of the third and last volume of the 
history, covering the period of “socialism” from 1917 to 1950, 

The book comprises three long chapters and nine subchapters arranged 
chronologically according to the usual periodization of Soviet history: the 
revolution of 1917, the period of war communism (1918-1920), the new 
economic policy (1921-1929), the collectivization of agriculture and the first 
five-year plans (1929-1940), the second world war (1941-1945), and the 
period of postwar reconstruction (1946-1950). 

About the material of the book Lyashchenko says frankly in his foreword: 
“Not all chapters have been elaborated to a sufficient extent. This is ex- 
plainable by the fact that in the case of some chapters the author was not 
able to use the necessary materials and that not all the problems of the history 
of the national economy have been elaborated to the necessary extent in our 
historical and historico-economic literature.” This may mean that the author 
was not allowed to use all the necessary materials and that he did not venture 
to discuss problems on which the party line has not yet been established. 

It is also noticeable that whereas in the rest of the world in the course of 
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time, as the result of the growth and accumulation of knowledge, the quantity 
and quality of statistical data and facts available to the economist constantly 
and cumulatively increase, in the Soviet Union as Lyashchenko’s book bears 
witness.a reverse process is in evidence: there the quantity and quality of 
data available to the scientist can be figuratively described by an ogive 
cumulated downward. Altogether there are over 100 tables and some 200 
footnotes on the original primary sources in Lyashchenko’s book, but 
whereas for the period 1917-1929 he was able to produce 56 tables and 
about 150 primary-source quotations, for the period 1940-1950 he produced 
only 5 tables and 7 primary-source quotations for almost an equal number 
of pages. 

Lyashchenko’s statistical analysis of economic growth is conducted almost 
exclusively in terms of physical units, with the production aspect of the 
problem completely predominant and the distribution and consumption aspects 
noticeably neglected. Such an emphasis leaves the cost aspects of economic 
progress almost completely absent from the book. This approach is not 
entirely Marxian for though Marx did advocate “the management of things” 
rather than market values under socialism and put stronger emphasis upon 
production than on anything else, nevertheless he always at least called at- 
tention to the need for economizing on such cost aspects as labor input and 
the labor-time component of the value produced. 

Again this seems to be not entirely the fault of the author. Where he has 
aggregate data available he uses them skillfully. But too often they are not 
available to him. Thus, for example, he very seldom uses national income 
data; he devotes a score of pages to a penetrating verbal analysis of the 
problems of the accumulation and allocation of capital (pp. 196-216), but 
his data are sufficient to analyze these problems. statistically only for the 
period 1917-1929, Similarly, he is aware of the meaning and importance of 
prices under the Soviet state monopoly system; he says, e.g.: “Price policy 
was one of the main points of all the economic policies of the Soviet state. 
In the final analysis it determined the prospects of the development of in- 
dustry and agriculture, the rates of capital accumulation, the real wages of 
the workers, the stability of the financial system, etc. Hence, in the problem 
of prices there met all the basic economic and political problems” (p. 232). ` 
But he is able to analyze the prices and price policies for the preindustrializa- 
tion period only; he has no data or is not allowed to speak about the prices 
after 1929, On the other hand, the lack of data does not explain Lyashchenko’s 
failure to consider the foreign trade of the USSR at least for the periods 
before the second five-year plan when it was quite important for ne in- 
dustrialization of the country. 

Unfortunately, some politically influenced biases in the appraisal of hbis- 
torical facts and periods are also present in the book. Thus, for example, the 
old dogma that the party never errs forced Lyashchenko to keep silent on the 
error .of the Russian Communist Party in bastily trying to construct a 
marketless and .moneyless communistic economy in industrially backward 
Russia immediately after the revolution, in the period of so-called war com- . 
munism, an effort which failed. Lyashchenko quotes Stalin’s post factum ` 
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remarks of 1928 to the effect that war communism was only “a set of meas- 
ures necessitated by the war” and not a consistent party policy aimed at the 
establishment of a new economic system (pp. 68-69). But that they were 
not only “war measures” but were also a consciously applied economic doctrine 
is shown by paragraphs 13, 14, and 16 of the economic part of the Program 
of the Russian Communist Party adopted by its 8th Congress in 1919, by 
the famous book of N. Bukharin, Tke ABC of Communism, and by. numerous 
other publications, documents and ideological pronouncements of the Soviet 
leaders of the period. 

With all these limitations and shortcomings Lyashchenko’s book neverthe- 
less is in certain aspects a valuable contribution to the history of the Soviet 
Union’s economy. It provides in organized form some important facts and 
data on the preindustrialization period. The period of the new economic 
policy is especially well elaborated. Ii is quite frank and factual about the 
process of the collectivization of agriculture. For the periods of the first and 
second five-year plans it provides a detailed coverage and extensive statistics 
(but mostly in physical terms) on the growth and development of individual 
industries and branches of economy. For the first time in the scientific litera- 
ture on Soviet economics Lyashcherko attempts to give a comprehensive pic- 
ture of the Soviet economic policy towards the constituent republics of the 
USSR. The book has also a highly useful chronological table of main economic 
events in the USSR for the period 1917-1950. 

In 1956 P. I. Lyashchenko died. This book is in fact a posthumous publica- 
tion. The author was one of the leading contemporary Ukrainian economists, 
with a long list of contributions to Soviet economics. He was a full member 
of the Ukrainian Academy of Sciences and a corresponding member of the 
Academy of Sciences of the USSR. He held a Stalin prize for the first two 
volumes of his history. 
` VSEVOLOD HOLUBNYCHY 
Institute for the Study of the USSR, 

New York, N.Y. and Munich, Germany 


The Resurgent Years 1911-1927: A History of the Standard Oil Company 
(New Jersey). By GEORGE S. GIBB and Evetyn H. KNowLrton. (New 
York: Harper & Brothers. 1956. Pp. xxix, 754. $7.50.) 


This is the second of three volumes prepared under the auspices of the 
Business History Foundation, Inc., on the history of Standard Oil Company 
(New Jersey), and deals with its rebuilding and expansion, horizontallv and 
vertically, from the dissolution decree in 1911 until 1927. The first volume 
was published in November 1955 as Pioneering in Big Business by R. W. and 
M, E. Hidy for the period from 1882 to 1911. For each volume, the old rec- 
ords and files of Standard Oil Company (New Jersey) provided the princi- 
pal source materials. 

The economic problems created by the 1911 decree are described in the 
early part of the book.. As the authors point out, Jersey Standard itself had 
never been a producing company before 1911, but was principally a refining 
and marketing organization. Among the companies disaffiliated were those 
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which transported crude oil from the fields to its refineries in New Jersey and 
those engaged in crude oil producing and purchasing. Former affiliates were 
willing to sell their crude oil and continue shipments to Jersey Standard as 
in the past, but increasing dissatisfaction with their unwillingness to increase 
production (p. 56) was a reason for Jersey Standard’s expansion after 1918. 
The authors demonstrate that integration is the keynote of this period and 
conclude that the eventual effect of the decree was to foster competition, 
not only between former members of the Standard Oil trust, but also in- 
dependent organizations, such as Gulf, Pure and Texaco. However, they claim 
the economic position of the small independent remained as precarious as 
ever and sometimes he could not afford to be efficient or farsighted (p. 624). 

Detailed treatment is given to important developments and policies in 
Jersey Standard’s reintegration. This includes its crude oil expansion in the 
mid-continent area through Carter and Louisiana Standard, acquisition of 
Humble in 1919, construction and use of pipelines to serve its refineries, use 
of its large tanker fleet, research programs, processes, patent litigation and 
refinery output. The expansion into Arkansas was the first venture into 
territory not served at the time of the decree. With reference to unbalanced 
conditions of refining and marketing the authors state at page 187: “The 
Jersey Company, so heavily endowed with refining capacity that it lacked 
sufficient trade outlets within its own marketing territory, was able and only 
too willing to continue to remedy the deficiencies of companies such as Stand- 
ard of New York, which possessed highly developed marketing facilities and 
inadequate refining capacity to serve them.” 

Roughly one-third of the volume is on its business and competition in 
foreign countries. The methods employed by Jersey Standard in its producing 
ventures in the Middle East, Mexico, Venezuela, Bolivia, Colombia, Peru, 
Dutch East Indies, and other areas are reviewed, as well as those activities 
concerned primarily with marketing agreements and outlets in foreign coun- 
tries. One reason for expansion in foreign crude oil is suggested on page 108 
as follows: “In protecting our foreign investment, we protect ourselves and 
our friends by controlling a greater percentage of the foreign business which 
comes directly into competition with American products, By owning it, we 
can influence its activity at times when production is too great or too small 
in America and maintain more regular conditions.” _ 

Basic operating and financial statistics for Standard Oil Company (New 
Jersey) and affiliates by years are included. For example, Table VII (Appendix 
2, p. 676) gives the net crude oil production for Standard Oil Company (New 
Jersey) and affiliates by years, 1912 to 1927, separately, for each domestic 
and foreign affiliate; and Table 21 (p. 598) shows the net earnings and per- 
centages for producing, transporting, refining and manufacturing, marketing, 
natural gas, and miscellaneous, separately, with a further breakdown by 
domestic and foreign earnings by years. 

The authors appear to place too much emphasis on the political climate 
under which Jersey Standard operated. For example, on page 624 they state: 
“The effect of unremitting public attacks, many of which had been launched 
for eminently selfish purposes, was to make Jersey Standard watchful, sensi- 
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tive, cautious—and strong. The La Follette Committee report of 1923 was 
a reverberating salvo fired by the retreating but not defeated enemies of 
the large corporation. Š 

The role that various officers and others played in developing its policies 
and programs during this period is clearly indicated. In measuring Jersey 
Standard’s growth, convincing facts are presented on the efficiency of its 
operations and administrative decisions. During the period from January 
1, 1913 to December 31, 1926, with reference to sources of funds, Jersey 
Standard’s own earnings and dividends paid to it were 61 per cent of the 
total (p. 605) and for the entire 1912-1927 period earnings averaged 12.4 
per cent. 

The organization of the volume is excellent and it is carefully documented. 
The authors deserve much credit for a valuable contribution to business his- 
tory in tracing the growth of Standard Oil Company (New Jersey) after 
the dissolution decree. . 
= Roy C. Coox - 
Washington, D.C. : 


Statistical Methods; Econometrics; Social Accounting 


Studies in Inter-Sectoral Relations. By P. NØRREGAARD RASMUSSEN. (Amster- 
dam: North-Holland Publishing Co. 1956. Pp. 217. $6.00.) 

This book is the work of a young Danish economist, now professor at the 
University of Copenhagen, whose earlier publications were largely articles 
on econometrics in Danish journals. The volume is not a translation in the 
sense of deriving from a parallel Danish publication, but it is evident that 
English was employed only in order to reach a wider market, and that its 
use must have presented many trials to the author, a number of which remain 
for the reader. 

The volume is devoted to the development of certain techniques for the 
application of input-output analysis to selected problems, The presentation 
is largely formal and more or less rigorous, and a good many equations appear 
which contain summation and ‘matrix algebra symbols. Within this mathe- 
matical area the operations are quite elementary—as is most of input-output 
mathematics—but for the reader not at all familiar with matrix algebra, the 
explanations in the text would be insufficient. The reader who does wish to 
follow the mathematics could do so adequately by referring to some good 
introductory work, such as the appendix of Gerhard Tintner’s Econometrics 
(New York, 1952), 

Although the author describes his book as a “methodological” ninatoa 
to problems of intersectoral and international trade, its main body consists 
of a series of theorems and formulae of measurement deduced from the 
Leontief static open input-output model, applied to three important areas of 
economic analysis: (1) the system-wide effects of specified changes in the 
prices of resources on, the prices of individual goods; (2) the changes in the 
distribution of net income (value-added and its components) among individual 
industries as the results of changes in prices—Rasmussen calls such shifts 
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changes in the “terms of tradé” among industries; and (3) measures of struc- 
ture and structural change of an economy as a whole. These theories and meas- 
ures are illustrated with relevant data and co2fficient matrices for the economy 
of Denmark in 1947 and 1949. (The author disclaims consideration of the 
empirical applications as tests, on the ground of the preliminary character of 
the coefficient values, but the final matrix estimates have since been published 
by the Danish government, and the reviewer finds little change.) In addi- 
tion, three early chapters deal with the theory and some of the implications 
‘and limitations of input-output analysis, while discussions of methodological 
issues are scattered through the volume. There is an appendix on the con- 
ceptual problems involved in measuring gains and losses from changes in 
terms of trade, and on the assumptions underlying alternative solutions. A 
second appendix contains the Danish input-output flow and coefficient tables, 
and a brief discussion of the methods used in deflating and deriving the in- 
verses. A bibliography lists some 120 books and articles; although this list 
is fairly broad, the reader will find it superseded by the comprehensive Inter- 
industry Economic Studies of Riley and Allen. 

The advertising notices announcing Rasmussen’s book may give the im- 
pression that it includes an adequate general account of input-output analy- 
sis. This is not the case. The sketch of the model presented in the first three 
_ chapters would not add to the understanding of input-output specialists. Yet 
it is not so well organized or so clear as to serve the purpose of an introduction 
or review. This inadequacy results partly from an apparent uncertainty of 
purpose of the book as a whole, partly from lapses of style. (As an example 
of the latter, the important concept of the coefficient of the inverse matrix is 
introduced for the first time in an equation on page 35, but is not defined 
until a page later, and then only through another equation.) 

The major effort of the volume is devoted to the derivation and use of 
formulae for tracing the total price effecis of specified price changes, The 
methods are fundamentally those presented by Leontief in 1946.1 Rasmussen 
introduces some variations on the Leontief solutions, mainly in setting up 
formulae for linking directly an exogenous change in one variable (such as an 
import price) to the resulting change in some other variable (such as some 
domestic sector’s wage or profit rate), and in expressing such changes as 
indexes relative to base-year prices. There ‘are, in addition, formulae for 
measuring relative gains or losses among the factor incomes in different 
industries, in real and money terms, when ‘relative prices change. A simple 
dynamic model is suggested for tracing an inflationary spiral, on the as- 
sumption that a known percentage increase in all wage rates follows each 
increase in the cost of consumer goods wkich the model has derived from the 
prior wage rise. 

‘No work prior to Rasmussen’s has applied input-output theory to the 
interdependence of prices in the real world in such an elaborate and formal 
manner—and not without reason. Since this specific application was introduced 

* Wassily Leontief, “Wages, Profits and Prices," Quart. Jour. Econ., May 1946. The same 


article comprises Part IV, Section C, of Leontief’s The Structure of American Economy, 
1919-1939 (New York, 1951). 
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by Leontief some ten years ago, references to the use of input-output analysis 
for tracing the transmission of price changes have been confined almost 
entirely to warnings as to its weakness for this purpose. The weakness lies 
not only in the familiar problems of the measurement and stability of the 
technical relationships expressed in the coefficients, but also in the necessity 
of making the most hazardous assumption as to the degree of absorption or 
transmission by each industry of changes in the prices of its inputs. Real 
progress in this field would seem to require empirical research into the possi- 
bility of estimating the specific degree of price-change transmission. Rasmussen 
proceeds on the basis of very simple assumptions of uniform price effects, and 
does not address himself to the problem of how to select among alternative 
assumptions. Even so, his illustrations with Danish statistics seem to indicate 
that useful predictive results are possible; it should be recognized, however, 
that the amount of information specified in formulating his particular prob- 
lems was so great that the solutions were almost truistic. 

The most interesting subject taken up by the author is the application of 
the input-output method to the definition and measurement of economic struc- 
ture'and structural change. Since the rationale of the input-output approach 
is rooted in its explicit use of the quantitative configuration of an economy’s 
sectoral interrelationships, it should be a pre-eminent tool for handling prob- 
lems: of structural and developmental. measure. That research has not turned 
seriously to such applications is probably due only to the concentration on 
other problems by available specialists. Leontief gave some attention to the 
matter in The Structure of American Economy (both editions) and subse- 
quently in Studies in the Structure of the American Economy (New York, 
1953'), though he limited himself to comparison of the magnitudes of corre- 
sponding input coefficients in identical industries in various periods within the 
United States. Rasmussen has attempted to go further, by presenting what 
he calls “summary measures for the inverse matrix.” The two chief indexes 
he proposes are designed to measure the degree of importance of an individual 
industry within an economy, as indicated by the breadth of its contribution to 
and dependence upon all other sectors. This is at least a beginning in a direc- 
tion that seems very promising. , 

On the whole this book is not a major contribution to input-output litera- 
ture. Tts review of the basic theory is not very clear and is far from complete. 
Its empirical illustrations are incidental. The author’s theorizing is so rigidly 
formal, and remains so completely within the confines of the already de- 
velop ad static open model, that to some degree the approach is a retrogression 
from the more recent tendency to relax the earlier assumptions and even in 
many cases to abandon the inflexible inverse matrix in order to deal with con- 
straints and alternative possibilities, 

Yet many readers may find a study of the book worth while. With the pres- 
ent lack of any satisfactory single presentation, the nonspecialist is likely to 
gain from a new work some additional insight into the meaning, potentialities, 
and unresolved problems of the input-output approach. Even the specialist 
may find it stimulating to be confronted afresh with controversial issues, and 
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to consider suggested applications, irrespective of 2 judgment of the author’ S 
specific proposals. 
AMOR GOSFIELD 
University of Pittsburgh 


Economic Systems; Planning and Reform; Cooperation 


The Labour Government and British Industry, 1945-1951. By A. A. Rocow. 
(Ithaca: Cornell University Press. 1956. Pp. viii, 196. $3.00.) 


The chief value of this book lies in the originality of its approach, which 
is well defined. Rogow, one of that group of younger scholars attracted to 
postwar Britain by socialism in action, decided to test how successfully labor 
had transferred power to itself by examining the Labour Government’s rela- 
tions with British industry. The book is thus much more limited in scope than 
either Ben W. Lewis’ British Planning and Nationalization (1952) or Robert 
A. Brady’s Crisis in Britain (1950). Rogow’s method was to study a number 
of specific problems in which power contests developed between government 
and industry—notably the attempts to set up Development Councils, to limit 
dividends, and to nationalize steel. 

A chapter on planning makes clear how cautious was labor’s experimenta- 
tion in this field: nearly every device used grew directly out of the wartime 
control machinery. To make business do what labor wanted it to do, the 
government did not set up a system of direct controls devised and administered 
by independent government officials but relied heavily on consultation with in- 
dustry for both policy and administration. This meant that the trade associa- 
tions, a dominant influence in British industry, were not only left almost un- 
disturbed but came to exercise a powerful role in framing and administering 
such control policies as raw material rationing and price-fixing. Perhaps the 
most important reason the government had to rely so heavily on personnel 
recruited from industry (sometimes taken on by government as pound-a-year 
men) was the lack of any others who could have done the job. Democratizing 
the civil service would have required years to carry through. The same reason 
—the strength of the private trade associations and the lack of any alternative 
regulatory machinery—explains the ineffectiveness of the Labour Govern- 
ment’s attempt to break up monopoly. Rogow notes that labor lacked any posi- 
tive program for regulating private industry, but he holds back from saying 
what he thinks such a program might consist of. 

A chapter on labor relations is the book’s weakest. It exaggerates the role 
of profit-sharing and neglects attention to- the informal personal relationships 
between union leaders and government leaders, the political difficulties that 
gathered momentum after Cripps’ “Wage freeze” of 1948, and the significance 
of the Industrial Injuries Act in reforming the administration of workmen’s 
compensation. A chapter on taxation contains useful summary information 
but illustrates how much difficulty an honest author has in trying to make up 
his mind about the effect of high taxes on business incentives. The inevitable 
chapter on nationalization is saved from being just another review of familiar 
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material by focusing on the one attempt at nationalization where the power: 
struggle was strongest, the steel industry. The private Iron and Steel Federa-. 
tion consistently thwarted the government’s attempt to set up an effective 
public corporation, and the government proved powerless to do much about 
it. When British industry “took its stand,” it won. It won again in the battle 
for public opinion, when the government threatened certain minor nationaliza- 
tions, such as sugar refining. 

A concluding chapter on “The Politics of Stalemate?” explores some of the 
large and elusive questions of social and political change. Does the labor ex- 
periment suggest that private business power will or will not “cooperate” with 
a- government bent on reducing its power? (Rogow leaves vague the meaning of 
“cooperation.”) When private industry begins to pay more attention to indus- 
trial democracy on the job, does this.reduce the appeal of political solutions to 
social questions? Are property relationships in modern society relatively unim- 
portant and power interests the only ones that really count? Are the limits 
of British socialism set not by political power but by its bondage to middle- 
class values that prevent it from making full use of that power to reshape 
society according to a new ethic? In answering these questions, Rogow says 
nothing new; at times he does not probe as deeply as he might. But Rogow 
writes well and he merits praise for having assimilated a large mass of facts 
which he has skillfully distilled into a short, sensible, and very readable book. 

GEORGE B. BALDWIN 

Vanderbilt University 


Money, Credit and Banking; Monetary Policy; 
Consumer Finance; Mortgage Credit 


Una Economia Libre sin Crisis y sin Paro. (A Free Economy Without De- 
pression and Unemployment.) By GERMÁN BERNÁCER. (Madrid: Aguilar, 
S. A. de Ediciones. 1955, Pp. 316. Ptas. 95.) 


The Spanish economist, German Bernacer, who first became known to his 
Anglo-Saxon colleagues in 1940 through an article by Sir Dennis Robertson, 
has published a new work dealing with the financial aspects of macroeconomic 
equilibrium. The new book, like Bernacer’s earlier works,? constitutes an un- 
compromisingly liberal effort to develop an institutional framework for a free 
economy. In Bernacer’s system, unemployment, depression, and inflation find 
their cure with a minimum of direct- government action. By the same token, 
the system restores and protects economic liberty, which the author sees 
threatened by growing interventionism. 

. .Bernacer’s policy conclusions derive from his analysis of dineros: 
His thinking in this field, original when first formulated, points to conclusions 
not basically different from current formulations of the income-expenditure 
approach. Nevertheless, Bernácer’s analysis employs certain concepts that do 


UA Spanish Contribution to the Theory of Fluctuations,” Economica, Feb. 1940. 


? An earlier statement of Bernácer’s ideas may be found in La Doctrina Funcional del 
Dinerp (Instituto de Economía Sancho de Moncada, Madrid, 1945). 
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not fit very well into the customary national mE framework, though they 
have a certain common-sense appeal. Bernácer sees the income stream divided, 
into three parts: (1) consumption; (2) invested savings; and (3) savings that 
go into the financial market, a kind of suspense account, pending their ultimate 
disposal. The output stream is divided into three parallel categories: (1) out- 
put sold for consumption; (2) output sold for investment; and (3) output not 
yet sold tò a final buyer that is held in inventory pending a final disposal. In 
equilibrium there is no change in the susp2nse accounts for savings and out- 
put, and all current output goes into consumption or investment. Saving and 
investment then are equal. 

In a disequilibrium situation, however, saving and investment, as defined 
by Bernacer, are not necessarily equal. A flew of savings into the financial mar- 
ket may force part of output into unwaited inventories, or into liquidation at 
cut prices, either of which would bring on a contraction. The reverse process, 
a seepage of funds out of the financial market into active circulation, brings 
on an expansion. Changes in the supply of money, through credit creation or 
balance-of-payments movements, have the same disequilibrating effect, unless 
by some accident their impact should remain confined to the financial market. 

Thus, the core of the causes of instability is found to lie in the institution 
of the financial market., Berndcer does not believe that interest-rate move-, 
ments can halt inflationary or deflationary tendencies. But since in other 
respects he has faith in the price mechanism, he believes that the problem can 
be solved by dealing drastically with the root of the evil—by eliminating the 
free financial market. His positive proposals are geared to this end. The financ- 
ing of fixed investment would be achieved by the allocation of equities and 
bonds to income-receivers and, if-necessary, to banks. Increases in working 
capital would be supplied by the banking system whenever necessary. Such 
creation of new money would not be in conflict with Berndcer’s equilibrium. 
analysis, if the liquidity needs resulting from growth are taken into account. 
The banking system would thus become the main locus of flexibility and would 
play a key role as a policy instrument. 

This schematic presentation of Berndcer’s main ideas falls short of giving 
an impression of the detailed structure of the author’s thought and policy sug- 
gestions. The book is brilliantly written, with the technical aspects relegated 
to appendices. In his leanings toward an automatic system working within a 
carefully constructed framework, Bernac2r’s views resemble those of many 
neoliberals today. He differs substantially, however, in his pessimism regarding 
the effectiveness of the interest rate as a device for: achieving equilibrium, and 
in the greater radicalism of his reform proposals. Fundamentally, Bernacer 
seems to take a Rousseauesque approach to economics: the market system is 
good, but some of the institutions which man has created are bad. By eliminat- 
ing them, we shall move closer to the “natural state” of an economy and we 
shall be rewarded by its better functioning. 

Just what sort of an economy this would be without a capital market, with- 
out the right to dispose of property, it is not easy to see. It would be free in 
the sense of freedom from state action. Eut it would be bound by rigid rules 
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of its own making. It would not be socialistic, but it would be a far cry from 
capitalism as we know it. 

Bernacer is aware that his reform propcsals are at odds not only with 
vested interests, but also witk the thinking of a great part of professional 
opinion. In the preface to the book he comments resignedly on the difficulty of 
finding acceptance for his views. To his ‘readers, it is gratifying nevertheless 
to hear the voice of an independent economic thinker reaching them from 
Spain. 

JORGE F. FREYRE 

Havana, Cuba 


Monetary Policy in Continental Western Europe 1944-1952. By STEPHEN F. 
SHERWIN. Wisconsin Commerce Studies Vol. II (2). (Madison: Bureau 
of Business Research, University of Wisconsin. 1956. Pp. iv, 311. $1.15.) 


Few phases of recent financial history afford the student of monetary theory 
and practice as much illustrative material and as many significant test cases 
as the monetary experience of Western Europe following the second world war. 
The drastic monetary purges adopted in Belgium following her liberation, in 
the Netherlands and several other countries immediately after the war, and 
in Western Germany in 1948 are of interest primarily as an object lesson of 
what the shock treatment in the field of monetary policy can accomplish when 
the body economic is afflicted by a severe monetary malady. The more subtle 
policy responses to the aftereffects of these drastic cures as well as the various 
types of therapy applied whenever new outbreaks of monetary disorder be- 
came evident during the reconstruction period also make an interesting story. 
The political and economic pressures that prevented the adoption of compre- 
hensive monetary reform programs in France and Italy testify to the fact 
that monetary policies, particularly in periods of economic and financial 
turmoil, have an important inflvence on the distribution of income and wealth 
and thus touch upon very basic interests of powerful social groups. 

In his study of monetary policy in Continental Western Europe during the 
seven postwar years, Mr. Sherwin has done a creditable job in many respects. 
He shows himself fully alive to the dramatic aspects of postwar monetary 
policy and the manifold economic and social implications of the major mone- 
tary policy decisions in the pericd under review. His summaries comparing the 
widely varying policy measures taken during each major phase of the post- 
war monetary history in France, Italy, Germany, Holland, Belgium and Den- 
mark are particularly useful to readers who are reluctant to delve into the 
author's blow-by-blow account of what was done in this field throughout the 
period. That the book nevertheless does not fulfill all that one could have 
hoped for may be attributed to Sherwin’s tendency to issue categorical opin- 
ions all too frequently on the merits and shortcomings of specific policy meas- 
ures. His value judgments, he warns, “are based on European rather than 
United States standards and are always relative to a country’ s historical ex- 
perience. ” Yet this caveat, whatever its precise meaning, does not appear to 
justify many of the author’ $ outspoken views as to what particular measures 
Europe’s central bankers should have adopted in particular situations. A case 
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in point is the following suggestion: “In Germany, the monetary authorities 
should have remedied the frictional unemployment by providing credits to 
transport the workers to places where there was idle capacity” (p. 208). Sev- 
eral other instances could also be cited of the author’s tendency to show a 
lack of restraint in commenting on controversial policy measures taken in 
extraordinarily complex situations. 

Fortunately, much the larger part of the book is descriptive. Part I en- 
titled “The Legacy of the War: Excess Liquidity” reviews the execution of 
the currency reforms in Belgium, Germany and the Netherlands and describes 
the policies pursued by Denmark, France and Italy in lieu of monetary re- 
forms. The inflationary pressures that were a natural concomitant of the early 
reconstruction period when consumers were reluctant to produce the requisite 
savings are reviewed in Part II. Under the somewhat misleading title “The Re- 
cession” the author surveys in Part III the brief period of relative stability 
that, beginning in 1948 or 1949, prevailed in several countries where counterin- 
flationary measures achieved a considerable degree of success. Part IV con- 
tains a rather elaborate description of the monetary policy measures adopted 
when inflationary pressures again gained strength, in some countries following 
the September 1949 devaluations and in otaers subsequent to the outbreak of 
the Korean war in the summer of 1950. A useful “General Summary” con- 
cludes the book, the binding, editing and printing of which leave much to be 
desired—faults that may perhaps be excused by the very moderate price at 
which the Bureau of Business Research and Service of the University of Wis- 
consin offers it to the public. 

In the late “forties and early ‘fifties, several monographs and articles in 
academic journals have covered specific phases of the postwar monetary 
experience of major European countries. A few papers, such as the excellent 
article “Excess Liquidity and Monetary Reforms” by J. G. Gurley in the 
March 1953 issue of this Review, contain detailed surveys of several monetary 
reform programs. Of course, numerous official publications and annual re- 
ports such as those of the Bank for International Settlements and United 
Nations agencies give a running. account of monetary developments in the 
major European countries. But there exist very few broad and comparative 
studies of postwar monetary policies. While some of Sherwin’s value judgments 
carry little conviction, he has filled an important gap and performed a useful 
service by bringing together a great deal of material that is not easily acces- 
sible elsewhere. 

FreD H. Kropstock 

New York, N.Y. 


The Federal Credit Union: Policy and Practice. By Joun T. Crotzau. (New 
York: Harper & Bros, 1956. Pp. viii, 201. $4.00.) 


The credit-union movement is growing rapidly. In such a movement new 
elements appear. This book is a survey of federal credit unions. Each of its 
eleven chapters brings out new facts, many of which are sufficiently significant 
to render existing literature substantially obsolete. Only a few examples may 
be given: here. 
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During the twenty years 1935-1954 promotional efforts by the Farm Credit 
Administration ‘resulted in chartering 9096 unions, of which 6856 were in 
existence at the end of 1954. The 2240 liquidations possess especial interest 
because the total losses caused by them in twenty years have amounted to 
only fifteen one-thousandths of one per cent of the balances standing to the 
credit of members at the end of the period. | 

In 1180 liquidations, 57 per cent of the total number, the members received 
more-—-in some Instances substantially more—than 100 per cent of their share 
balances. Why then did these successful credit unions liquidate? Three reasons . 
seem to have been especially common: employer opposition, a change of plant 
location or the closing of an employer’s business. It is not surprising therefore 
to find that the occupational groups-with the lowest percentages of charter 
cancellations are found in local government and the public utilities. 

In 460 liquidations, 22 per cent of the total number, members received pre- 
cisely 100 per cent of their share balances. This precise equivalence in so many 
instances seems to be due chiefly to the methods employed in liquidation: an 
employer may buy the union’s assets for an amount sufficient to pay members 
100 per cent of their balances, or the union’s assets may be sold to a liquidat- 
ing agent for less than the face value, but for an amount sufficient to reimburse 
members. The liquidating agent thus secures a profit for his work. 

In 414 liquidations, or 20 per cent of the unions liquidated, members suf- 
fered some loss. Total losses were $129,048. (Present assets of federal unions 
are $1,033,179,042.) One union suffered a heavy loss, $33,778; but, even with 
this included, the average loss was only $3.44 per member for the unions 
that suffered loss. Typically the union that liquidated at a loss was small: 
245 of these 414 are listed as having assets less than $501. Federal examiners 
in reporting on the causes of liquidation assign first place to “indifference of 
potential leaders and members.” 

Other chapters also contain material that is novel. For example, credit 
unions started among urban workers; but since 1947 the assets of unions serv- 
ing rural residents have grown by 815 per cent. 

A new union reaches maturity in about twelve years. Members save chiefly 
for consumption expenditure. Their savings will for some years enlarge the 
union’s assets; but after some interval the withdrawals for such expenditure 
will be almost as large as the fresh savings. Maturity shows itself also in 
the composition of assets. A young credit union will hold chiefly cash and loans 
to members. After about four years the members’ need for loans is satisfied and 
other assets begin to appear; but not until after its fourteenth year will a 
typical federal union have more than a quarter of its assets invested in gov- 
ernment bonds and the shares of savings and loan associations. 

‘The organization of this book is good. Its conclusions dre supported by 
statistical evidence, and its numerous statistical tables are well arranged. Its 
bibliography i is especially complete and helpful. Professor Croteau is obviously 
an advocate of credit unions; but even those who do not share his enthusiasm, 
will agree that his volume is now clearly the best description available in this 
comicas limited field. 

Donatp S. TUCKER 

M E AET Institute of Technology 


BOOK REVIEWS - 3 441 


Structure économique et théorie monétaire. By ALEXANDRE CHABERT. (Paris: 
Armand Colin. 1956. Pp. viii, 270. 1000 fr.) 


This monograph is devoted primarily to the statement and the- statistical 
verification of a single thesis, stated in italics at-page 225: “The more under- 
developed a country, z.e., the closer it approaches an undifferentiated economy 
(monoculture or some similar state) the better does the quantity theory seem 
to fit.” The inspiration for the study developed out of Alvin Hansen’s seminar 
at Harvard and Hansen himself supplies a laudatory preface, making the 
volume in more senses than one a study in international economics and eco- 
nomic thought. 

The common sense of Chabert’s thesis can be developed in either Fisherian 
or Keynesian terms. Given a Fisherian equation of exchange, MV = PT, the 
fact of underdevelopment may be taken to imply that V and T remain rela- 
tively constant, so that the simple correlation between M and P is high. In 
developed countries V and T are subject to greater variation, so that the simple 
correlation between M and P is generally low and occasionally inverse. A 
Keynesian explanation of the same phenomena (found by Chabert in Hansen’s 
Guide to Keynes rather than in Keynes himself) runs in terms of the propen- 
sity to consume., In underdeveloped countries, the argument proceeds, marginal 
and average propensities to consume are approximately equal, while in de- 
veloped countries the allegedly greater divergence between the two interferes 
with the theory. 

Chabert’s main effort (Part II of the volume under review) 3 is devoted to 
the statistical support of his thesis rather than farther. demonstration of its 
theoretical plausibility. The nub of his voluminous tables and charts, mainly 
drawn from League of Nations and United Nations sources, is the statistical 
correlation between M and P over the period 1929-52 and four sub-periods 
thereof (1929-37, 1937-40, 1941-45, 1946-52) for some 19 underdeveloped 
countries, the United States, and the United Kingdom. The 19 underdeveloped 
countries chosen are Latin American with four exceptions from the Middle 
East; they are further classified by degrees of underdevelopment (per capita 
consumption of energy, etc.). The statistics.are presented largely in the raw, 
i.e., with a.minimum of historical accompaniment, recalling the definition of 
the statistician as “a man who separates the facts from the figures and uses the 
figures.” The conclusions are favorable to the thesis, as cited above. 

_Part I of Chabert’s monograph is a somewhat pedestrian résumé of socio- 
economic methodology on “economic structure” and of the history of the 
quantity theory of money from the Greeks to Hansen. It is distinctive mainly 
by reason of Chabert’s admiration for Cantillon’s statement of the quantity 
theory together with its necessary modifications. He regards Cantillon (pace 
Adam Smith) as “the greatest economist of the 18th century” (p..36) and he 
considers his own work.as in large part “a return to Cantillon” (pp. 241-45). 
This Part is impressively, sometimes oppressively, documented, although the 
English-language references are marred by more than the usual number of 
minor footnote errors. A noteworthy omission is the newer.“Chicago School” 
(L.W. Mints and Milton Friedman in particular) who have sought the re- 
habilitation of a generalized form of quantity theory in developed countries, 
the very areas where Chabert seems willing to abandon it. The Chicago publica- 
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tion most directly in point, Studies in the Quantity Theory of Money (edited 
by Friedman and Phillip Cagan) unfortunately appeared while Chabert’s 
volume was in press. It would have added to many readers’ interest had he 
been able to compare and contrast their positions with his own. 
M. BRONFENBRENNER 
Michigan State University 


Federal Reserve Operations in the Money and Government Securities Markets. 
By Rosert V. Roosa. (New York: Federal Reserve Bank of New York. 
1956. Pp. 108.) 


The functions of the Federal Reserve System are discussed in this pamphlet 
as defensive and dynamic, but the two sets of functions are treated as inter- 
dependent. The defense is against consequences of accidents such as tem- 
porary or seasonal shortage of reserves, or of the flow of funds between regions. 
The dynamic functions, which were instituted by the Bank Act of 1935, are 
for the ends of positive policy intended to aid expansion of investment or to 
produce contractionary effects. Open-market operations are given as an ex- 
ample. 

The central part of the money market is the banks and the apparatus by 
which their liquidity is maintained. The “goods” in the market are the “active 
margins of bank reserves,” and near-money credit instruments, There is a 
clear explanation of two functions of the market: (1) the use of excess reserves 
as checking deposits vary, and provision of reserves when there is a deficiency, 
and (2) transactions in secondary reserves, which are liquid assets held by the 
banks. The defensive role of the Federal Reserve in the market is shown as 
one of distribution of reserves, and its dynamic role as one of variation of 
reserves in accordance with policy decisions. 

Dealers “make” a large part of the market in government securities. They 
purchase from banks, thus enabling the latter to obtain funds, and on the 
other hand banks lend to dealers. Thus the dealers act as buffers between 
banks. Dealers also obtain funds from the Federal Reserve by selling securities 
under an agreement to repurchase. 

The booklet also contains a routine description of the components of the | 
New York money market as the main part of the whole, 

The functions of the Treasury as represented by the Federal Reserve’s 
Trading Desk are clearly explained. In this section the inadequacy of the 
defensive functions, for stability, and the indispensability of the dynamic 
functions, are shown. Positive policy decisions are based on two sets of fore- 
casts, prepared daily, but even with the aid of these and statistical records 
of past situations similar to the present, a market operation may produce only 
approximately the results expected. The activities of the Federal Reserve Sys- 
tem in the money and securities markets have to be continuous from day to 
day. 

The pamphlet is almost entirely explanatory and admittedly incompletely 
so. It should nevertheless prove to be a helpful, introductory work for graduate 
students or anyone who has read a standard book on money and banking. 

WILLIAM E. GORDON 

Marquette University 
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Monetary Studies 1-6. (New York: Economic Policy Commission, American 
Bankers Association. 1955. Pp. 146.) 


This service constitutes essentially a short course in the economics of money 
and banking aimed primarily at bank officers. The potential usefulness of the 
series is illustrated by the recent experience of a money and banking teacher. 
Several of his students took some T-account analyses of monetary operations 
to a local bank officer for elucidation, found him unfamiliar with the mone- 
tary implications of the transactions, and returned wondering whether they 
had been studying the sort of material appropriate for a course in money and 
banking after all. 

The attempt here is to present the important characteristics and problems 
of our monetary system. To this end the following major subjects are treated 
in order after an introductory overview: the commercial banking system on the 
“supply” side of the credit market, including deposit creation, the role of 
reserves, and factors affecting bank reserves; the commercial, banking system 
within the general money market, including a classification of various types 
of credit and a brief survey of the composition of the money market; the effects 
of Federal Reserve policies; the effects of Treasury operations; basic issues of 
monetary policy. 

The studies have the virtue of erring less than most textbooks in obscuring 
some fundamental monetary principles with detailed discussions of the nuances 
of monetary and financial institutions, It is nated at the outset that the studies 
“omit masses of material that would be contained in an academic treatise 
in this field”; one such omission is a treatment of the reserve and collateral re- 
quirements defined for the Federal Reserve System which have shaped and 
restricted policy in critical periods of our monetary history. But, partly for 
these reasons, teachers in the field might well find portions of the series suit- 
able as supplementary references for their classes. The T-account illustrations 
in the appendices should be useful in developing an understanding of the 
effects of commercial bank, Reserve System, and Treasury transactions. 
Throughout, the format has eye-appeal. 

Many readers would be primarily interested in the last three of the six 
studies, encompassing monetary-fiscal-debt policy, as reflecting considered 
opinions of American Bankers Association spokesmen. As with most reviews 
of monetary objectives, methods of implementation, and the degree to which 
we have used or ought to use such methods, the reader should exercise some 
discernment in separating the issues as presented. For example, there are the 
related but distinct questions of (a) the extent to which the Federal Reserve 
System has actually utilized methods of implementing a stabilization objective, 
and (b) the conclusions yielded by the available evidence concerning the 
effectiveness of monetary policies if forthrightly pursued. 

The references to the 1953-54 recession are a case in point. There is, in these 
studies, a rather uncritical acceptance of the public pronouncements of the 
Federal Reserve authorities that their open-market policy through 1954 was in 
fact a significant antirecessionary policy. What will the record show? In the 
latter half of 1953 a customary seasonal expansion pattern in security holdings 
by the Federal Reserve System combined with the unseasonally slow growth 
in bank loans to reduce the pressure on bank reserves. But it is difficult to 
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distinguish the behavior of the System during this period from that of the 
preceding year when inflationary pressures appeared dominant. Then for 
months from the end of 1953 into 1954 the System was a net seller of U.S. 
Governments to an amount of over a billion dolars. A quarter of a billion of 
these sales were concentrated in one short week. in February in response to 
what the New York Bank called the threat of a “sloppy” money market, after 
which the net change in System security holdings was negligible for the next 
three months. The effect of this, combined with other factors influencing mem- 
ber-bank reserves, was the usual substantial seasonal decline in total reserves 
and no perceptible easing in free reserves; and tkis was a period of noticeable 
recession, recognized as such at the time. Such behavior would seem to bear 
greater similarity to the System seasonal pattern than to an “active” easy 
money open-market policy. The recession was mild, reaching a bottom in the 
summer of 1954, but one is hard put to ascribe much thanks to the monetary 
actions employed. At the most, one can say that the System was neither forced 
or inclined to foster a contraction within the bank:ng system and this, in itself, 
is a substantial advance over the fiasco of the early ’thirties. 

On the other hand, in the face of our failure really to pursue a timely mone- 
tary policy in 1954, and in 1949 as well, it is impossible to conclude from the 
evidence that monetary measures are useless in a time of developing recession, 
contrary to some ill-informed but widely held opinions. Nothing in this 
evidence denies the hypothesis that a vigilant cortrol over the money supply 
can influence expenditures and promote stabilization during an incipient reces- 
sion. Moreover, as these studies maintain, the pursuit of stabilization by gen- 
eral monetary policy is consistent with a private 2nterprise economy; it is as 
impersonal as the price system; it infringes to a minimum degree upon free 
choices among alternatives presented by the economy to enterprises and 
households. l 

NORMAN V. BRECKNER 

University of California, Los Angeles 


Public Finance; Fiscal Folicy 


Handbuch der Finanzwissensckaft. Vol. II, rev. ed. Edited by WILHELM 
GERLOFF and FRITZ NEUMARK. (Tübingen: J. C. B. Mohr, Paul Siebeck. 
1956. Pp. xii, 815. DM 62.) 


The Handbuch, the first volume of which appeared thirty years ago, is 
familiar to students of public finance as an outstanding reference work. 
Changes in fiscal institutions and in fiscal reasoniag during the past decades 
have been great enough to warrant its overhauling. In its second edition the 
size of the work has been increased from three tc four volumes. One of the 
two original editors, Wilhelm Gerloff, helped to prepare the revision, but did 
not live to see its completion. The new second—and, since Gerloff’s death— 
only editor is Professor Fritz Neumark, Gerloff’s favored disciple who suc- 
ceeded him in the chair of public finance at the University of Frankfurt. 
Though written in German, the symposium is not entirely a product of the 
German mind. To the two volumes already completed, American, English, 
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French, Belgian, Swiss, Italian, and Scandinavian authors have made signifi- 
cant contributions. In the following review the first volume, published in 1952, 
will be neglected. I shall concentrate on the second volume dealing with the 
two subjects of public expenditures and public revenues. 

As far as public expenditures are concerned the discussion is rather frag- 
mentary. After an excellent start made by the well-known Belgian author 
Maurice Masoin, who discusses some fundamentals, no less than three articles 
are devoted to the determination of governmental salaries, especially in 
France, Belgium, England, Germany and the United States. The first part 
of the volume concludes with a thorough though brief analysis of “real” ex- 
penditures by Kurt Heinig of Stockholm. In the discussions some important 
topics have been touched only slightly or have been entirely overlooked: for 
instance, public expenditures and national income; the impact of public ex- 
penditures on the allocation of resources, employment, general price level, 
and price structure; compensatory spending; and problems of measurement. 

The second subject, public revenues, has been more adequately treated. 
The opening article, by Theo Keller, deals with the general role and some 
selected problems of public and semipublic enterprises. Later the discussion 
turns to some minor sources of public revenues: fees (by W. Gerloff), and 
“contributions” (Beiträge) and special assessments (by R. Büchner). Nat- 
urally most of the articles cultivate the large territory of taxation. In the fol- 
lowing remarks, only some of them will be discussed. 

The most sensitive subject, the theory of taxation, has been divided among 
three writers: the senior editor Gerloff, Günter Schmdlders, and Carsten 
Welinder. As can be expected from the title of Gerloff’s article, Steusrwirt- 
schaftslehre, he elaborates on the economic aspects of taxation. Fiscal theorists 
will appreciate that he has finally abandoned some of the orthodox notions he 
previously defended, even in an article under the same title, incorporated in 
the first edition. For instance, he now distinguishes between two classes of 
taxes: those used for financing government and the others intended to in- 
fluence human behavior. The first class is called Finanzsteuern, while the 
second class bears the less adequate name Ordnungssteuern. The significance 
Gerloff attributes to this distinction, may be gathered from the fact that, from 
the same point of view, he speaks of Ordnungsfinanz and claims that it com- 
prises “rational finance” (A. H. Hansen), “social finance” (William H. 
Beveridge), “political finance” (R. v. Keller) and “functional finance” (A. 
P. Lerner)’ as its subdivisions (p. 259). In other respects, however, Gerloff 
refuses to yield ground. For example, he reproduces his doctrine on “the 
resistance to taxation” in almost the same way as he stated it in the first 
edition. It will hardly meet with more acclaim than it did in the past. Tax 
resistances—he thinks—appear in. many variations. Some of them result from 
the. defects of government organization such as inefficiency in the enforce- 
ment of tax laws and in tax collection. Others originate from legal and illegal 
reactions of the taxpayer, such as tax avoidance and tax fraud. Under no 
conditions, however, should the notion be understood as comprising shifting 
and transformation of taxation because those reactions of the taxpayer are 
intended to reduce only his individual tax burden while tax resistances reduce 
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the revenue of the government (p. 292ff). It thus seemed pertinent to the 
editors to invite another expert to elaborate on the riddles of tax shifting. 

Though Welinder’s analysis of this subject winds up in a highly skeptical 
mood, it will fascinate readers involved in economic theory. Since he relies 
primarily on the general equilibrium approach, the vagueness of his conclu- 
sions is not surprising. Also Welinder admits that, by disregarding the specific 
character of taxes, the global approach has “no practical significance” (p. 
355). He even points out that no final solution can be found without com- 
paring an economic order which provides for taxation with some unreal 
economy without any public sector. 

The third article of the theoretical group deals with “tax systems and 
systematization of taxes.” In this context Schmdlders suggests a novel way to 
classify taxes—using their degree of shiftability as principium divisionis. From 
this point of view, those taxes which can be passed on with relative ease are 
called “taxes on the market” or Marktsteuern, For the others he chooses the 
name of Masssteuern, which could be translated as “yardstick taxes.” Faute 
de mieux this classification may be helpful though it is exposed to objections 
similar to those made to the old physiocratic dichotomy of direct and indirect 
taxes from which it has been derived. Shiftability depends on many factors. 
As our leading experts in this field have shown—and Welinder also in the 
article just reviewed—the kind of tax may play a less decisive role than the 
forms of the market, the phase of the business cycle, and the uses of gov- 
ernmental revenues. 

Almost half the volume has been reserved for a detailed discussion of par- 
ticular taxes. Some articles like those on income taxes (Henry Laufenburger),. 
war profit and increment taxes (Carl S. Shoup), “real taxes” or Extragssteuern 
(Wilhelm Bickel), inheritance and gift taxes (Richard Büchner) and turnover 
and consumption taxes (both articles by Günter Schm@lders) deserve high 
praise. In general, they provide detailed information on the tax structure and 
tax policy of various countries, especially France, England, Germany, Switzer- 
land, the United States, and Soviet Russia, In addition, there are two more 
general articles on the techniques of taxation and on tax auditing. Going 
beyond description and analysis, some authors disclose their preferences as 
to the solution of major tax problems. According to Laufenburger, for instance, 
some undeniable defects of general income taxation could be alleviated by its 
partial replacement by a value-added tax, as established in France since 
1947 (p. 500)—a suggestion, with which Schmölders seems to concur 
(p. 595ff.) The volume ends with an excellent discussion on intergovernmental 
fiscal coordination by W. Bickel. He includes in his article also some timely 
considerations on international fiscal coordination between sovereign states 
in connection with tariff and economic unions and, more specifically, the 
European coal and steel community. 

It is difficult indeed to characterize in general terms a team of so many 
authors, each with his own philosophy, temperament, and experience. Allowing 
for major differences in method, concepts, and objectives, it can be stated, 
however, that most of them envisage public finance as an area subject to the 


BOOK REVIEWS 447 


condominium of several sciences such as public administration, political sci- 
ence, law, economics and sociology. With only jew exceptions they oppose a 
purely economic approach. The senior editor of the Handbuch goes even 
beyond this by denying the basically economic character of taxation. As he 
states, taxation is “not an economic, but a historical-legal category” (p. 251). 
This conception, however, hardly provides the sort of atmosphere within 
which studies on fiscal theory and fiscal policy can thrive. 

Such an orthodox, if not cameralistic, approach will nevertheless appeal to 
those readers who look primarily for empirical and historical information and 
are mainly concerned with political, administrative, and technical considera- 
tions. To this group the Handbuch makes its chief contribution. If the follow- 
ing volumes can maintain the level of the first two, the Handbuch will remain 
a standard work, highly esteemed and frequently consulted by fiscal adrhinis- 
trators and fiscal institutionalists. 

Fritz KARL MANN 
The American University 


Traité de politique. fiscale. By Maurice Lauré. (Paris: Presses Universi- 
taires de France, Pp. 425. 1.400 fr.) 


In spite of its title the treatise confines itself to the discussion of the tax 
system and does not deal with the entire domain of fiscal policy as that term is 
understood in this country. The determination of the means of raising govern- 
mental revenue, the problems of the management of the debt and the main- 
tenance of full employment and price stability are considered by the author to 
fall within the purview of budgetary policy. He concerns himself with tax 
structure and tax policy only although he fully admits the close connection be- 
tween the two branches of public finance. 

The first part of the book deals with the frontier between tax and budgetary 
policy, with the political underpinnings of tex theory and with some of the 
basic premises of the tax system. The second part discusses the economics of 
the tax structure, tax shifting and incidence, and the effect of taxes on the 
processes of production. Separate sections are devoted to taxes on commodi- 
ties, on income and on capital transfers. This part ends with a discussion of 
taxable capacity and the measurement of tax burdens. 

In the third part can be found matters seldom included in works on public 
finance. In it M. Lauré discusses the international aspects of taxation, the tax 
problems of common market areas and those of a customs union. 

The last part deals with the psychological premises of tax policy. Included 
are the political, legal and administrative problems of tax policy, the problems 
of social control and those of evasion and compliance. The book ends with an 
appendix containing a brief discussion of the basis of tax policy under 
totalitarian regimes. 

Even though the book draws largely on the French tax system for its 
illustrations and arguments, the work purports to be more general in scope. 
It sets itself the ambitious task of tracing cut a complete theory of taxation 
that would form the basis of a tax policy applicable to all advanced democratic 
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societies. There are frequent references <o and comparisons with the American 
tax system and many conclusions and generalizations applicable to both ‘coun- 
tries. 

The purely economics part of the treatise follows the major outlines of a 
standard textbook on taxation. If anytaing, the exposition is somewhat less 
rigorous than that found in a good American public finance text, Lauré, who 
has held several high positions in French tax administration, is not a profes- 
sional economist even though his knowledge of the literature is impressive. 
An American student may be a little hesi-ant to accept the statement that taxes 
on consumer goods do not interfere witk the optimum allocation of resources 
or that money income is subject to diminishing marginal utility. It also seems 
a little surprising that in his essentially partial equilibrium analysis of in- 
cidence, the author does not employ suply and demand elasticities but talks 
instead of taxes being shifted forward from the “economically strong” to the 
“economically weak” (pp. 59 and ff.). The author, one of the sponsors of the 
French value-added tax that has, since 1955, replaced the multiple-stage 
turnover taxes, deplores the fact that ccmmercial transactions, artisans and 
many public enterprises are still subject to these gross receipts and transac- 
tions levies. 

Lauré has many challenging things to say about individual income taxes. 
He shows that the French tax and parafiscal system has redistributed the 
national income downward. He argues hcwever that this redistribution of in- 
come might have been due also to the imcreased productivity of the French 
economy that emphasizes the more efficient provision of goods for mass con- 
sumption, thus benefiting the lower reaches of income distribution. His con- 
clusions may be compared with those reached by Rottier and Albert in In- 
come Redistribution and Social Policy, who show that the French social 
services have had greater impact on horizontal rather than on the vertical 
distribution of income. Lauré is not unaware of this and has some disquieting 
things to say about the extra-heavy burden borne in France by the salary 
earners, the “backbone of a democratic socrty.” 

In criticizing the current concept of taxable income Lauré comes close to 
the position recently advocated by Kaldcr. Lauré suggests that progressive 
rates should apply only to that part of income that is spent. Saving should be 
taxed at a flat rate. 

The French system of “family quotients” has been commented upon by 
several students of public finance. It is alleged to be more equitable than the 
American system of flat personal exemptions. Lauré lauds the provision of the 
1954 Internal Revenue Code granting half of the advantages of income split- 
ting to heads of households but contends -hat this privilege does not go far 
enough. Under the French system each child adds one half of a point to the 
“quotient.” Thus, a married couple with 4 children would divide its net in- 
come by 4 and multiply the tax liability by 4, to obtain its total liability under 
the individual income tax. l 

Of special interest to students of comparative tax systems is the author’s 
calculation of the relative tax burdens in France and the United States. His 
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general conclusion is that the U.S. system, if applied in France, would yield 
only 60 per cent of the actual French yield (pp. 193 and ff.). In other words, 
the burden of French taxes in France is 5/3 of the corresponding burden in 
the United States. This is so largely because the burden of the income tax, 
long considered the neglected tax in the French system, actually bears more 
heavily on taxpayers in that country. Lauré calculates that the yield of the 
federal income tax would be one-tenth of its present yield were the tax im- 
posed in France, | 

The discussion of the international aspects of taxation is in the classical 
tradition. Lauré points out that it is not the absolute level of costs but the 
differences in cost ratios that form the basis of the gains from trade under the 
doctrine of comparative advantage. While he admits the need for protecting 
infant industry under a customs union he argues in favor of a “fiscal contract” 
or a sliding scale of subsidies in preference to tariffs (p. 276). 

The reading of the last part of the treatise is likely to prove most reward- 
ing. It is in many respects a unique treatment of the imponderabilia of tax 
policy, its administration, enforcement and compliance, and is strongly 
reminiscent of Blough’s Federal Taxing Process (New York, 1952). Par- 
ticularly perceptive is Lauré’s treatment of evasion. He argues that tax evasion 
is greatest and easiest on the part of professionals, small business and com- 
merce. Comparing French and U.S. practices of evasion he asserts with con- 
viction that the situation is very similar in the two countries. The allegedly 
greater problem of tax fraud and evasion in France Lauré ascribes to the cir- 
cumstance that groups with facilities and aptitude for evasion are relatively 
more important in that country (p. 369). 

Perhaps the greatest value of this book lies in its emphasis on the point 
that many of the problems of tax policy and tax administration arise out of 
the similarity of “human nature” in societies with common heritage and com- 
mon civilizations. Much of what Lauré has to say about the “vigor of special 
privileges,” is echoed in this country in discussions of corrosive effects of what 
Heller calls the “most favored taxpayer” principle. | 

ALEK A, ROZENTAL 
Saint Louis University | 


New Sources of Local Revenue. Report of a Study Group of the Royal Insti- 
tute of Public Administration. (London: Allen & Unwin Ltd. 1956. 
Pp. 260. 25s.) | 

The study on which this report is based was undertaken because of the 
concern of the Royal Institute of Public Administration with the increase 
of central financial aid to local authorities and the resulting decline in local 
autonomy. The study-group comprised representatives from the national and 
local governments and students of local finance from the universities. The 
final report is largely a comparative study of the sources of local taxation 
in 13 countries, 

The report begins with a careful analysis of the problem of local finance 
in England and Wales. The difficulties noted are those familiar to us in the 
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United States—the inadequacy of real estate as the only important local tax 
base, inequitable assessments, increasing exemptions, the regressivity of the 
tax in practice, and the uneven geographic distribution of the base. 

Although local rates are not the primary object of the inquiry, the group 
does recommend some decreases in exemptions, and gives serious considera- 
tion to the possibility of substituting capital values for rental values. The 
description of the rating system is probably one of the most useful parts of 
the study for the American student of local finance, and should be read by 
all who argue that the British rate system is superior to our own tax on 
capital values. 

The main body of the report deals with the other taxes employed by local 
governments in various countries. It is noted that the only countries among 
those studied in which local taxes amount to more than 20 per cent of all 
taxes levied are those that levy local income taxes. A special study of the 
Swedish local income tax comprises nearly half of the total volume. This, 
too, should prove useful to local-finance students in this country. 

The group as a whole strongly recommends giving the British local authori- 
ties the power to levy low-rate taxes on earned income. They also recommend 
the transfer of the entertainments tax and motor vehicle and drivers’ licenses 
from the central government to local authorities. They do not recommend 
the use of sales taxes, citing American experience with this as a local tax 
as basis for their opposition. They also question local taxation of motor fuels, 
although they suggest that this might justify further study. 

The report as a whole is a well-balanced presentation of the current prob- 
lems of local finance in England and Wales, and it offers constructive solu- 
tions. Its interest to the American student lies partly in the detailed accounts 
of the British rating system and the Swedish local income tax, and partly 
in the brief but careful presentation of trends in local finance, and current 
inadequacies. These indicate that the trends and problems are much the same 
in all industrialized countries, and that comparative studies such as this can 
make an important contribution to our understanding. 

MABEL NEWCOMER 

Vassar College 


International Economics 


Sterling Dollar Diplomacy. By RICHARD N. GARDNER. (New York: Oxford 
University Press. Oxford: Clarendon Press. 1956. Pp. xviii, 423.) 


A few years ago, Viner noted that “despite .. . the elaborate planning 
and negotiation and the impressive array of agencies, charters and noble pro- 
nouncements, the world is without effective formal organization today.”? The 
International Monetary Fund virtually suspended operations during the criti- 
cal period following the end of the war. The International Bank which was 
expected to play a leading role in the reconstruction of the war-devastated 
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economies was reduced to lending relatively small sums to underdeveloped 
areas. The charter of the International Trade Organization failed to win Con- 
gressional or Parliamentary approval, while the principles enunciated in the 
Anglo-American Financial Agreement were repudiated by Britain within a 
few months of their implementation. In Sterling Dollar Diplomacy, Dr. 
Gardner presents a detailed account of the Anglo-American economic confer- 
ences during the war and early postwar periods and suggests reasons for their 
failure to produce workable international organizations. 

On one level, Gardner’s study is a history of the rejection by Britain of 
the American government’s program for the reconstruction of the world 
economy. As is well known, the three major planks of this program were 
the reestablishment of a multilateral trade and payments structure, the res- 
toration of currency convertibility, and the universal adherence to the non- 
discriminatory principle. Since these have long been textbook ideals, it is 
legitimate to inquire why they proved ‘so unacceptable in the postwar period. 
Gardner finds the answer to this question in three “errors” of American 
diplomacy. The first was the failure to perceive that economic policy cannot 
be formulated in a political vacuum. The second was the refusal to consider 
the special difficulties of particular countries; while the third was the belief 
that international cooperation can be secured simply by gaining acceptance 
for detailed codes of formal principles. The first two “errors” led to rigidities 
in American thinking which could not but have adverse effects on the out- 
come of the negotiations. The third contributed to complacency once the 
ceremony of affixing signatures to impressive-sounding documents was over, 
without a full realization that the implementation, or rather the interpreta- 
tion, of principles was much more significant than their formal acceptance. 

While Gardner’s analysis of the reasons for the breakdown of the war and 
early postwar negotiations is sufficiently comprehensive to embrace all plausi- 
ble explanations, this reviewer would place greatest emphasis on the failure 
to understand the nature or the magnitude of the postwar disequilibrium. 
This resulted in the development of a chasm. between the policies actually 
advocated and those required to rectify the unbalance. The positions of both 
the British and American negotiators were derived in large part either from 
the experience of the interwar period or from economic models which were 
predicated on a greater degree of “normalcy” than in fact existed. There was, 
in general, an inadequate appreciation of the basic changes in the world 
economy wrought by the war, or of the severe nature of the disequilibrium 
which rendered policy conclusions derived from “ideal” models inapplicable. 
Keynes’ refusal to entertain the possibility that balance-of-payments diffi- 
culties can result equally from the inflationary policies of the deficit coun- 
tries as from deflationary pressures in the United States is an example of 
the manner in which a fixation on the experience of the interwar period pre- 
cluded clear thinking. The American government’s insistence on the almost 
immediate restoration of sterling convertibility and the adoption of the non- 
discriminatory principle is an example of the tendency to advocate policies 
derived from models without, apparently, the slightest realization that under 
conditions of severe dollar shortage, the adoption of these policies could 
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lead to a contraction in the level of trade rather than to the desired expan- | 
sion. This teridency was all the more deplorable in that it furnished the 
advocates of bilateralism with arguments that their basic position did not 
warrant. 

In the absence of a clear understanding of the nature of the postwar prob- 
lem, the American government was ultimately forced to fall back upon ad 
hoc arrangements. The Europeon Recovery Program provided the finance 
necessary for reconstruction without which the International Monetary Fund 
could not function. The Intra-European Payments Schemes and the European 
Payments Union permitted, if indeed they did not sanction, discrimination 
against the dollar area, while negotiations under the General Agreement 
on Tariffs and Trade resulted in a reduction in American tariffs without 
exacting the removal of preferences as a quid pro quo. It is significant that 
as a result of the improvement in the world economy made possible by these 
and other developments, the United Kingdom ultimately took important 
steps down the road charted by the American negotiators in the early postwar 
period. 

With the assumption by the United States of the economic and political 
leadership of the Western world, an analysis of the influences shaping Ameri- 
can diplomacy takes on added significance. Gardner’s well-written and de- 
tailed account of American economic diplomacy during a crucial period thus 
deserves a wide audience. The moral that emerges from his study has current 
relevance and should be pondered not only by students of international 
economics but by all who are interested in the development of American 
foreign policy. 

ELLIOT ZUPNICK 

The City College of New York . 


What the Tariff Means to American Industries. By Percy W. BIDWELL. 
(New York: Harper & Brothers, for the Council on Foreign Relations. 
1956. Pp. xvi, 304. $5.00.) 

Nearly a half century ago F. W. Taussig wrote a book which attempted 
to consider the tariff, not in the abstract, but as it applied to various indus- 
tries.1 During the past 40 years the United States Tariff Commission has 
published an impressive list of tariff studies for individual industries. After 
the conclusion of many of the trade agreements the Tariff Commission has 
also published reports which give at least brief information concerning each 
of the products subject to “concessions” in the agreements. But an up-to-date 
study in the Taussig tradition of the actual situation in industries currently 
clamoring for increased tariff protection was long overdue. Mr. Bidwell’s 
recent book should go far toward meeting this need. 

Eight specific industries are analyzed in some detail: glassware, household 
china, bicycles. watches, woolens and worsteds, iron and steel, synthetic 
organic chemicals, and large electrical equipment. He tries to view the im- 
pact of tariff changes on these industries, not only from the national or inter- 
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national point of view, but also from the local point of. view as they affect 
corporation profits and laborers’ wages and employment. The author was 
assisted in his study by a committee composed cf members of the Council on 
Foreign Relations and of competent outsiders in the field of tariff policy. 
He also spent much time interviewing corporation executives, factory man- 
agers, importers and buyers. The result is a book which comes to most of 
the same judgments one would ordinarily expect from a liberal economist, 
but supported by concrete evidence which has been gathered with far greater 
care and interpreted with less obvious bias than has at times characterized 
the sweeping generalizations of the academic profession. 

The conclusion is inescapable that the tariff is relatively unimportant 
to American industries. In the glassware industry American manufacturers 
supply the great bulk of the American market. A section of the industry, how- 
ever, has been concerned recently by the reduction in domestic production 
and increase in imports of handmade stemware. But this certainly has been 
caused as much by the competition of machine-made stemware and above 
all by a change in American living habits as by reductions in the tariff, 
and no increase in the tariff could meet this basic problem. 

The duty on watches assumed internatioral significance in 1954 when 
President Eisenhower raised the rates on some kinds of watches and watch 
movements by as much as 50 per cent above those established by the Swiss 
trade agreement of 1936, Since national defense considerations were men- 
tioned as influencing his decision they also play a paramount part in Bid- 
well’s study of the industry. He finds that lack of imagination in methods 
of production and marketing has been a major cause of the difficulties of 
American watchmakers, He feels that other industries could supply most of 
the defense needs for precision workers in small objects, and he points out 
that if defense needs could not be met in this way they should be met by 
the use of subsidies rather than tariffs, 

The national defense argument arises at a number of other points, espe- 
cially with respect to synthetic chemicals end heavy electrical machinery. 
Although foreign producers can meet American competition in a few highly 
specialized branches of these industries, the tariff is clearly of very marginal 
significance for the industries as a whole. Bidwell is disturbed, however, with 
the possibility that the provisions of the 1955 Reciprocal Trade Agreements 
Act, which gave the Office of Defense Mobilization authority to determine 
whether there is reason to believe that imports of any commodity threaten 
the national security, may become a more potent weapon for tariff increases 
than the escape clause of trade agreements and the well-worn pauper labor 
arguments for tariffs. The case of heavy electrical machinery gave the author 
an opportunity to observe an industry in which the effects of the Buy Ameri- 
can Act are of far more ‘significance than the tariff. 

Although written primarily as a report to the general public and in a style 
which assumes no technical training in economics for understanding, college 
teachers of economics should find in this book valuable collateral readings for 
the tariff sections of first-year economics courses as well as for more special- 
ized courses in international commercial policy. If some sections read like 
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a primer of the basic arguments against tariff protection we should at least 
welcome the book for the new and fresh illustrations which it provides. 
CARL KREIDER 
Goshen College 


Tarif Procedures and Trade Barriers: A Study of Indirect Protection in 
Canada and the United States. By G. A. Extiotr. (Toronto: vay 
of Toronto Press. 1955. Pp. xiii, 293. $5.95.) 


The author’s purpose is to promote a better understanding of the burdens 
imposed on the economic life of a country by the procedures its government 
may use or develop to secure compliance with its tariff legislation and cer- 
tain other laws relating to the maintenance of sanitation and health, the pre- 
vention of misleading labeling, packaging and advertising, and the protection 
of copyrights, patents and trade marks, The book is illustrative and descrip- 
tive rather than statistical in character. It focuses on procedural barriers 
as they are encountered by Canadians when importing into Canada or export- 
ing to the United States. ; 

Though Professor Elliott specifically disclaims that his study can be re- 
garded as a general comparison of the total protective effects of Canadian 
and United States procedures respectively, his book is especially valuable 
in enabling the reader to obtain a point-by-point comparison or contrast be- 
tween Canadian and American methods of using various devices of indirect 
protection. Separate chapters are devoted to an examination of the oppor- 
tunity for indirect protection in (1) the increasing complexity of the tariff 
structure and its administration, (2) the requirements: pertaining to entry 
and documentation, (3) the regulations on liquidation and litigation, (4) 
the recourse to ambiguous or split classification of tariff items, (5) the valua- 
tion procedures and antidumping duties in the United States, (6) the valua- 
tion and antidumping duties in Canada, and finally (7) the enforcement of 
other restrictive measures peenne to marks of origin, health and sanitation, 
food and drugs, etc. 

The most considerable general difference between the customs proce- 
dures of the two countries is the greater frequency of judicial appeal in the 
United States. The author notes that the development of a group of special- 
ized customs attorneys in the United States helps to ensure that the provision 
for appeal will not be unduly diminished ir the foreseeable future. In Canada, 
on the other hand, the extent of procedural protection against imports is 
regarded primarily as a political rather than judicial question, and recourse 
to such protection has varied with the general state of domestic business 
activity and foreign trade. 

It is difficult to read a book on this subject without experiencing a steadily 
growing conviction that governments have a natural propensity to function as 
agencies of delay and obstruction in a trading economy. They manage to slow 
down and thin out international economic life, even when their declared 
public purpose is to encourage imports by lowering tariff rates. Natural 
propensities apart, however, Elliott reminds us that the system of adminis- 
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tration and judicial procedures surrounding import policy has usually been 
intended to be protectionist in character in both Canada and the United 
States. If perchance this has occasionally been Zorgotten in an excess of zeal 
for reform and simplification, government officials and committees are likely 
to be promptly reminded what their responsibilities really are. For instance, 
during the Congressional hearings on the Customs Simplification Bill of 
1953, the representative of the Pin, Clip and Fastener Association deplored 
the tendency of Treasury officials to justify their. recommendations for re- 
form in terms of efficiency in protecting the revenue. “Rather,” he stated, 
“the analysis of procedure, or a simplification of that procedure, should be 
looked at in terms of the protection and intended protection to be granted 
to American producers.” 

While Elliott takes the general position tha: the methods of indirect pro- 
tection are worse (or less good) than direct obstacles to trade, he maintains 
a judicious balance in his painstaking and patient analysis of the intricacies 
of the system. Only in the chapter on the c-assification of items for tariff 
- payment purposes did this reviewer note an occasional lapse into words like 
“reprehensible,” “schizophrenic,” “conundrum,” “monstrosity” to describe 
the ultimate decisions made on controversial items. 

The author is also careful to point out that Canada and the United States 
are probably not the worst offenders in any over-all assessment of procedural 
obstruction as practiced by various nations. For instance, in neither of these 
countries are bribes or gifts to customs officials a necessary and important 
part of the cost of importing merchandise; nor‘do importers in these coun- 
tries sustain massive losses from pilfering or spoilage as a result of the gross 
inefficiency, dishonesty, carelessness or ill-will of government officials. 

Nevertheless, both countries have at various times, particularly in the 
1930’s, made extensive use of indirect protection to discourage imports. For 
instance, in the depression decade Canada fashioned a system of antidumping 
duties and official valuation of imports which was sufficiently restrictive to 
render unnecessary the use of import quotas and exchange control. The 
United States has evolved a method of valuation for customs purposes which, 
according to the author, is “probably unrivalled in its precision, in its in- 
tricacy, and in its general effectiveness in producing uncertainty and delay.” 

Max GIDEONSE 

Rutgers University 


The Sterling Area in the Postwar World—Internat Mechanism and Cohesion 
1946-52. By Puitip W. Betz. (London: Oxford University Press. 1956. 
Pp. xxvi, 478. $10.10.) 

This book is a worthy addition to the postwar literature on the sterling 
area and its future. It is concerned for the most part with the internal working 
of the sterling area in its monetary aspects. The most distinctive feature of 
the volume ‘is that it contains a wealth of detail on monetary institutions, 
practices and policies in sterling area countries. While one might quarrel 
with some of the detail, this is a particularly impressive achievement in view 
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of the fact that the author is American. There are also many shrewd theo- 
retical and empirical comments upon adjustment processes in the balance 
of payments and upon monetary processes generally. Most of the study 
terminates in 1952 although some effcrt was made to bring it up to March 
1955 for publication, The author is, in general, pessimistic as to the likeli- 
hood of the sterling area continuing as a cohesive whole in the future. Trading 
ties, while strong, have been maintained and fostered by controls, and overseas 
members have developed other trade connections; banking ties to London 
have become less important; and the United Kingdom, while having pro- 
vided sizable amounts of capital to the overseas sterling area since the second 
world war, is obviously less capable of so doing than it used to be. A good 
bibliography and a useful index are appended. This study is likely to become 
a standard reference source. ee 

American literature has tended to regard the postwar sterling area as a |. 
club, favoring members and discriminating against nonmembers, mainly the - . 
United States. Dollar shortage has been an important reason for discrimina- 
tion and has in turn been aggravated by this discrimination. There is little 
doubt that an important cohesive element in postwar sterling area arrange- 
ments has been a desire on the part of the members to insulate themselves 
from the United States. Overseas members have feared the instability of the 
United States economy and the (for them) unpredictable turns in American 
policy. On its part the United Kingdom has needed Overseas Sterling Area ~ 
materials and foodstuffs, which it has paid for in goods and investments in 
member countries. This common American view that the sterling area is a 
discriminatory club is, however, naive in many respects. Discrimination 
against countries outside the sterling area exists. But it has not been impor- 
tant in several OSA countries; and it has been declining in recent years both 
in the United Kingdom and the OSA. Free transfer of funds within the area 
is often regarded as a feature of the club's arrangements and another indica- 
tion of discrimination. But there have been many important limitations on 
transfer within the area, actual and threatened. In addition, London no longer 
holds the reserves of OSA members exclusively; pooling of dollar earnings 
is not uniform; and the pattern of fixed exchange rates among members has 
been broken. One is tempted to conclude that, except for the United Kingdom 
exchange control, which separates out these countries as “Scheduled Terri- 
tories,” there is little substance to wnat we loosely call the sterling area! 
The reader who is skeptical of this somewhat facetious statement might try 
to define the sterling area as a distinctive monetary grouping. 

The future of the sterling area will be mainly a consequence of the likeli- 
hood of sterling continuing as an important international currency. Bell, as 
we have noted, is pessimistic on this score, and he has distinguished company. 
But new trading and financial arrangements could serve to strengthen—not 
weaken—sterling’s role. Suppose, for example, the OSA buys more in con- 
tinental Europe and runs a payments deficit, and continues to run payments 
surpluses with the United Kingdom, while the United Kingdom runs surpluses 
with continental Europe. In this event, sterling could continue as an important 
currency of settlement. This possibility seems particularly intriguing in view 
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of the official suggestion that Britain will consider joining some form of Euro- 
pean economic union. While sterling area arrangements are certain to be mod- 
ified, the important role that London can continue to play should not be mini- 
mized: There may be “lots of life in the old girl yet.” 
BERNARD GOODMAN 
Wayne State University 


Business Finance; Investment and Security Markets; 
Insurance 


The Patiern of Financial Asset Ownership, Wisconsin Individuals, 1949. By 
Tuomas R. ATKINSON. (Princeton: Princeton University Press, for the 
National Bureau of Economic Research. 1956. Pp. xviii, 176. $3.75.) 

The statistical data presented and analyzed in this book relate to but a 
single year, 1949, and to only one state, Wisconsin. Notwithstanding its some- 


< ‘what limited scope, however, the author has made a significant contribution 
- to current literature on the general subject of savings and investment. 


The study is based on an analysis of 3,462 individual (or joint) state 
income tax returns for 1949, selected from a universe numbering approxi- 
mately 1,000,000, Returns of partnerships, corporations, and fiduciaries were 
excluded. The 3,462 units finally selected had one common characteristic: 
they all reported interest or dividend income, and thus offered evidence of 


- ownership of financial assets. The types of financial assets covered by the 


survey include the three broad categories of savings deposits and related 
claims; corporate, state and municipal bonds, notes, and mortgages; and cor- 
porate stocks. The financial assets omitted from the survey for lack of infor- 
mation include cash, demand deposits, life insurance, bonds and other debt 
instruments in default, and stock which paid no dividends in 1949, All obli- 
gations of the United States government are excluded. It is estimated that 
the financial assets for which data are available account for almost one-half 
of the total value of all such assets held by individuals. 

Analysis indicates the existence of patterns of savings allocation character- 
istic of different income groups. It is, however, carefully noted that the rela- 
tionship existing between the size of one’s income and the various types of 
financial assets making up the individual’s portfolio are complex and impos- 
sible of generalization. 

` The analysis appears to confirm many of the broad preconceptions regard- 

ing investment preferences of different income groups. For example, it indi- 
cates that lower-income groups seem to favor cebt assets such as savings 
deposits and related claims, or bonds. The higher-income groups, on the other 
hand, favor corporate stocks. Over half the value of time deposits, related 
claims, and about half of direct debt assets, were held by individuals with 
less than $5,000 income. This same income group owned less than one-third 
of the total value of corporate stocks. For each type of financial asset, both 
the frequency of ownership and median size of the holding tended to increase 
for successively higher Income groups. However, the distribution among the 
income strata of various types of financial assets differs widely. 
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The relationship between income status and ownership of various types 
of financial assets is subjected to thorough analysis. Considerable attention 
is devoted to the implication that the income of an individual determines to 
a large extent the pattern of his financial assets. But the study reveals that | 
while size of income is of great importance, nonetheless there are other lines 
of causation that are significant. For example, total income is in part deter- 
mined by investment income. The presence of income-earning financial assets 
is important in shaping the distribution of income. Furthermore, ownership 
of particular assets partially determines the size of wage and salary income 
through the exercise of substantial or controlling stock interest. 

The analysis also points to some correlation among the income level of an 
individual, his occupation, and the size of the community in which he lives. 
It was found that there were significant differences among occupational groups 
as to types of assets held, both as to frequency of ownership, and as to the 
shares of total dollar value of each type of asset. The two groups with the 
smallest proportion of their holdings in corporate stocks were farm operators 
and unskilled labor. Housewives held a greater proportion of their financial 
assets, nearly two-thirds of the dollar value, in the form of traded stock. 
-This proportion was larger than for any other group. 

Other conclusions were that active interest in business firms with which the 
investor is closely associated greatly influences the extent of ownership of 
corporate stocks. Also, the influence of the size of the community upon the 
composition of financial assets appears te be due tc the effect of the type of 
business organization that is most prevalent in the locality. Apparently too, 
owners of corporate stocks appear tc prefer those of firms located in their 
own areas, or carrying on substantial business in Wisconsin. 

The analysis of traded stock holdings disclosed, inter alia, that preferred 
stocks are considerably more important in the holdings of the lower-income 
groups than of the higher-income groups, and the lower-income group holds 
a greater proportion of its traded stocks in issues commonly regarded as con- 
servative than do the upper-income groups. But within each income group, 
it was found that individuals with small amounts of traded stock generally 
have more speculative positions than those with larger holdings. 

Throughout the analysis, the author presents appropriate data from 
supplementary sources in order to give the reader a better basis for esti- 
mating the quantitative importance oz the area under investigation and a 
better appreciation of some of the problems and concepts involved. Where 
appropriate, the results obtained are compared with those derived from other 
studies. The study includes numerous graphs, tabular presentations, and a 
substantial appendix. The index, however, is possibly too brief. 

Throughout the study, the author is ever careful to point out the defects, 
if any, which may exist in the data. Generally, he is cautious as to the infer- 
ences and conclusions which may be drawn therefrom. A possible exception, 
however, may be his rather brief dismissal of the effect of the capital gains 
tax in determining the behavior of investors (p. 130). 

This is a worth-while study in a field that is apparently attracting more 
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interest. And although limited in scope to but one year and one state, the 
study certainly adds to our present knowledge of the preferences of investors 
for certain financial assets. It is quite possible, too, that this work will stimu- 
late further analysis for different areas and for different periods. 
Leroy A. SHATTUCK, JR. 
University of Pittsburgh 


State Financing of Private Enterprise in Post-War India. By ARUN K. DATTA 
Gupta, (Calcutta: Modern Book Agency. 1956. Pp. vii, 184. Rs 9.) 


India’s experiment with a mixed economy as an institutional framework 
within which to implement economic development raises a number of ques- 
tions of interest to foreign observers. Certain spheres of the economy are 
reserved for the central government and the states, leaving a much larger 
area open to private enterprise which is assigned an important role'in devel- 
opment plans. Moreover, the central and state governments are prepared in 
some circumsiances to extend financial assistance to, private firms in the form 
of loans, grants, direct subscriptions of share capital and other aids. 

Any study which gives an account of the various agencies charged with 
the responsibility for dispensing financial aid, the specific conditions of eli- 
gibility for such aid, and perhaps most importantly, the total amount of 
financial accommodation made available to the various sectors in relation 
to total public development expenditures, would be, of course, most useful. 
The little volume.by A. K. Datta Gupta undertakes mainly the first of these 
tasks; it describes in some detail the financial powers, purposes and responsi- 
bilities of such agencies as the Industrial Finance Corporation, the National 
Industrial Development Corporation, the Reserve Bank of India, the State 
Bank of India, and the state industrial finance corporations which have been 
established in at least ten’states. In addition, some attention is given to those 
departments of the central and state governments authorized to render financial 
assistance to private enterprises. Also discussed is the Industrial Credit and 
Investment Corporation which, though created for the purpose of financing 
private industrial enterprises, differs from the foregoing agencies in that it is 
privately owned and managed, but is itself being supported in part by a large 
interest-free loan from the government of India.’ 

As presented, the statistical data relating to the amounts and forms of 
financial assistance received from governmental sources are, in some cases, 
improperly classified and often too confusing to be of much use in showing 
how much aid has been furnished to private enterprise. For example, some 
figures include government purchases of (“participations in”) share capital in 
firms in amounts of more than 50 per cent of authorized shares, and in other 
instances, loans to firms in which governments (central and/or states) may 
own more than half the capital stock. Do such loans ‘and “participations” 
represent financing of private enterprise? At-the same time, it is clear that 
the full extent of financial assistance to the private sector | has not been 
accounted for. 

This book succeeds in showing lio complex, ramifying, and overlapping 
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the machinery is for providing private financial aid. One is left with the 
feeling that the system is so “mixed” as to defy analysis. But surely this 
cannot be the case. 


EMMETT J. RICE 
Cornell University 


Insurance and Economic Theory. By Irvine PFEFFER. (Homewood, Ilinois: 
Richard D. Irwin. 1956. Pp. xvii, 213. $4.00.) 


This book presents two main theses: first, that the degree to which risk 
can be reduced or eliminated (rather than merely transferred) by an insur- 
ance company through pooling and reliance on the law of large numbers has 
been greatly exaggerated; and second, that the introduction of insurance re- 
duces the risks which had been inhibiting the action of producers and con- 
sumers, and thereby increases economic welfare. It would seem to this re- 
viewer, that the more truth there is in the first thesis, the less there must 
be in the second. 

The discussion minimizing the risk-pooling aspect of insurance takes the 
first half of the text, some 70 pages. The result is achieved primarily by 
quoting and discussing various definitions of insurance. The only nondeduc- 
tive evidence adduced consists of quotations from some actuaries as to the 
difficulty of their task, most of them dealing with fire, casualty, or major 
catastrophe risks. The idea that experience allows one to predict average 
incidence of death (or other. disaster) fairly well for groups is dismissed as 
“the fallacy of actuarial perfection.” At one point (p. 73) this is carried so 
far as to be clearly misleading: 


In essence it [insurance] is a product of the divergence of predictions 
made by two parties, based, in general, on different sets of evidence. The 
life insurance company, depending on broad masses of experience, has 

a relatively low estimate of the insured’s probable mortality. 

The second half of the text relates insurance to economic theory, particu- 
larly that of production, distribution, and consumers’ preferences. As in the 
first half, most of the discussion is definitional, classificatory, and epistemologi- 
cal. In a few cases the treatment of the literature is imprecise (pp. 96, 106) 
though this is inevitable in such a summary treatment. A discussion among 
economists around the turn of the century is reviewed. They had wrestled 
with the problem of risk and uncertainty and concluded that insurable risks 
were eliminated by pooling and the premiums to the insurance company were 
part of the costs of production, whereas uninsurable uncertainty was borne 
by the entrepreneur and paid for in profits. The connection with consumer 
behavior is via a review of Friedman-Savage without, however, any discus- 
sion of more recent theoretical and empirical contributions such as those of 
Ward Edwards, or Suppes and Davidson, 

The basic purpose of the whole section, however, seems to be to make the 
point that insurance “serves to narrow the dispersion of the alternatives open 
to the economic unit; it enables the individual to allocate his resources in a 
more rational manner by reducing part of the inertia~producing risk burden” 
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(p. 148). This reviewer remains dissatisfied. Some people do seem to have 
a preference for gambling as well as risk aversion, as the author admits. 
Perhaps entrepreneurs do too. What would happen to the achievement value 
of entrepreneurial success if failure were to be impossible? Who can say 
what amount of risk-taking is optimal for the economy? 

There. is an appendix on the foundations of probability theory with the 
purpose of throwing added doubt on the applicability of the law of large 
numbers to insurance. Again the question remains, if the pooling of risks is 
imperfect, why is the insurance business such a stable one with so few _ 
failures? It is clearly possible, short of actuarial perfection, to use probability 
theory and to make predictions, whether the metatheory of it all is satis- 
factory or not. 

James N. MORGAN 

University of Michigan 


Appraisal and Management of Securities. By Douctas A. Haves. (New 
York:Macmillan. 1956. Pp. v, 383. $4.50.) 


Professor Hayes’ work was written for tae purpose of aiding security 
analysts and would-be analysts in making “sound selective judgments and 
decisions” (p. iv). The general discussion is restricted to investments in cor- 
porate securities, and the analysis of individual companies is confined to the 
industrial field. Reasons advanced for this concentration are: the relative 
importance of industrial securities in the investment market today; a belief 
the reader will obtain a “more thorough understanding of the reasoning behind 
the techniques and processes involved in appraising corporate securities” 
(pp. 5-6) if consideration of specialized fields of analysis is minimized; and, 
no analysis of investment quality is required of an important group of securi- 
ties—U, S. government bonds. 

He breaks the investment problem into four parts. In the first section the 
investor is acquainted with the investment characteristics of the varying types 
of corporate securities, the various objectives to be sought in the acquisition 
of these securities and the different theories which may be used as a guide 
in security-market operations. The second section is devoted to the problems 
involved in appraising the intrinsic quality of the company. Hereunder such 
factors as managerial ability, financial strength, growth prospects, stability 
and competitive position are discussed. The valuation process, that is the 
translation of all the “evidences of investment quality . . . into estimated 
values for the securities” (p. 8) in terms of “bench marks of absolute value” 
(p. 9) is the subject of the third section. This phase of security analysis is 
accorded substantial weight as the author is of the opinion “all intelligent 
investment decisions must be related to the prices at which the securities are 
available in the market” (p. 8). The concluding section deals with the con- 
struction and management of an investment portfolio. Unlike most invest- 
ment books, emphasis is on the problems of the individual investor and only 
incidentally are those of institutional investors considered. 

The author skillfully blends many of the currently popular investment 
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views with those which havé been hallmarks of conservative investors for 
many years. The result is a well-balanced, well-organized and clearly written 
book of timely interest founded upon the hypothesis that “intelligent analyti- 
cal appraisals of investment risks and opportunities will over a period of 
some years increase the probability of satisfactory results to a significant but 
moderate degree” (p. iv). Though occasidnally conclusions and generaliza- 
tions are unqualifiedly expressed, the reader is not left to wondér how the 
author would have applied his own principles and generalizations. Included 
are examples and standards of performence that will be of aid to the reader 
in solving his own investment problems because they are both reasonable 
and current. The book is a worthwhile contribution to the literature in the 
field of investments. 
ADOLPH E. GRUNEWALD 
Michigan State University i 
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Automobile Franchise Agreements. By CHmarLESs M. Hewitt, Jr. Indiana 
University, School of Business, Bureau of Business Research Study 
No. 39. (Homewood, Il.: Richard D. Irwin. 1956. Pp. xiii, 287. 
$6.00.) l 

This book is concerned with the legal and economic aspects of automobile 
dealer franchise agreements from 1900 to 1955 and brings together a sub- 
stantial amount of significant material concerning automobile manufacturer- 
dealer relations in general as well as automobile franchise agreements iñ par- 
ticular. This is a task which has long needed to be done. Also, it is timely 
in view of recent Congressional hearings on the subject and subsequent pas- 
sage of the O’Mahoney-Celler “day-in-court” bill. On the whole it repre- 
sents a thorough study of the legal and economic aspects of automobile 
franchise agreements in the setting of automobile manufacturer-dealer rela- 
tions. In discussing the public interest aspects of automobile franchise issues, 
however, Hewitt has been concerned primarily with legal considerations. The 
nature of the subject is such that orie could rightfully expect equal attention 
to be given to the economic aspects of the subject. 

In his preface the author indicatés the basic questions to be answered 
in his study: (1) When and why did the franchise agreement come into use 
in the automobile industry? (2) What were the basic characteristics of the 
early automobile franchise agreements, and how and why have automobile 
franchise agreements changed over the y2ars? (3) How have the courts 
viewed automobile franchise agreements and the various legal relationships 
that they create? (4) Should the courts reappraise the entire area of franchise 
law? (5) What are some of the public-interest aspects of certain issues that 
are related to automobile franchise agreements? 

Library material and trade publications were used extensively in this 
study, but apparently the most important source of information was’ the 
reported franchise cases, both early and rezent. The author has used these 
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cases (approximately 175 appear in an alphabetical list) not only to illustrate 
legal points, but to furnish economic data as well, reminding the reader un- 
trained in law that allegations made in lawsuits are not necessarily true. It 
is also important to recognize that litigation usually reflects unusual rather 
than typical situations in an industry. 

Of fundamental importance is his discussion and interpretation of the eco- 
nomic and marketing aspects of the automobile-dealer franchise problem from 
a legal point of view, which provides new insight into an old problem. After 
presenting the basic characteristics of the mocern franchise agreement (Ch. 
8) Hewitt makes the following statement: “Basically, however, all of the 
modern franchises follow the same general pattern. This general pattern is 
based on a philosophy of dealer relations which developed in the early days 
of the industry. The industry has changed in many respects-—-but the basic 
philosophy of the franchise agreement has remained substantially the same.” 
Those with a particular interest in franchise agreements should read carefully 
the section entitled “A Critical Analysis of the Franchise Relationship” 
(Ch. 9). i 

The historical background of the “freedom of contract” concept, an in- 
structive evaluation of this concept’ in relation to automobile franchise agree- 
ments, and a reappraisal of the legal and economic aspects of these agree- 
ments is presented by the author in Chapter 10. Also included is a discussion 
of certain public policy issues relating to the automobile franchise. In the 
case of the latter, however, Hewitt is concerned with identifying the public 
interest aspects of these issues from a legal point of view, rather than with 
public policy as such. 

No effort will be made here to summarize the author’s conclusions. Of 
particular interest, however, are the final paragraphs of Chapter 11: 


The automobile manufacturers have contributed much to the high stand- 
ard of living in America. They have also taken many steps designed to 
help their dealers. If there are still inequities and possible dangers to the 
public interest involved in automobile franchise agreements as now 
drawn, it seems likely that the franchises will be changed in the future. 
Will the manufacturers, the courts, dealer organizations, or legislation 
bring about changes in the franchise agreement? What will be the nature 
of future changes? There is a crucial need for further study in this area. 
Only facts and logical reasoning will provide the right answers at the 
right time. 


No doubt serious readers of this book will find areas in which they will 
want to question the author’s views, as is to be expected in a study of this 
nature. It is a scholarly well-documeénted study, originally a doctoral dis- 
sertation prepared under the supervision of a committee well qualified in the 
fields with which it is concerned. It is the reviewer’s opinion that, taken as 
a whole and viewed in the light of the author’s stated objective, “ ... to 
explore one narrow aspect of this important [automobile] industry,” Hewitt 
has made an important initial contribution to this subject. 

Rosert L. CLEWETT 

University of Michigan 
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The Pattern of Management. By Lynpatt F. Urwicx.. (Minneapolis: Uni- 
versity of Minnesota Press. 1956. Pp. vii, 100. $2.50.) 


This book contains a series of five lectures given at the University of 
Minnesota in April, 1955. Each lecture presents a different facet of.the au- 
thor’s philosophy of management. One general concept, however, ties all of it 
together: that knowledge of the science of management, as developed to date, 
is built on a foundation of sound principles that should be studied and applied 
by those entrusted with the direction of business enterprises. 

Understanding of management. has been retarded by reluctance of people 
to part with tradition. From an established society we have emerged into 
an adaptive society. This transition has become necessary because “the speed 
of technological change has been enormously accelerated.” A social resilience 
is demanded of all of us, a capacity to adapt our lives to a changing tech- 
nological environment. The engineer has developed the technology. Now the 
psychologist is called in to interpret to the manager the attitude of the worker. 
Furthermore, all those concerned “must reconcile themselves . . . to the far 
more intricate, social discipline which an economy based on physical sciences 
and power driven machines makes mandatory.” 

Theorists developed by schools of business administration have a double 
responsibility: “First, they must be able to present their findings so that 
they make sense to the unspecialized mind.” Second, they must not put for- 
ward conclusions that others will accept with greater confidence than the 
theorist himself feels. There is a common ground on which theory and practice 
can be melded. Executive training programs in universities are in a measure 
bringing about the marriage of theorv and practice. 

In Chapter 3 knowledge of the science of management is traced from 
Frederick W. Taylor, through the contributions of his contemporaries and 
the doctrines of later-day philosophers, chiefly Henri Fayol, Louis F. Andrews 
and Elton Mayo. The author pays tribute to those advocates and a number 
of others, and assumes, with good reason, that those attending his lectures 
are familiar with the teachings of all the management philosophers. A reader 
not so well informed may find some of the references a little obscure. 

Governing a business is much like governing a political body, except that 
the objectives of the two differ. The basic objective of business is to conduct 
its affairs so as to render a service which society requires. “Proof of society’s 
need for the business is consumers’ support of the business by buying at a price 
which yields a sufficient margin over cost to enable each enterprise to remain 
in business.” Government, on the other hand, “is in large measure a process 
of ascertaining how people, the members of society, want to live. . . . Business 
has a great deal to learn from the experience of subsidiary agencies of govern- 
ment which have been engaged in organizing human beings on a large scale 
for thousands of years.” 

- A diagram of the “pattern of government” on page 65 shows the functions 
of the various divisions of government and is the basis for a discussion 
of the parallelism between government and business administration. Govern- 
ment makes laws and enforces them. Business administration is weakened 


BOOK REVIEWS 465 


by lack of discipline. What is known as consultative management has merit 
but may be carried to unworkable limits. 

The final chapter is largely built around a discussion of another chart, 

“pattern of principles” of government and management. The chart is 
divided into 8 categories of 9 principles each, 72 principles in all. Thus, in 
one logical scheme are included all the principles of management that have 
been enunciated by recognized authority, “a convenient summary of the 
main headings of our knowledge to date on the last two phases of manage- 
ment: the grouping and correlation of tasks, end the directing and motivat- 
ing of groups.” The chapter summarizes rather well the author’s philosophy 
of management. 

C. L. Jamison 
University of Michigan 


De Menselijke Factor in de Bedrijfshuishouding en de Bedrijfseconomische 
Problematiek. By A. de Jonc. (Leiden: H. E. Stenfert Kroese. 1955. 
Pp. xi, 248. f 14.25). 

This study dealing with the human factor in business enterprise and its 
relation to the problems of business economics constitutes Volume XIX in a 
series of monographs that have dealt with such subjects as budget-making 
and budget control, growth in size and executive leadership, accounting, 
marketing, advertising and dividend policies. 

Dr. de Jong notes at the outset that deszriptive material relative to the 
human factor forms a bulky constituent of several disciplines, including 
business sociology, business psychology, and business economics. In the nar- 
row meaning of the term the human factor “is neither necessary nor desirable 
as part of a theory of business economics.” But if the human factor is 
understood in the broad sense as being present wherever in business there 
occurs employment of manpower, then among the variety of aspects of the 
phenomena there are economic aspects including not only the questions asked 
by the facts but the hypotheses put by the observer, the various models, 
functional interrelationships, measurements, parameters and verification which 
constitute a significant element in the theory of the business firm. Intensive 
studies, including the highly touted case studies so prolific in American litera- 
ture on human relations, become according to the philosophy of Rickert 
and Windelband essentially merely history. Only the study of human relations 
in extenso deserves the badge of being theoretical or scientific. 

Accordingly de Jong selects as guides German and Dutch authors. “In- 
deed;” he writes, “to speak of a theory of business economics in the United 
States (such as has developed in Germany recently and in our country as a 
scientific part of economic theory) is out of the question” (p. 15). There 
are thus no references in his volume to any of the enterprise-theorists such 
as Chamberlin, Dean, Papandreou, or Cady nor to labor theorists such as 
Reynolds, Lester or Daugherty: Nor is the vast literature on human relations 
used inductively or even sampled for illustrative or quantification purposes. 
It is dismissed as “subjective,” “approaching problems from totally different 
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viewpoints . . . not brought under one heading” and “lacking synthesis to 
give guidance to executive policy” (p. 33). 

On the contrary, de Jong’s treatment is entirely deductive. His primary, 
central principle (as stated in English by the author in his summary) 
“derived from the foundations of society structure in the Western countries 
and introduced in business economics literature by Professor J. L. Mey, has 
reference to the economic independent character of the business institution” 
(p. 216). 

From this premise he deduces not only the primacy of business economics 
in the field of human relations but its “normative function” (p. 23), in the 
event that the disciplines of business psychology or business sociology come 
up with contrary answers. 

This central principle likewise predetermines and delimits the categories 
of the human factor to which de Jorg applies his tool-kit of theoretical busi- 
ness economics (Ch. 3-6). These categories are: (1) the reward of labor and 
employment-time; (2) the kind of work; (3) cooperation in business; (4) 
management and policy in business; and (5) partnership in business. ‘“These 
categories evolve from the satisfaction of wants (1, 5), the physical state of 
the labourer (2), ‘man as a social creature’ (3) and ‘self-respect of man’ (4).... 

“It is obvious that all the categories cf the human factor in business can 
be reduced to the fact that manpower is connected with the person of the 
labourer” (p. 218). 

To limit “business” to production, to equate the “human factor” to labor 
and management within the enterprise, to leave out the influencing of busi- 
ness, price-, quantity-, and factor-reward decisions by other laborers, com- 
petitors, customers, governmental policy-makers and the public does, to be 
sure, simplify the analysis of “the human factor.” It also leads to such inter- 
esting observations as, to quote at random, that “it is necessary to give the 
labourers a questionnaire, in order to know what they think about their 
life and work in business” (p. 218), or that: “The labour-willingness de- 
pends on the relation of the labourer to the object of work [kind of work], 
the morale of labour-collectivity and the reward-function, ż.e., the relation 
between labour-output and labour-reward. With regard to this relation we 
disregarded the different wage-systems, in practice in use” (p. 218). 

Equally interesting, in these days of the split property atom and the exer- 
cise of managerial powers by directors owning merely token or qualifying 
shares, is the observation that “management cannot delegate the right of 
say [to take part in managerial decision-making] to labourers” because “‘top- 
management is accountable to the owners of business [share-holders]. The 
nature of authority lies in the legal right of ownership of share-holders” 
De 221). 

Similarly de Jong’s chapter on profit-sharing concludes: “with regard to 
the economic possibility of profit sharing, we can say that payment to la- 
bourers from that part of profit whick: has a real function [uncertainty- 
bearing] is irrational. As far as profit does not have a real function in business 
[quasi-rents? monopoly?], payments to labourers is rational (p. 223)... 
instead of paying profits to labourers, profits ought to be lowered” (p. 224). 
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The task’ of securing adequate profit data, sifting out “earned” from ‘“un- 
earned” profits and promptly achieving lowered prices differentially by firms, 
each with its varying product-mix, would seem formidable. 

The preceding verbatim excerpts from the summary (pp, 216-27), printed 
in English by the author for the convenience sf those who do not read the 
Dutch language provide a representative sample of the scholastic flavor of 
de Jong’s monograph. They do. not convey, of course, the taxonomic hair- 
splitting and linguistic finesse of the original. 

THEODORE J. Kreps 
Stanford University : | 
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United States v. United Shoe Machinery Corporation. By CARL KAYSEN. 
(Cambridge: Harvard University Press. 1956. Pp. xi, 404. $6.50.) 


Twenty years ago economists were disturbed by the gap between economic 
and legal standards for determining monopoly. The courts, viewing free 
competition as the antithesis of monopoly, were concerned about interference 
with the freedom of rivals to compete and looked to predatory conduct as 
evidence of intent to monopolize. Economists, regarding pure competition as 
the antithesis of monopoly, were more concerned with power over the market 
as a monopoly criterion. Court decisions, bezinning with the Aluminum case 
in 1945 and including among others the second American Tobacco case, the 
United Shoe Machinery case, and the more recent Cellophane case, have 
narrowed the gap. Economists are likely to regard this as progress in the 
administration of the antitrust laws, but it has not greatly simplified the 
problem of determining violations of the Sherman Act. 

Carl Kaysen, as an economic consultant to Judge Wyzanski, has had a 
remarkable opportunity to utilize economic analysis in an antitrust proceeding 
and to assess its significance. This book is a result of his experience. He divides 
his discussion of the United Shoe Machinery Corporation case into four 
major parts: the shoe machinery market; the suppliers’ market; remedies; and 
the outcome of the case: some lessons from it. ' 

In Part I, after analyzing United’s position in the market and how it- got 
it, Kaysen concludes that United’s market share is large enough to give it a 
substantial degree of monopoly power and that its power was deliberately 
achieved, not thrust upon it. Its original merger, its subsequent acquisitions, 
its patent structure, its full-line manufacturing and merchandising, and above 
all its leasing practices, none of which were predatory, were neverthless de- 
signed to give it a dominant place in the industry and to keep competition 
at a minimum. “[T]he conclusion that United feared a competitor above all 
things is one which jumps out from the evidence” (p. 114). While the evidence 
on the economies of scale is scarce, Kaysen rejects the hypothesis that 
these can explain or justify United’s market position. Nor does he find that 
United has justified its monopoly by its economic performance. It was less 
guilty of coercive practices than the government alleged, but its market 
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position gave it a distinct advantage in all of its bargaining activities. Its 
profits, though reasonable, varied greatly on different machines, and it used 
price discrimination as a weapon in either meeting competition or exploiting 
monopoly. Its “economic performance . . . in respect to price-cost relations 
is poor” (p. 146). Kaysen scores United relatively high on “research and 
progressiveness” but not high enough “to outweigh deficiencies in other re- 
spects” (p. 207). 

The picture is not greatly different in the suppliers’ market (Part II), in 
many areas of which United’s power is substantial. Its use of this power “has 
not been such as to ‘justify’ it, either in terms of a ‘trusteeship’ (good- 
monopoly) theory of the Sherman Act or... of an economic argument of 
the benefits of scale” (p. 266). 

In Part HI Kaysen outlines the remedies he believes ienna to restore 
competition. He rejects dissolution in the manufacturing of shoe machinery 
largely on grounds of practicality, but he would require United to divest itself 
of certain subsidiary branches and lines and would enjoin it from acting as 
a distributor of supplies that it did not make. But to restore competition he 
would rely largely cn United’s being forced to abandon the practice of leasing 
- machines and to sell all machines outright. The government won Its suit.and 
the district court’s remedies paralleled Kaysen’s proposals, although they did 
not go so far. Specifically the court did not order the abandonment of leasing 
but merely required United to offer its users the option of leasing or buying 
its machines subject to terms arrived at by procedure outlined by the court. 
On the whole Kaysen is optimistic that the decree will ultimately restore com- 
petition in the shoe machinery business, and he notes faint signs of its doing 
so. “All in all, there appear to have been stirrings in the industry indicative 
of the growth of competition, most of which began after the Government won 
its case. No doubt there were also other factors contributing to these develop- - 
ments, but the prospect of a relaxation of United’s grip on its shoe manu- 
facturing customers was certainly one important one” (pp. 332-33). 

Kaysen has produced an important industry study written with clarity. and 
reflecting meticulous, penetrating, and objective analysis. It is relatively, free 
of professional jargon, yet it has lost neither depth of analysis nor tightness 
of exposition. The importance of the book does not rest wholly on its qualities 
of economic analysis. More interesting are Kaysen’s reflections on the anti- 
trust laws and the general significance of economic analysis in their enforce- 
ment. The Sherman Act prohibits monopolizing and trying to monopolize. 
Monopoly is an economic concept, and who is better equipped to discover it 
than an economist? Kaysen outlines the following steps in determining 
monopoly: (1) delimit the market; (2) analyze the market structure; and 
(3) analyze certain aspects of market performance. Market performance 
relative to an economic judgment on monopoly should be described in terms 
of “price-cost relationships, the extent and nature of non-price competition, 
and the efficiency of resource use as indicated by the scale and utilization of 
facilities and the location of production” (p. 17). 

Having found market power, to determine liability under the Sherman Act 
Kaysen would look to the policies of a firm. In doing so he would give little 
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attention to Specific intent but would examine business policies, primarily as 
causal factors in the firm’s dominant market position. All of this i is good logic, 
and at the.same time it is apt to strike most eccnomists as reflecting common, 
if not uncommon, sense. It also reflects the recent drift of court decisions. 
But it makes the task of determining monopcly seem easier than it is and 
harder than it need be. 

It is easier to detect monopoly power than to measure it or determine the 
limits of the market in which it can be exploited. Economists do not know 
enough about cross-elasticity or have access to the essential data for deter- 
mining the power of substitutes to protect consumers from monopolistic 
exploitation and an uneconomical allocation of resources. The Cellophane 
case, in which the Supreme Court set itself the -ask of determining the relevant 
market, reflects these difficulties. The Court concluded that cellophane was 
not a differentiated product with a market of its own but a flexible wrapping 
paper meeting the competition of glassine, wexed paper, polyethylene, and a 
score of similar materials designed to display and protect merchandise, 
and that therefore Du Pont had no monopoly in cellophane. It reached this 
conclusion although Du Pont was one of two domestic producers of cellophane, 
had prevented competition in it through patent exchange agreements and 
other commercial strategy, and had established cast-price relationships result- 
ing in an average annual return over a quarter of a century of 34.4 per cent 
on operating investment. Unless they are to rely upon superficial observation, 
economists.and courts must accept a narrow conception of the market (cello- 
phane, not flexible wrapping paper in this instance), look to business practices 
whether predatory or noncoercive (as would Kaysen and Judge Wyzanski), 
and as would Kaysen examine those aspects of market performance, especially 
cost-price relationships, of particular significance to the discovery of monopoly. 
The chief shortcomings in Kaysen’s standards, as I see it, are his failure to 
recognize the difficulty of determining market. limits in any precise manner 
and the importance he attaches to determining them. This may be a matter 
of opinion rather than a fact, and that I hold it does not lessen my conviction 
that Kaysen’s book is a valuable addition to the literature of industry studies. 
GEORGE W. STOCKING 
. Vanderbilt University 


Big Business and the Policy of Competition. By Corwin D. Epwarps. (Cleve- 
land: Western Reserve University Press. 1956. Pp. x, 180. $3.50.) 

These four lectures, presented at Weszern Reserve University and Case 
Institute, contain Edwards’ first policy prcnouncement since his “release from 
the inhibitions that surround statements by public officials.” The conclusion 
that “‘there is serious difficulty in maintaining the vigor of competition in an. 
environment of big business,” should come as no surprise to those familiar with 
Edwards’ work. 

He discusses the issues and standards in the appraisal of big business, 
the case against big business, the case for biz business, and the direction of 
public policy. He points out that we need “criteria by which the competitive- 
ness of a particular enterprise can be determined in a particular setting” 
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: edie than “opinions that big business, or any other class of business, is 
generally good’ or generally bad” (p. 21). He observes that “the case against 
‘big business rests largely upon detailed charges by public officials, supported 
by. proof” whereas “thé case for big business is neither equally detailed nor 
‘equally’ authoritative”: ( (p. 69). He finds that even if the power of monopolies 
and oligopolies, were destroyed by antitrust action, the sheer bigness of some 
conglomerate, giants and the Zaibatsu-like power of some interest groups 
would still confront us with economic power which is capable of abuse and 
is in fact abused (p. 54). He emphasizes that interindustry competition and 
corporate diversification are not always an effective check on market power: 
= “Where diversified companies are established in various industries, substitutes 
are sometimes under a single corporate control. Agreements between producers 
of the substitutes sometimes prevent effective competition. Agreements to 
allocate fields sometimes prevent or limit diversification in the direction in 
which competition is needed” (p. 97). He doubts that the long-run price 
policies of big business are convincing proof of good performance: “A record 
of price reductions suggests but does not prove the existence of price com- 
petition and suggests but does not prove that the economic performance of 
the concern has been good” (p. 83). 

These brief glimpses should suffice to indicate the author’s approach. They 
lead him to a variety of policy conclusions most of which were explored in 
greater detail in his Maintaining Competition. Noteworthy, however, is 
Edwards’ admonition that “we should cease to pay exclusive attention to 
monopoly power, as distinguished from types of power... that are traceable 
to bigness instead of monopoly. We saould cease to smuggle other types of 
power into our thinking by calling them monopoly power. We should accept 
the fact that power may be derived from oligopolistic or monopolistic place 
in a significant market, from disparity in size ketween competing corporations 
or between buyer and seller, from structural forms such as vertical integration 
or diversification, and from aggregate bigness of a corporation’s activities as a 
whole” (p. 132). 

Perhaps the most original and valuable part of this little book is the 
appendix. There the inquiry becomes quantitative: How often does monopoly 
appear? How often does oligopolistic concentration create an anticompetitive 
exercise of oligopoly power? How frequently do the few big companies have 
power that is primarily nonfunctional? How often do they use it abusively 
to collaborate among themselves and to coerce smaller companies? Ob- 
viously the case against big business depends largely on the answers to these 
questions. 

Edwards does not leave the answers to mere opinion. Instead he searches 
the antitrust record for the character and frequency of violations by the very 
largest big business concerns. The companies selected for study are the 50 
largest industrial concerns as listed by A. D. H. Kaplan for the year 1948. 
For each of these companies (including some, but not all, subsidiaries) 
Edwards develops a list showing the cases instituted by the Department of 
Justice in which the company (1) was found guilty after trial (and appeal, 
if any), or (2) pleaded nolo contendere and was fined, or (3) accepted a 
consent decree. Edwards develops a similar list for Federal Trade Com- 
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mission cases where the respondent was found guilty and where’ the finding 
was not set aside on appeal. For a-variety of reasons, Edwards feels’ that 
his compilations understate the extent of big business’ violations, . 

The major generalizations based on this quantitative analysis ‘are that ( 1). 
the integrated oil companies have been deeply and continuously, involved in 
violations of the Sherman Act. Of the 10 suck companies which», are among 


the 50 largest industrial concerns, 8 have been fined or enjoined, for violations . ; 


of the law and another is defendant in a pending case. Nine cases haye been 
won by the government, and 2 more are pending. (2) The 2 largest-electrical 
manufacturers have also built up an impressive record, with General Electric 
losing 12 Sherman Act cases and Westinghouse 5. (3) The largest chemical 
company, Du Pont, has lost 9 Sherman Act cases since 1913, and is now a 
defendant in a pending case. (4) The largest automobile assembler, General 
Motors, has a record of 6 violations, and is < defendant in a pending case. 
In all, 35 of the 50 largest industrial companies have lost one or more cases 
in proceedings instituted by the Department of Justice. Six others are de- 
fendants in pending cases, and 9 have not been involved in any such case 
(pp. 54-63). l 

A similar pattern emerges from the analysis of cases before the Federal 
Trade Commission. Of the 41 such cases, 28 involve a Sherman Act-type 
violation, 21 involve conspiracy, 3 resale pric2 maintenance and 4 some kind 
of monopolistic exercise of power. This brings the grand total to 102 decided 
cases and 12 pending cases. Of the 50 companies in the survey only Woolworth 
and Atlantic Refining have spotless records (pp. 63-67). 

On the basis of this analysis Edwards concludes that “violation of the 
central prohibitions of the anti-trust laws is tco common among big companies 
to be disregarded” or treated as an unimportant aspect of their market be- 
havior. “Abuse of power for monopolistic purposes is a significant and recur- 
rent pattern of big business” (p. 68). 

Edwards presents his case clearly, interestingly, and persuasively, but except 
for the appendix offers little that is new or startling. Especially regrettable 
is his failure to treat the problem of the regulated industries (trucking, air- 
lines, television, etc.) where there is increasing evidence that “Independent” 
commissions have unduly curtailed, if not stifled, competition. Here is an 
important segment of the economy where economic concentration may be 
fostered by governmental action, where “bigness” may be correlated not with 
private conspiracies, or economies of scale, or superior performance, but 
simply with the conceptual and operational failure of “administrative ex- 
pertise.” Here is an area where greater competition (especially freer entry) 
is not only feasible, but where it can be achi=ved without resort to such drastic 
remedies as dissolution, divorcement, and divestiture. 

WALTER ADAMS 

Michigan State University 


Business Practices, Trade Position, and Competition. By OSWALD KNAUTEH. 
(New York: Columbia University Press. 1956. Pp. 181. $3.00.) 

Even the long title of this small book understates its scope. At the heart 

of the book are six chapters on “trade position,” of industry, of patents, of 
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financial institutions, of labor unions, and of agriculture, together with a 
_ sumimary of trade position. Two general chapters on business practices pre- 
` „cede these, and one on the tool of accountancy. The last chapters concern 
competition and innovation, the roles of marketing, of investment, and of 
government, and “the theory of business practice.” 
. ...* Inevitably the comments are brief; often they are discursive. One is 
- v. stimulated, however, by the breadth of Dr. Knauth’s interests. And the 
numerous concrete instances he cites are, like the issues they illustrate, im- 
‘portant and up-to-date. Moreover, he is notably fair-minded. This book, 
therefore, might serve as the launching point for informal discussion of 
economic problems by undergraduate or layman groups. 

The author has attempted to unizy-the work by building around the con- 
cept of “trade position.” Briefly, Knauth’s thesis is that specialization and 
heavy overhead costs require an uninterrupted flow of production. This de- 
pends upon a complex and dynamic marketing system, and requires, for 
survival, some “trade position” as a “refuge from the vagaries of the market 
place.” Advantages of location, exclusive position, custom, reputation, es- 
tablished organization, resource ownership, fewness of competitors, and 
bigness are the categories he gives for the many varieties of trade positions 
found in industry. Though they rest on more or less exclusive possession of 
certain assets, they ought not to be condemned as “‘monopolistic.” In the 
first place, they are inevitable as means of stabilizing business in order to 
make long-term planning possible. Besides, they are limited by indirect 
competition from substitutes near and distant, and most of all by innova- 
tion and dynamic change. Yet antitrust policy is wrongly based on a static, 
classical model. 

About this central theme the specialist will have many doubts. The most 
fundamental of these is the disconcertingly amorphous nature of the trade 
position concept, especially in Chapter 9, “A. Summary of Trade Position.” 
There are many more specific questions, too, although one cannot be cer- 
tain whether they are inherent in the analysis or merely result from im- 
precise or excessively brief expression. For example, it is not clear why 
business requires insulation from fluctuations of competitive markets, 
whereas it is able to adjust to unceasing disruptions from innovations. 
Again, to say that its ‘‘main concern is to distribute as fast as the produc- 
tion line produces” seems to cast mass distribution management in the role 
of a Sorcerer’s Apprentice by implying too rigid and uncontrollable a pro- 
duction process. As a third example, Knauth’s observation that “judgment 
is required to determine the limits of control of a trade position” since 
abuse of trade position “leads to its termination” seems to raise more ques- 
tions than it settles. On the whole, the author could have made a better 
book by narrowing the range of topics and developing his central thesis 
more intensively. 

Although I feel that the classical econcmics which Knauth criticizes is 

_ something of a straw man, there is no denying the inadequacy of conven- 
tional economic models, especially in relation to dynamic situations and 
applied to retail marketing settings. On these matters, the opinions, in- 
tuitions, and even the questions raised by a’ man of Knauth’s business ex- 
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_ perience (as former vice-president of Macy’s and president of ..the Asso- me 
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ciated Dry Goods i are worth a good deal. ` 
j HOWARD, Hi ‘Hines 
‘ Iowa State College ` i Eo af 


The Economics of Soviet Steel. By M. GARDNER CLARK. (Cambridge: Ha A 


vard University Press. 1956. Pp. xiv, 400. $7.50.) 
Wassily Leontief in his foreword characterizes the subject of this Boole as 


the grim but fascinating experiment, conducted on an unprecedented scale; of _ 


compressing centuries of economic development into two decades, of trans- 
forming a backward country into one of the two great industrial world powers. 

To appreciate the Russian achiévement one must remember that their 
steel output had grown from 4.3 million metric tons in 1928 to'22 million 
- In 1940, only to be reduced to 12 million in 1945 after the Germans had 
destroyed the plants in the Ukraine. Steel output for 1956 was 49 million 
MT against 45 MMT in 1955. Coal output in 1956 was 430 MMT against 
390 MMT in 1955 and only 150 in 1945 and 35 in 1928. The present five- 
year plan provides for 593 MMT of coal and 68.3 MMT of steel in 1960. 
Therefore in 1960 coal production would exceed U.S. production and steel 
production would equal U.S. peak output during the second world war. 

Comparing 1956 with 1929, Russian steel output increased more than 10 
times while U.S. production only increased from 71.4 to 115 million MT, 
or 1.8 times.. Electric power output increased 6 times in the U.S. against 31 
times in the USSR; capacity of hydroelectric stations under construction in 
the USSR is almost three times the total in operation in 1954. 

With the achievements of and plans for Russia’s industrialization either 
watched with apprehension or scepticism, a careful analysis of the growth, 
present situation and prospects of the steel industry— “the central and most 
vital sector of any modern industrial economy’”—is welcome indeed. 

The author himself did not go to Russia and therefore the report of a visit 
of Western European steel executives to USSR steel centers provides a valu- 
able supplement.? The book is based on available Russian publications and 
the author reveals a competent familiarity with the technology of the in- 
dustry in this country and Western Europe. If in the introduction he apologizes 
for “what may seem to be an excessive preoccupation with the technical prob- 
lems,” he should be assured that it is just this emphasis that makes the book 
valuable. 

Cost of production, productivity, location and chances for future expansion 
of iron and steel capacity are largely determined by the availability of scrap, 
of metallurgical-type coals, of iron ore and limestone deposits, on the produc- 
tivity of labor and technological progress. While there is, as yet, no evidence 
of original contributions to steel technology, widespread adoption of U.S. or 
Western European innovations appears to occur more promptly í in the USSR 
than in the countries where they originated. 

As a matter of tact, the author states (p. 247) without any qualification 
that the productivity of Soviet blast furnaces and open hearths is higher 


*Tron and Steel Institute, The Russian Iron and Steel Industry (London, 1956). 
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than our own, even if the productivity per worker is less. While he describes 
the precise measures (“coeficient of the utilization of useful capacity”) de- 
veloped in Russia, he does not give comparable U.S. data to support his 
claims. It is not clear from this definition to what extent high productivity of 
blast furnaces or steel furnaces is the result of greater efficiency of the 
equipment as compared to ours or simply of more constant full use of ca- 
pacity, że., less downtime for repairs and due to the periods of slack demand 
as we experience it because of seasonal or cyclical factors in a free rather 
than a controlled economy. The Russian data indicate that the national 
average blast furnace productivity increased by 45 per cent between 1946 
and 1954, while open hearth productivity gained by 61 per cent. Most of 
this improvement is held to have been due to new techniques, such as auto- 
matic controls, the use of oxygen and hot top pressure. Incentives were pro- 
vided to inventors and innovators by granting Stalin Prizes (300,000 
roubles?), of which in 1951 alone 114-went to steel operators. 

That even such incentives may be frustrated, however, is reported: The 
engineer in the blast furnace shop at Magnitogorsk complained i in a letter to 
Pravda that they had wanted to convert one of their blast furnaces to hot top 
pressure (as pioneered in this country by A. D. Little and Republic Steel), 
but that the central authorities in Mosccw at the Ministry of Iron and Steel 
would not permit them to convert ‘because they were afraid to lose the 
25 days of production which the necessary changes would ‘involve. The 
Magnitogorsk officials did not dare on their own initiative to risk falling 
even temporarily below the quota set for them. (Incidentally, it has often 
been pointed out that our steel industry finds it difficult to try out new 
techniques, because in boom times all available capacity is needed to satisfy 
customers, while in a recession although furnaces would be available for 
experiments the appropriations are not, since the company works at a 
loss. ) 

Labor productivity, as compared to efficiency of equipment, is held to be 
quite low as compared to ours (and this was blamed by Sir Robert Shone, 
Executive Member of the British Iron & Steel Board, discussing his visit 
to Russian steel plants with the reviewer, on poor foremanship). 

There is evidently no lack of markets. Red China alone is a bottomless pit 
for the consumption of USSR steel; and domestically, heavy industry, arma- 
ments, agriculture and consumers are unlikely as a whole to be satisfied in 
any foreseeable future. With markets no problem, the future expansion of 
Russian steel capacity is only restricted by the deteriorating quality of coking 
coal and iron ore. Remaining reserves of metallurgical-type coal are too friable 
to support the charge in large blast furnaces; also the sulphur content is 
rising. While in the reviewer’s opinion a lack of coking coal might be over- 
come by a new process of direct reducticn of iron ore through hydrogen, there 
is no solution for lower-grade iron ores but the installation of costly beneficia- 
tion plants. The author concludes that the current rate of capacity expansion 
must require a more than proportionally increasing investment of capital, a 
factor which might make Russia eager to reduce its armament burden. The 
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reviewer would like to add. that in the next decade the entrarts into the labor 
force, because of the low birthrate i in | Russia during the war, will fail to even 
replace retirements. 

_ Ropert M. WemenHAMMER 
University of Pittsburgh | 


Industrielle .Strukturwandlungen im Sowjetisch Besetzten Gebiet Deutsch- 
lands. By Bono BÖTTCHER. Institute of Eastern Europe, Free University 
of Berlin Econ. Stud. IV. en Duncker & Humbbt. 1956. Pp. vii, 
134. DM 16.) 


Although cut into two independent economic units with widely diverging 
political orientation, Germany continues to show enormous =conomic vitality. 
The Federal Republic (West) and the Democratic Reprblic (East) have 
undergone vast changes in their industrial structure in crder to make up 
for the industries lost through the partition of the country, and to integrate 
themselves into the separate western and eastern markets. Undoubtedly East 
Germany has had much more difficult problems of adjustment. The Demo- 
cratic Republic is only half the size of West Germany, is far less well endowed, 
and has an industry which is less diversified. Furthermore, East Germany has 
witnessed the dismantlement of a large part of its industrial machinery and 
has had to pay im natura, from its current production, large reparations to 
the Soviet Union. In aiming to modify its structure accovding to the Soviet 
model of industrialization, and in adjusting itself to the demand of the Soviet- 
bloc market, East Germany has made an enormous effort for the development 
of its “heavy industrial base” and particularly of its metallurgical branch. 

Bodo Böttcher concentrates in his study on the changes undergone by a few 
key branches of industry and their subbranches in East Germany (which 
he continues to call the Soviet Occupation Zone}. His okject is to determine 
the magnitude and direction of these changes and to cortrast them to those 
which occurred in the West. He therefore cevotes himsedf to comparing the 
relative positions occupied by the two parts: of the country in prewar and 
postwar German employment and output. The branches chosen are coal, 
ferrous metallurgy, chemicals, auto industry, optical industry, and electrical 
equipment. ‘A subsequent study now in preparation will examine other im- ° 
portant branches such as machinery and textiles. The period under survey 
is that of 1949/50 to 1955, że., roughly the first planred quinquennium of 
East Germany. 

In order to establish both the development. and the changes undergone in 
the branches considered, the study uses two main incicators: employment 
and output in physical terms. The already familiar arguments concerning the 
deficiencies of the official Communist figures on the gross value of output are 
restated. However, the author does not indicate why h2 has not at least ex- 
‘plored the implications of the official data, and why we has not attempted 
to gather some information on. changes in: capacity cf the industries con- 
sidered. 

It clearly appears from the statistical tables that koth Soar are, 
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so to speak, running equally fast in some branches, and that in other branches. 
their relative positions have changed. The changes have been mainly.a con- 
sequence of different resource endowments. Thus for bituminous coal, well- 
endowed West Germany has progressed relatively to the East; in sub- 
bituminous coal, better-endowed East Germany has increased output more 
rapidly. While in the chemical and car industries the East has developed at 
a slower pace than. the West, in steel production the East has increased its 
share from 7 per cent of the 1936 output to 10 per cent of the 1955 output. 
In the optical industry both sections of Germany have maintained their pre- 
war relative importance. (It should be noted that the progress achieved in 
steel output by East Germany is now seriously jeopardized by the disruptions 
` occurring in the “eastern world market” and by the drop in the Polish sup- 
plies of coke and coal). | 

Bottcher’s statistical study is meticulous and highly detailed. However, the 
framework -chosen is narrow and the-mechanical repetition of the same types 
of tabulation becomes tiresome. There is too much restatement of tabular 
material in textual form and furthermore the results obtained are in no way 
integrated in a more general view of the whole German economy for the period 
considered. 

The limitation of the analytical discussicn leaves one wondering what is 
actually the importance of the respective branches in the total product and 
in- relation to the other sectors of the economy. A broader discussion of 
precisely these problems 1s to be found in a study entitled “Structural Adapta- 
tion in Eastern and Western Germany,” published after Bottcher’s book by 
the United Nations in the Economic Buletin for Europe, Vol. 8, No. 3 of 
November 1956. eect aaa both studies gain when read in conjunction. 

_ NICOLAS SPULBER 

Indiana University | 


The Combined Food Board—A Study in Wartime International ‘Planning. 
By Eric Ror., (Stanford: Stanford University Press, 1956. Pp. xiii, 
. 385. $7.50.) 


This is the eleventh volume: in: the Stanford Food Research Institute’s 
series on food and agricultural problems in the second werld war. From the 
author’s viewpoint as initially a member of the original British Food Mission 
to the United States, and later an official of the Combined Food Board, the 
book provides both the underlying historical record and a commentary on 
problems in securing effective international cooperation in planning and direct- 
ing the production and distribution of foodstuffs under wartime conditions. 
It is a useful addition to the substantial body of documentation of resource 
administration in wartime that can be studied profitably as public administra- 
tion case material. 

The first third of the book describes the background of food policy and 
organization in the United Kingdom and the United States and traces: the 
origin of the Combined Food Board from tre outbreak of war through 1942. 
The second part covers the Board’s operations in 1943 and 1944. This section 
includes a description of the structure, organ zation, and administrative meth- 
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ods of the Board in allocating foodstuffs in short supply. The Jast group of 
chapters deals with the final eighteen months of the Board’s history, culmi- 
nating in the spring of 1946 with its efforts to develop long-range i for 
food and agriculture in a time of crisis. 

As an experiment in international cooperation, the record is an important 
one fo report and appraise. The problems faced by the Boerd were difficult 
and varied. The United Kingdom’s. vulnerable position—with prewar imports 
of.84 per cent of its requirements for sugar and fats and ois, 88 per cent of 
its wheat requirements, 75 per cent of its cheese requiremerts, and over half 
of its meat—contrasted sharply with the comfortable U.S. si-uation. A second 
contrast was provided by the extent of government control at wholesale choke- 
points: When the British Food Mission began its operations in Washington, 
the Ministry of Food was directly responsible for the impor-ation of virtually 
all food and animal feedstuffs into the United Kingdom. There were only 
negligible imports on private account and these were licersed. The creation 
and operation of administrative machinery for internatioral control of pro- 
duction and distribution had to be undertaken in this disperate environment. 
One result was that considerably greater progress was made in identifying 
problems and procedures of policy formulation than in assuring the im- 
plementation of Board decisions, 

It is difficult to accept in its entirety Roll’s appraisal cf the Board’s per- 
formance. The Board’s experience did provide, as he observes, an exercise 
in international cooperation that contributed to the handling of administrative 
issues in later intergovernment organizations, such as the Office for European 
Economic Cooperation and the North Atlantic Treaty Organization. And as a 
matter of substance the Board’s work helped to reduce—ard in some instances 
to eliminate—competitive procurement in international markets during the 
second world war. On the other hand, Roll describes wth enthusiastic ap- 
proval the proliferation of subcommittees that appears to be the Inevitable 
accompaniment of international activities, the compilation of statistics where 
little data previously existed, the accumulation of documents under the 
direction of a professional secretariat. These may be valuable or neutral 
activities, but he neglects to report on the critical issue of performance. One 
remembers the dismal early experience of the War Production Board before 
the institution of the controllership function and the establishment of ac- 
countability and reporting on the implementation of po‘icy decisions. Those 
were days in which many and great decisions were made—too often in terms 
that defied execution, and always without a record oł what actually was 
done to translate policy into action. It is not surprising to find in the history 
of the Combined Food Board the same eagerness to tackle giant problems 
and formulate policies for dealing with them, accompanied by the same 
reluctance to come to grips with the unpleasant and anromantic chores af 
getting things done. But it is disappointing to find Rcll as uncritical as he 
appears in this volume with respect to the failure to 2stablish routine pro- 
cedures for measuring and accounting for performance. 

l Ea MELVIN ANSHEN 
Carnegie Institute of Technology ' 
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Agriculture and Industry Relative Income. By J. R. BELLERBY and Associ- 
ATES. (London: Macmillan & Co. Ltd. New York: St. Martin’s Press. 
1956. Pp. xii, 369. $6.75.) 


In some ways this is a strange Look. The discussion ranges Sn the de- 
velopment of the concept of a supply price for farm enterprise to a description 
of the potato famine of 1845-46 in Ireland. In other ways it is an exciting and 
an important book. If the Bellerby concepts are relevant and his estimates 
are reliable, then we have useful measures for a whole series of countries 
(including the United States) of the degree to'which agricultural workers are 
at a disadvantage as to income relative to nonagricultural workers. We also 
have a persuasively reasoned explanation for persistent income disparities 
between agricultural and nonagricultural workers. - 

To facilitate the comparison between arm and nonfarm incomes, Bellerby 
develops a concept of incentive income, which he defines as “the return to 
human effort and enterprise”; the concept thus excludes all return to property. 
The major empirical work of the study is concerned with estimating farm- 
worker and nonfarm-worker incentive incomes in the following countries: 
United Kingdom, Canada, Ireland, United States, Netherlands, France, 
Sweden, Norway, Finland, Germany, India, Burma, China, Japan, Chile, 
Peru, Mexico, Philippines, Australia, and New Zealand (only in the case 
of the first six countries of this list, however, are the estimates given in 
reasonable detail). : 

From these estimates, Bellerby derives what he is the incentive income 
ratio, the ratio of farm-worker ‘to nonfarm-worker incentive income. And 
much of the book is devoted to the presentation and discussion of this ratio. 
Bellerby finds, for example, that the incentive income ratio runs as high as 
107 for Australia, and. persistently remains close to 100 for that country.. 
The same ratio has fallen as low as 5 and has rarely risen above 60 in 
Canada. And the ratio has fallen as low as 28 and rarely has exceeded 50 in the 
United States. In short, except for a few countries such as Australia and New 
Zealand, the modal position for the incentive income ratio is around 60. 

Bellerby makes the concept, supply price of enterprise, an integral part 
of the analysis. When applied to the individual farmer the concept, supply 
price, is used to mean “the price, in terms of incentive income, for which 
he is willing to play his part in supplying a given net product.” And the 
concept of supply price of farm enterprise may be expressed conveniently, 
Bellerby argues, in terms of the incentive income ratio. If the supply price 
of the representative farmer is equal to the incentive income ratio, the rdtio 
will tend to persist. Where the ratio exceeds the supply price of the repre- 
sentative farmer, workers in agriculture will increase, production will increase, 
and the ratio will be lowered. And where the supply price of the representative 
farmer exceeds the ratio, workers will leave agriculture (or the rate of out- 
migration will be speeded up), proqucnen will be decreased and the ratio 
will rise. 
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Since the incentive income ratio is low, and persistently so, in many coun- 
tries, it must be the case that the supply pricé of the represen-ative worker in 
those countries is also low. And this Bellerby believes to be the case. Hence, he 
inquires into the causes of a persistent, relatively low suppl, price of enter- 
prise in agriculture, an inquiry which is pulled ‘tcgether i2 a penetrating 
discussion in Chapter 16, Summary of Evidence. Every eccnomist, agricul- 
tural or otherwise, would benefit from reading this chapter. and it should be 
required reading for that slowly diminishing group of economists who be- 
lieve that the economy either conforms to, or should conform to, a perfectly 
(purely) competitive model. The obstacles to mobility for farm peeps are 
made beautifully clear in this chapter. - . 

The empirical results presented by Bellerty and his essociates in this 
volume in the form of incentive income ratios are going to be debated for a 
long time to come. This will be the case because important pelitical and policy 
implications flow from these results. Thesé results support the view, generally 
acclaimed by politicians and disclaimed by, economists, that the farmer belongs 
to a group chronically at a disadvantage—that the farmer needs the help of 
government to realize a fair and- equitable income. Thus protagonists of gov- 
ernment aid to farmers are.going to use the Bellerby arguments and estimates 
to support their case, and critics:of government aid to fammers are going to 
deprecate the Bellerby conclusions and look for errors of fact or logic among 
them. 

Several points-can be made in the way of evaluation. First, the income 
concepts formulated and used by Bellerby are clear, unnnddied, and con- 
sistent with the purposes of the analysis. Secondly, the sources and references 
given for each set of income estimates inspire confidencs in the quality of 
the work. The estimating work of Bellerby and his associates is no off-the- 
cuff job. Third, the theory and the empirical results are woven together in 
an impressive way. 

Perhaps this reviewer is too easily persuaded by the arguments and esti- 
mates presented; but it is hard not to be persuaded when arguments and 
estimates support one’s own hypotheses as fully as these do mine. 

WirrLarRo W. COCHRANE 

University of Minnesota 


Social Responsibility in Farm Leadership. By WALTER W. Wircox. (New 
York: Harper & Bros. 1956. Pp. xi, 194. $3.00.) 


In ‘the foreword to this book, Charles P. Taft explains that it is one of 
several commissioned by the Federal Council of the Churches of Christ in 
America to help “. . . clarify in relation to our own “nstitutions the basic 
ethical affirmations which we support.” 

- The introductory chapter on “Ethics and Seoneuie Life” T that 
the book is concerned with possible conflicts between ezhically and economi- 
cally motivated behavior. It asserts that the most impertant ethical norm is 
equity, defined as “the desire that each one deserve what he gets.and get 
what he deserves . . . ,” but states that.“. . . honesty, truth, and productivity 
also have left an indelible imprint.” Farm people possess additional ethical 
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values including neighborliness, a sense of stewardship of the resources they 
control, and kindness to farm animals. 

The ‘other chapters in Part I (The Setting) contain a dation of the 
ways in which farming is different from other occupations, an enumeration 
of the alleged ills in American agriculture, and a sympathetic account of the 
many governmental measures adopted to assist farmers. The author is dis- 
turbed by presen: farm-tenancy laws, by the low incomes of some farmers, 
by the problems of young men who want to buy farms but have not enough 
money to do so, and by the difficulties some farmers experience in trying to 
transfer their farms to their sons. 

A few words are devoted to the impact of E ERE and surplus-disposal 
programs on international relations, although the author finds nothing dis- 
turbing here. In fact, these.programs “actually may have benefited producers 
in other countries” (p. 37). The author also concludes that price-support 
measures (he always calls them “price-stabilization measures”) have probably | 
lowered food costs to consumers within the United States. | 

Part I contains occasional references to such concepts as equity, highest 
ethical standards, and Christian stewardship, but the ethical criteria of the 
first chapter are not applied to the practical problems of agricultural policy 
except for the underlying theme that those who farm or wish to farm are 
entitled to support from the public treasury. 

The second half of the book (pp. $1-175) is entitled “Farm Leadership in 
Action.” It contains descriptions of the major farm organizations, a summary 
of their public statements on policy matters, and an account of the functions 

of local, county and state leaders. There is also an exhaustive classification 
of other “farm leaders” including legislators, administrators, and officers of 
the various farm trade associations. 

The author presents most positions with complete impartiality but expresses 
some concern because not all farm leaders are interested in the poor in agri- 
culture. He appears not to be much concerned because farm leaders place 
farm welfare above national welfare, although he renders lip service to 
the idea that they must be “aware of the interests and goals shared by 
others.” 

WILLIAM O. JONES 

Stanford University 


Agriculture in an Industrial Economy: The Agrarian Crisis. By Troy J. 
CAULEY. (New York: Bookman Associates. 1956. Pp. 191. $4.00.) 


` Cauley argues that our economic system is not in any significant sense 
price- or market-controlled. Prices do not allocate resources, he insists, but 
even if they did, the allocation would not'conform to welfare considerations. 
Orthodox economics is portrayed as a rigmarole of religiosity which must be 
abandoned sooner or later, and the sooner the better. He proposes to ease any 
withdrawal symptoms occasioned by the apostasy with a stiff injection of a 
new miracle drug, named “the principle of comparative contribution to a 
functionally adequate distribution of purchasing power.” “Functionally ade- 
quate distribution,” as he elsewhere abbreviates his phrase, or FAD, a still 
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further abbreviation, is based upon the Keynesian consumption schedule. 
Cauley asserts that leading agricultural economists have entirely ignored 
Keynesian theory, an oversight which he deems the more grievous in the 
light of his discovery that FAD will solve the farm problem. 

Why is FAD heralded as a solution for the farm problem in particular? 
Cauley reasons that higher incomes for lower-income groaps will result in 
their consumption of more superior foods, and these are foods for which 
demand elasticity is higher. The orthodox presumption that farmers would 
respond to this change in the consumption pattern by producing more superior 
foods has been refuted by Cauley in a separate chapter he relies on the 
government to direct the reallocation. 

The fact that the symptoms of the farm problem have not subsided in 
the presence of modified income distribution cannot be cffered in criticism 
of Cauley’s thesis, by reason not only of a failure to direct iarmers to produce 
more superior foods, but also of a special property of FAD. If the patient 
is not well, this simply indicates that he has not received enough of the 
drug (he is to take this remedy until he stops sneezing o> breathing, which- 
ever occurs first). After belaboring orthodoxy for the circularity of the margi- 
nal productivity theory, Cauley proceeds to argue that -he-solution to the 
farm problem is functionally adequate distribution, meaning by “functionally 
adequate” that amount of redistribution which would solv2 the farm problem. 
(Since the nonagricultural economy has been operating gt “capacity,” I can 
interpret his definition of functional adequacy in no other way.) 

Cauley also extends his criterion of functional adequacy into related prob- 
lem areas. Thus, “free trade of the sort . . . upheld by classical and neo- 
classical economists is not desirable . ... for the basic rezson that it does not 
yield a functionally adequate distribution of income anong the peoples of 
the world”; “incomes [of tenant farmers] are reducec by the amount of 
the rentals which they pay to landlords; and usually this is bad from the 
standpoint of its effect upon the functional adequacy af the distribution of 
income”; and “Less use of property taxes and sales tax and greater use of 
progressive net income taxes are essential to the achievement of a functionally 
adequate purchasing power on the part of farmers.” 

It would be unfair to Cauley to leave the impression that so nebulous 
a nostrum as FAD comprises the whole of his remedl paraphernalia. He 
presents this as but a particular application of his principles to a particular 
problem. Doubtless he purposely. oversimplifies and overstates his case- for 
FAD in an effort to draw popular attention to the principles underlying it. 
Most of the socio-economic problems of ihe world, he believes, stem from 
institutional impotency. The frustrations encountered in attempts to solve 
economic problems within any current institutional fremework can be over- 
come only by altering the framework. Some of the lacger alterations which 
are mentioned in this book, itself dealing with a relatively limited application, 
are abandonment of national sovereignty and the: market mechanism, and 
modification of the system of private property and inheritance. 


| Rocer W. Gray 
Stanford University 
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Trends in Employment in the Service Industries. By GEORGE. J. STIGLER. l 
(Princeton: Princeton University Press, for the National Bureau of 
Economic Research. 1956. Pp. xviii, 167. $3.75.) 


Professor Stigler, in this first comprehensive study of service industry ëm- 
ployment, has produced an impressionistic essay rather than a source book.” 
He accepts what is readily at hand fram. census materials and from earlier 
monographs, and concerns himself primarilv with the broad trends that they 
reflect. The reader should not expect to- find a sequel to the work of Fabricant 
on the manufacturing industries or that of Barger on mining and transpor- 
tation, for this volume contains neither a systematic exploration of the statis- 
tics of service employment, nor qualitetive ainda and estimation to fill 
gaps in the data. 

The first section of the book is devoted to a consideration of relevant his- . 
torical data on population, labor force, ard income. Stigler here reports some- 
what parenthetically on several experiments which had as their purpose the de- 
termination of whether static family budget patterns can be used to predict 
long-run trends in consumption, all of which turned out to be failures. The main 
body of the work consists of separate ckapters on retail trade, routine per- 
sonal services (domestic service, beauty and barber shops), professional serv- 
ices, and business services. The coverége is uneven, with retail and wholesale 
trade, domestic service, and education receiving thé most attention. 

There are many interesting observations scattered through the volume. To 
cite a few, Stigler finds that changes in the organization of retail trade prob- 
ably reduced employment relative to sales by under ten per cent, which is 
less than might have been anticipated. The relative secular increase of em- 
ployment in ‘trade is attributed largely to urbanization, with changes in 
family size and female participation in the labor force as subsidiary factors, 
The hypothesis is advanced that “the absolute level of income is only a minor 
influence on the longer trends of consumption,” although here one looks in 
vain for any serious effort to establish a working principle which is so funda- 
mentally at variance with current economic preconceptions. __ 

This is perhaps symptomatic of the principal criticism that might be made 
of the work, namely, that Stigler’s enthusiasm for speculation occasionally 
outruns his data, with the result that unwarranted inferences are drawn or 
relationships are overly simplified. For example, the large number of self- 
employed entrepreneurs and the small size of the individual business in trade 
are cited as “a major explanation of the relatively small role of unionization 
in the service industries.” A little reflection on the successful history of 
unionization in the building trades and in garment manufacture might have 
led to questioning this conclusion; the explanation is really much more cor> 
plicated. Considerable space is devoted to the various factors that might cou- 
ceivably affect the demand for domestic service in order to explain its decline 
in the face of rising levels of income, but only two brief paragraphs are 
accorded to a consideration of the supp!y of domestic servants, which may 
well be the key to the problem. There are a few interesting remarks on varying 
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‘international propensities to employ servants at identical inccme levels (this 
. may even be true for different regions of the United States, though Stigler 
doés riot consider the question), but no real consideration o7 whether these 
propensities do indeed differ, and if so, why. In casting abot vainly for an 
explanation of the absolute decline in the number of barbers, Stigler is 
apparently unaware of the extent to which the do-it-yoursel: movement has 
invaded the prerogatives of this ancient profession, resulting in an elasticity 
of demand which has proven painful indeed for the Barbers’ Union. 

In all fairness, Stigler makes no claim that his book represents a definitive 
study of service employment. Indeed, he specifically states: “. . . no simple 
rule describes the trend of employment in the promiscuous ensemble of serv- 
ice industries; a common group of forces seems to be operative in most of 
them; but we have not isolated all these forces or measured eny of them very 
precisely.” Let us hope that the National Bureau of Econonic Research re- 
_gards this volume as only the opening gun in 2 major campaign to elucidate 
the statistical history of a fascinating group ol industries which are playing 
an ever-growing role in our economy. 

WALTER GALENSON 
University of California, Berkeley 


The Practice of Unionism. By JACK BarsasH. (New York: Farper & Brothers. 
1956. Pp. xii, 465, $5.00.)- 


In this excellent study on the practice of unionism, the cuthor has broken 
down the dichotomy between structure and function of unionism and has 
presented the American labor movement from 1933 to the present time as a 
living, dynamic social phenomenon. The bock should be of great value to 
teachers of industrial relations and to those people whose knowledge of union- 
ism stems from. the stereotypes presented in certain newspeper headlines. 

For Barbash, the trade union movement does not redresent an outline 
picture of structure and an outline picture of function. There -is no clear-cut 
division; the structure of the trade union movement is made not only by 
the traditions of the past but by the dynamic forces of the present and by 
the personalities who leave their imprint upcn the activites of the organiza- 
tion. He recognizes that the trade union movement is made up of people 
and that trade union leaders are also people, no better and no worse than 
others. The trade union belongs to that category of social institution which 
sometimes leads its membership in progressive ideology, community solicitude 
and social outlook and sometimes reflects the sordid outcroppings of a hetero- 
geneous population, with few strong convictions except thet of getting “more.” 

He analyzes the factors of union acceptance of minorities, which he de- 
scribes as restrictive, practical, and ideolcgical, as wel as the prejudices 
wich stem from our social fabric, and which have influenced the policies 
anti actions of specific unions. Restrictive unions either prohibit minority 
workers from becoming members or restrict their pacticipation in union 
affairs. The “practical” approach emphasiz2s the need to organize all work- 
ers for the ultimate goal of effective collective bargainirg. The “ideological” 
approach represents equal treatment of all workers as an act of faith. 
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There is no doubt that the trade union movement may be accused of 
“big business” ideology as witnessed by Beck of the Teamsters’ Union in his 
recent encounter with Congressional committees. But, on the other hand, 
the author points out that big business by union standards is certainly not 
synonymous with big business by business standards and that the “net worth 
of all unions including local units is not as large as that of one of the very large 
American corporations.” This places in its proper perspective the attacks upon 
large unions and the merged labor movement as being monopolistic in economic 
as well as political control! 

His chapter. on the specific factors which influenced union structure has 
come a long way from the early Commons thesis that trade unions are in- 
fluenced by either market expansion or methods of production, Barbash 
indicates that in a country that.is dominated by the propulsion of economic 
growth, there are many factors other than technology and markets which 
are responsible for changes in the growth and structure of the American 
union. Certainly, the fact that the A.F. of L. and CIO have merged does not 
mean a common acceptance of a new type of structure, but rather an accept- 
ance of a host of structures to meet the host of business patterns which have 
already been set up, and are being set up by industrial organizations. 

There is an excellent discussion of jurisdictional conflict which plagues 
and which will undoubtedly continue <o plague trade unions. Barbash de- 
clares that there is no evidence of correlatior. between the “degree of craftness”’ 
and the magnitude of jurisdictional disputes. He admits a “proneness,” how- 
ever, which he hopes will be minimized by the “internal disputes plan” of 
President George Meany. He states that the representation machinery of the 
National Labor Relations Board has contributed to the raiding problem by 
systematizing the machinery whereby one union can take away the representa- 
tion rights from another. The A.F. of L.-CIO merger, one year after their 
marriage, is still struggling mightily with the problem of eliminating rival 
jurisdictions by voluntary mergers and agreeraents. 

The role of the unions in the collective bargaining process, the author feels, 
depends not only upon the state of the economy, concepts of human welfare, 
status relationships, technology, but also upon the imagination, resourceful- 
ness and intelligence of union leaders. (One might also add—management 
leaders.) This one fact takes the bargaining process out of the area of pre- 
dictability which some labor economists have described in setting “patterns or 
satellite” influences. Since “liars can figure and figures can lie,” wage statistics 
do not always clarify the negotiation process. The author admits that the 
union must secure “more” for its membership——but a wage policy reflects many 
pressures. The successful union leader must be a juggler able to evaluate these 
pressures as they are reflected in union politics as well as in the collective bar- 
gaining negotiation. 

The author has written an excellent chapter on the use of technicians by 
the union. The life of a union is so complex that no man “up from the bench” 
can answer all the questions, The effective administration of a union now 
depends upon a host of skills—such as lawyers, educators, journalists, social 
workers, engineers possess. Barbash asserts that the elected officials determine 
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policy, but that the hired technicians advise, educate and elucidate. Since 
unionism tries to be a way of life—these skills are essential. 

His discussion of the “imperatives of union leadership” in these days when 
leadership of a social and political nature seem to be sorely lacking, is pro- 
vocative. He asserts that a union leader must have (1) a sensitivity to the 
immediate interests of his constituents and (2) a recognition. that the union 
is a political organization. Spelled out in concrete terms this means a “maxi- 
mum number of job opportunities for the union membership,” “more pay for 
less work,” and an “interest in the optimum profitability for -he business that 
provide jobs. ” He offers a description of a number of union leaders who 
presumably have this sensitivity and recognition. 

There are many facets of the American labor movemen~ which Barbash 
has not discussed and with which labor economists are concerned. Why has an 
increasingly strong labor movement had so little influence om the distribution 
of the shares of national Income? To be sure he does indicate that we have 
no way of ascertaining what the share of national income to labor would be 
like, if we had no labor movement. What force will take the place of the 
humanitarian and dedicated idealism of the early labor movement? Why must 
labor leaders conform to the standards of successful businessmen and widen 
the gap between themselves and the rank and file membership upon which they 
depend? Why are there two social environments in this :ountry—a South 
which bitterly fights unionism in spite of federal legislatien and the North 
which reluctantly accepts it? Will the A.F. of L.-CIO realy attempt to or- 
ganize the unorganized three-fourths of the working population, the Southern 
worker, the white-collar workers, the professionals or is the organization of 
these people blocked by their own need to be “liked,” to be socially ac- 
ceptable, to conform to the patterns of the “man in the gray flannel suit”? 

Barbash knows the labor movement and the forces that make it tick—to him 
it is still a pragmatic, democratic, and vital institution keeping step, albeit 
sometimes haltingly, with the demands of an panes economy in a world 
seething with contradictions. 

THERESA WOLFSON 

Brooklyn College 


Work and Authority in Industry. By REINHARD BENDIX (New York: John 
Wiley & Sons. London: Chapman & Hall. 1956. Pp. xxv, 466. $7.50.) 

In this volume the author presents a comparative analysis of the “ideologies 
of management which seek to justify the subordination of large masses of 
men to the discipline of factory work and to the authority of employers.” A 
summary of his framework will provide some idea of the breadth of his under- 
taking. Bendix shows that in the initial stages of industrialization the entre- 
preneurial class is faced with the problem of gaining acceptance for indus- 
trialization and their own activities in the face of hostility from the older 
aristocracy and the newly formed work force. He traces the “entrepreneurial 
ideologies” which develop in this setting as aids in the struggle for indus- 
trialization. In time, as the industrial way of life gains ecceptance and large- 
scale industry becomes subject to bureaucratization, th: author argues that 


486 THE AMERICAN ECONOMIC REVIEW 


the problem of acceptance is replaced by that of controlling and directing 
the activities of the workers. He examines “managerial ideologies” which take 
the place of the older ideas, and help employers carry out their role in the 
more advanced industrial societies. The author’s task is not simply descrip- 
tion but rather to demonstrate that differences in these “managerial” and “en- 
trepreneurial” ideologies arise from the historical legacies and social structures 
of the countries going through the prccess of industrialization.1 His method 
is to compare two different societies at different stages of industrial develop- 
ment. Taking his cue “from the present division of the world into East and 
West” he compares the ideologies that evolved in England and Russia at the 
inception of industry. He then traces the development of the major managerial 
ideologies of large-scale industrial enterprise in the United States (going 
back to 1880), and compares this with present-day East Germany. From the 
viewpoint of this study the civilizations of Russia and the West differ in. “the 
extent to which social relations are free from, or are affected by, political 
decisions and governmental controls.” Accordingly, in England and the United 
States entrepreneurs and managers are said to form an “autonomous social 
class” while in Russia arid East Germeny they are subordinate to govern- 
ment control. He argues that the differences between “social classes” and 
“bureaucracies” are reflected in the ideclogies of management that have de- 
veloped in the two civilizations. 

Bendix attempts an extremely difficult task when he tries to support his 
analysis with the available evidence. He has made use of what might be termed 
the historical method in drawing extensively on contemporary sources to re- 
late ideas to their social, political and institutional context. Although the 
analysis of each of his four sectors is a valuable contribution, this reader found 
the framework of the study somewhat strained. Partly this was becduse of 
the extremely fluid concept of ideology which the author uses in many different 
contexts. It is difficult for the reader to be sure he has grasped the author’s 
meaning when he refers, for example, to an “ideological contribution” or 
“ideological response.” The explanation and justification of authority, which 
the author includes in his definition of “ideologies of management,’”? are not 
present in all of the ideas, beliefs and management approaches which are 
discussed as ideologies.? The comparisons which are the heart of the study 
are most significant i in terms of the expanded meanings of “ideology” in each 
context. 

In tracing the development of ideas and managerial behavior Bendix pre- 


*There are many interesting parallels to Selig Perlman’s analysis of the labor mòve- 
ments which developed in different historicài contexts. “Entrepreneurial ideology” seems 
related to Perlman’s concept of the “effective will to power” of the capitalist class. Selig 
Perlman, A Theory of the Labor Movement (New York, 1928). 


?“All ideas which are espoused by or for those who exercise authority in economic enter- 
prises, and which seek to explain and justify that authority. ...” “No effort is made to 
distinguish between owners, employers, entrepreneurs, managers, or leaders of economic 
enterprises. .. .” There is no explicit reference to other concepts of ideology. 

8 Cf. F. S, Sutton, S. E. Harris, Carl Kaysen and James Tobin, The American Business 
Creed (Cambridge, 1956), pp. 1-15, The authors present | a different approach to the con- 
cept of business ideology. , 
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sents his interpretation of a fund of evidence wkich is impressive in its variety 
and magnitude. In several instances the sociological framework of his analysis 
leads to conclusions which require further examination. The civic isolation and 
deprivations of the newly formed industrial labor force seeni to have been over- 
emphasized. T. S. Ashton in his studies of the period* conterds that, all in all, 
conditions of labot were improved -by the spread of.the factory, although the 
war and other economic factors worsened the status of workers for a time. 
Other studies cast doubt on the Hammonds’ early analysis’ and paint a dismal 
picture of. preindustrial society. In the light cf this materfl, what “rightful 
place in society” was denied. the worker through industr-alization? Bendix 
asserts that the “changes in career patterns cf the American ‘business elite’ 
may be regarded as an outgrowth of internal bureaucratization in economic 
enterprises.” In both cases economic, instituticnal and political factors should 
be considered together with bureaucratization in studying the changes that 
have taken place. Finally, I find it difficult to accept the author’s conclusion 
that for Communist rule the “creation and manipulation cf hostility between 
activists and workers is the fulcrum of its managerial practice and ideology.” 
The analysis which leads to this position is excellent, buz it appears to this 
reader to be less likely to apply to Russia than to the satelite countries, Ben- 
dix points out that the satellites may be distinguished from. Russia by the high 
degree of hostility to the regime and strong passive resistar.ce. The managerial 
ideology described by the Author would seen to be appzopriate to such an 
environment. 

Bendix has given us a clearer aesae of the managerial approaches 
to the problems of industrialization: I believe, however, that the importance of 
the study lies in the author’s explicit use of evidence and a sociological 
framework to study the development of ideas. 

. l Myron L, JOSEPH 

Carnegie Institute of Technology 


*T. S. Ashton, An Economic History of England: The 18th Century, (New York, 1954); 
idem., “The Standard Life of the Workers in England, 1790-1830,” in F. A. Hayek, ed., 
Capitalism and the Historians (Chicago, 1954). 


‘J. L. and Barbara Hammond, Thé Town Labourer (London and New York, 1917) ; 
see also Lord Shaftesbury (London, 1923). In'a later work the Hammonds revised some of 
their earlier views, The Bleak Age, rev. ed, epee, 1947). 


Labor IEA and Problemi at Mid-Century. By SIDNEY C. SUFRIN 
and ROBERT C. SEDGWICK. (New York: Alfred A. Knopf. 1956. Pp. 
xxvi, 385. $5.75.) 


Planned for the undergraduate course in labor economics this textbook 
has for its central purpose, “To analyse the problems of employment, in- 
dustrial relations and labor standards as they exist in the United States in 
the mid-twentieth century” (p. 18). In a genera! sense this objective proves 
broad enough to encompass the topics usually fourd in labor problems 
texts. Although the framework-is economic, there is recognition of socio- 
logical and psychological forces. These, kowever, often appear more in the 
form of inclusion of terminology from these fields than as an integral ele- 
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ment in analysis. Perhaps this is an occupational characteristic of the labor 
economist. 

After three introductory chapters to place unions in the setting of Ameri- 
can capitalism and to describe labor markets, about one-fourth of the book 
is devoted to union history, structure end government. At an earlier point 
(pp. 30-33), Hoxie’s functional interpretation of unions is sketched but it 
does not appear in any explicit sense in the union section itself. There is no 
discussion of the controversy concerning the “theory of the labor move- 
ment.” These union chapters are well organized and clear. Perhaps the role 
of the top federation would be better characterized if more emphasis had 
been given to Interunion relations. More attention could well have been 
given to the problems of union democracy, racketeering and monopoly. The 
last topic, particularly, cannot be disposed of by such statements as: “The 
multiplicity of small monopolies, or better, monopoloid institutions which 
are trade unions, however, tends to negate the economic monopoly effect 
of any of these unless these small monopolies tend to coalesce into some 
central monopoly body” (p. 379). 

The relationship between unions and employment in the short run is de- 
veloped through a marginal analysis “as a first approximation.” This leads 
to the conclusion that “the distribution of employment between different 
firms and between capital and labor 7s determined by relative considerations 
of value productivity” (italics in original). No one would quarrel with this. 
The exposition, however, is concentrated on the single firm, and thus can- 
not explain the distribution of labor throughout a market or economy. (And 
unfortunately the presentation is garbled. Figures 10 and 11 [pp. 173 and 
174] are transposed. Figure 13 [p. 176] is incomplete, with the result that 
there is text reference to symbols which do not appear on the diagram.) 

There is also a brief sketch of the general theory of employment, which 
the uninitiated would have difficulty in comprehending. This is used to re- 
late general wage chenges and employment. Many teachers might feel that 
this and the preceding marginal material should be left to courses in eco- 
nomic theory unless they are utilized intensively to illuminate labor phe- 
nomena. Thus, the general theory of employment should be introduced 
only if there is to be detailed discussion of the policy measures designed to 
maintain a high level of employment. The marginal analysis should be in- 
troduced only if it is used to illuminate such matters as the dynamics of 
the geographical and occupational menbanes of the labor force, labor mo- 
bility and wage differentials. 

The labor standards section, which covers about one hundred pages, 
discusses the regulation of the employment contract, old age security, un- 
employment compensation and the law of industrial relations. The pri- 
mary emphasis is on description. Old Age and Survivors Insurance and un- 
employment compensation are brought up only to 1954, although the un- 
employment compensetion chapter has material on the automotive agree- 
ments of 1955. The section on the Sherman Act ends with the-Clayton Act 
and makes no mention of the Hutcheson case and its significance. The orig- 
inal election provisions relating to union security are described as though 
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they were still contained in the Taft-Hartley Act (p. 327). 

The discussion of industrial relations emphasizes the auman relations 
approach more than the “environmentalist” approach. Here we have the 
optimistic view of an evolution of bargaining from belligerency to co- 
operation. If the term “active cooperation” means union-management co- 
operation or Selekman’s “relationship of cooperation,” many will suspect 
this comes close to wishful thinking. 

The. content of any textbook implies some concept af the division of 
function between the book, other student material and tae classroom. Al- 
though this is rarely expressed by authors, it must be weighed by users. 
The reviewer believes this book could best be used where classes are con- 
ducted on a discussion basis with topics generally limited t the textual sub- 
ject matter. There is a great deal of factual information, spiced by a ju- 
dicious selection of cartoons. At a number of points just enough is said in a 
manner to stimulate curiosity and even a desire to read more. Enough posi- 
tions are taken, with explanations which will not overwhelm the elementary 
student, so that a critical discussion is possible. ` 

RUSSELL S. BAUDER 

University of Missouri 


Labor, Institutions and Economics. By ALFRED KUEN. (New York: Rinehart. 
1956. Pp. xx, 616. $6.50.) 


That this is precisely a textbook is at once the virtue end the weakness of 
Professor Kuhn’s work. His express intention is to give us a pedagogical tool 
for the introductory course in labor. No “intelligent laynzan’s guide to labor” 
is this, but rather a carefully organized, classroom-oriented textbook. 

If the work is to be evaluated in terms of what it sets out to do, it must be 
‘called a success. In dealing with most of the topics whick regularly appear in 
the introductory course, and with some which appear less frequently, its 
author always proceeds thoughtfully and tarries to analyze and evaluate each 
topic. Usually the analysis and evaluation are based on clearly stated criteria 
consistently applied. 

Kuhn tells us that “. . . the general point of view I hold toward labor 
problems differs little from that of the better-known texis now available...” 
(p. v.). Reorganization of the conventional content of -he introductory text 
is his purpose. The reader’s response to this will depemd on his view of the 
role of the textbook. A veritable tour de force of organization, categories and 
distinctions, the work is sometimes reduced to such statements as: “In most 
American experience the union is much larger than a bargaining unit unless 
the union is unusually small or the bargaining unit unusually large” (p. 185). 

This is a good textbook and is to be commended as such; heaven knows 
there are many poor ones. But as a textbook it must accept the gibes of 
students and others who deplore the genus. He who studies it will learn; but 
he will be aware that he is studying an organized body of concepts and facts. 

Divided almost equally between institutional and economic material, the 
text opens with two chapters discussing the origin ani growth of the labor 
movement and its philosophy. There follows a chapter each on the structure 
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of management and of unions. The latter includes the author’s comments on 
the AFL-CIO merger, the first of two or three expressions of opinion in an 
otherwise impartial survey. The process of collective bargaining is treated in 
five chapters in terms of bargaining for survival, 7.e., questions of union and 
management security, and of bargaining power. The discussion of the union- 
management relationship is made to hinge on bargaining power and variations 
in it. The direct results of bargaining are considered in one chapter and the 
nonbargaining functions of unions (including a survey of European unions) 
in another. Two chapters on public policy toward labor, well over half of 
which is devoted to an evaluation of the Taft-Hartley Act, close the institu- 
tional section. Unorganized labor is given little attention. 

Part II is devoted to consideration of the size of labor’s income and its 
regularity. The discussion of wage determination concludes that the approxi- 
mate level of wages is determined by productivity, and the precise level of a 
specific wage is a function of many “frictional forces,” especially bargaining 
power. The presentation of marginal productivity theory is somewhat unique; 
equilibrium within the firm and equilibrium in the market are treated as . 
distinct problems. This reviewer cannot agree that the departure is as radical, 
or as useful, as the author believes. 

The chapter on wage differentials is surely too long and too detailed for an 
introductory text. Job evaluation, arbitration, national wage controls, legis- 
lation, and bargaining are all examined as to their effects on wages. Unem- 
ployment and threats to job tenure are considered and a chapter is devoted to 
each of three methods of achieving security for labor: the maximization of job 
opportunities, control over access to jcbs, and the provision of income in the 
absence of jobs. In each case public and private policies are considered. Many 
recent developments, e.g., the guaranteed annual wage, health insurance, etc., 
are considered and specific cases are ciscussed. However, governmental full- 
employment policy is relegated to a brief discussion in the final chapter. This 
reviewer has reservations about the relative emphasis given to the topics in 
Part Il—-a matter which admittedly is the author’s prerogative. 

The work uses tables and figures only sparingly, but each chapter concludes 
with review questions and reading suggestions. 

In general Kuhn seems to be'a bit mcre at home with the institutional than 
with the theoretical material. (Page 338 and the footnote to page 424 reveal, 
in this reader’s opinion, some discomfort with theory.) However, if the 
teacher shares the view which I attribute to the author, namely, that a text- 
book must be primarily ordered, systematic and specific and only secondarily 
appealing, then he will find this text a useful one for his introductory course. 

. Epwarp J. Cook 

Fordham University 
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mittee on Public. Transportation.) Boston Univ. Bus. Rev., Fall '1956.. Pp. 7. 
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' Land Economics; Agricultural Economics; ` 
Economic Geography; Housing 
Barton, T. F, Twenty-five years’ use oj the “erook Ohio River channel. Econ. Geog.; Jan. 
1957. Pp. 9. 


Brerxa, M. Structure of industrial districts in , Japan—the cases of Tokyo, Osaka and Na- 
goya. Kobe Econ. & Bus. Rev., 1956, 3. Pip. 28. 


BENNETT, A. J. United States apreta surpluses and exports. Quart. Rev. Agric, Econ., 
Oct. 1956. Pp. 4. 

Borens, J. C., ZIMMERMAN, F. L, and others. pecans solutions of the metropolitan prob- 
lem. State Govt., Nov. 1956. Pp. 19. 

CLARK, C. Britain’s eepenaette upon agricultural imports. Westminster Bank Rev., Nov. 
1956. Pp. 2. l 

CORBINO, E. Situazione e linee di sviluppo del? agricoliura italiana. (With English sum- 
mary.) Risparmio, Oct. 1956. Pp. 20. 

Dusr, S. C. Some problems of communication in rural economic development. Econ. De- 
velop. and Cult. Change, Jan. 1957, Pp. 18. 

Geertz, C. Capital-intensive agriculture in peasant society: a case study. Soc. Research, 
Winter 1956. Pp. 17. , 

GILLETTE, T. L, Effects of Negro invasion on real estate values. Am, Jour, Econ, Soc., Jan. 
1957. Pp. 12. 

Harmer, V. Kantohinnan muodostumisen teoriaa. (With English summary.) Kansantalou- 
dellinen Aikakauskirja, 1956, IV. Pp, 12. 

HOWENSTINE, E. J. Appraising the role of housing in economic development, Internat. Lab. 
Rev., Jan. 1957. Pp. 13. 

JAATINEN, S. AND Merab, W. R. The intensification of Finnish farming. Econ. Geog., Jan. 
1957. Pp. 10. 

Jounston, W. B. AND Coxventid, I. Eramos of changing peasant agriculture in Croatia, 
Yugoslavia. Econ. Geog., Jan. 1957. Pp. 22. _ 

Jones, W. O. Manioc: an example of innovation in A frian economies. Teon Develop. asi 
Cult. Change, Jan. 1957. Pp. 19. 

KHAMBADKONE, M. V. 4 ena ome and capital limia Asian Stud., Nov. 1956, 
Pp. 7. 

Noste, T. A. F, An experiment in pee procurement: a case duaya in planning in an 
underdeveloped area. Econ. Develop. and. Cult, Change, Jan. 1957. Pp. 11. 

Ropcers, A. Some aspects of industrial i cl in the United States. Econ. Geog. i 
Jan. 1957. Pp. 15. 

Sturman, M. Net jar income, 1950-51 to 31954-55. Quart. Rev. ARC, none Oct. 1956. 
Pp. 4. oi . 

Tuomas, B. E. Railways and TER in French West Africa. Econ. Geog., Jan. 1957. Pp. 15. 

THorNER, D. India’s agrarian revolution by. census redefinition. Indian Econ, Rev., Aug. 
1956. Pp. 21. 


TRIPPELAAR, M. A. De overheidszorg voor de Amerikaanse landbouw. De Economist, Jan: 
1957. Pp. 16. 


Vacuiert, L, V. Storia del petrolio di Persia. Ccmunità Internaz., Oct. 1956. Pp, 25. 


VALARCHE, J. Systèmes économiques et structures agricoles. Schweiz. Zeitschr, f. Volkswirt- 
_ schaft und Stat., Dec. 1956. Pp. 11. 


Warivin, G. En oversigt over de svenske ORREN Økon. og Pol., 1956, XXX (3). 
Pp. 19. 


Farm loans to finance intermediate-term seiidstmenté Fed, Res. Bull., Jan. 1957. Pp. 9. 
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Avpicxs, I: S. 4 survey of American labor in 1956, Mo, Lab. Rev., Feb. 1957. Pp. 7. 


Acrawan, S. R. Trade unionism in India—a critical assessment of the present position. 
Indian Econ. Jour., Oct. 1956. 


BACKMAN, J. Why wages are lower in retailing. So, Ecor., Jour., Jan. 1957. Pp. 11. 
BARKER, R. S. Work injuries in the United States, 1955, Mo. Lab. Rev., Jan. 1957. Pp, 5. 


Barkin, 8. The bench-mark approach to production standards, Indus. Lab. Rel. Rev., Jan. 
1957, Pp. 15. 


Brcx, J. W. Alternative measures of labors share. So. Econ, Jour., Jan. 1957. Pp. 10. 
Brau, P, The status of travelling salesmen. Internat. Lab. Rev., Dec. 1956. Pp. 16. 


Brocs, J. W. anb Pratt, R. Layoff, recall, and work-sharing procedures. IIT. Mo. Lab. 
Rev., Feb. 1957. Pp. 9. 


‘BRESCIANI-TurRRONI, C, Working of the sliding scale applied to wages in Italy. Rev, Econ. 
‘Conditions in Italy, Nov, 1956, Pp. 29. 


Brooxs, G. W. Observations on the changing nature of American unions. Mo, Lab, Rev., 
Feb. 1957. Pp. 4. 


Brown, D. V. anp Myers, C, A. Managements attitudes toward employees and unions. 
Mo. Lab. Rev., Feb. 1957. Pp. 4. 


Brown, E. C. The Soviet labor market. Indus. Lab. Rel. Rev., Jan. 1957. Pp. 22. 


Coates, C. H. AnD PELLECRIN, R. J. Executives and supervisors: a situational theory of 
differential occupational mobility. Soc. Forces, Dec. 1956, Pp. 5. 


Comany, H. P. Employment and age in union contractr. Mo. Lab. Rev., Dec. 1956. Pp. 7. 
Coren, S. Conservatism, radicalism and unionism. Am. Jour. Econ. Soc., Jan. 1957, Pp. 16. 


Craic, P. G. AnD ScHLENDER, W. E. Some relationships between GAW and seniority. Jour. 
Bus. Univ. Chicago, Jan. 1957. Pp. 11. 


Davcuerry, C. R. Import of the AFL-CIO merger for ee (Excerpted.) Mo. 
Lab. Rev., Dec. 1956. Pp. 3. 


Davin, L. M. anp Herm, D. L. Deferred wage increases in 1957 and wage escalator clauses. 
Mo. Lab. Rev., Jan. 1957. Pp, 3. 


DE Jocas, Y¥..aAnD Rocuer, G. Inter-generation occupational mobility in the Province of 
Quebec, Can. Jour, Econ, Pol. Sci., Feb. 1957. Pp. 12. 


Dunuop, J. T. Structural changes in the American labor movement. Mo. Lab. Rev., Feb. 
1957. Pp. 5. 


Douranp, P., The evolution of industrial relations law in France since the Liberation. Inter- 
nat, Lab. Rev., Dec. 1956. Pp. 26. 


Errs, F. R. The economics of shift working. Jour. Indus. Econ., Nov. 1956, Pp. 12. 


ForNANDER, O. DE R. The achievement and significance of industrial regulation in Australia. 
Internat. Lab. Rev., Feb. 1957. Pp. 15. 


Gitson, T. Q. AND Lercowrrz, M. J. A plant-wide Srodan 4 bonus in a small factory: 
study of an unsuccessful case. Indus. Lab. Rel. Rev., Jen. 1957. Pp. 13. 


Harroc, F. Wirtschaftliche Probleme der Arbeitszeitveraiirzung. Zeitschr. f. die ges. Staat- 
swiss., 1956, CXII (4). Pp. 14. 
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Knows, W. H. Trade unionism in the British West Indies. Mo, Lab. Rev, Dec. 1956. 
Pp. 7. 

Mauer, J. E. The interpretation of wage data. Jour. Bus. Univ. Chicago, Jan. 1957. Pp. 6. 

Marx, J. A. Measurement of job performance and age. Mo. Lab. Rev., Dec. 1956. Pp. 5. 

McConwett, B. State labor legislation in 1956. Mo, Lab. Rev., Jan. 1957. Pp. 4. 
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Pp. 10. 
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Pp. 10. 
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employment insurance. Jour. Bus. Univ, Chicago, Jan. 1957. Pp. 10. 
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PLEASE, S. Structural unemployment and ined policy. Internat. Lab. Rev., Feb. 
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Seitz, P. Management’s adoption of new labor relations methods, Mo. Lab, Rev., Feb. 
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SHUCHMAN, A. Economic rationale of codetermination. Indus. Lab. Rel, Rev., Jan. 1957. 
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1957. Pp. 20. 
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Labor market problems of the older worker. Lab, Mark. and Empl. Sec., Dec. 1956. Pp. 7. 

Major agreement expirations or reopenings in 1957. Mo. Lab. Rev., Jan. 1957. Pp. 13. 

The older worker—tIl: Saxs, J. I., Status in the labor market; STAHLER, A., Job problems 
and their solution; Rowe, EÈ. K., Insurance and pension plans. Mo. Lab. Rev., Jan. 1957. 
Pp. 22. 
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Rural-urban employment relationship. Internat. Lab. Rev., Dec. 1956. Pp. 8. 
The Sixth Conference of American States Members of the International Labour Organisa- 
tion. Internat. Lab. Rev., Dec. 1956. Pp. 11. 


Population; Welfare Programs; Standards of Living 
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Musxukin, S. anb Boors, P. Financing of unemployment, cash sickness and workmen’s 
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Post-war migration problems in Japan. Internat. Lab. Rev., Jan. 1957. Pp. 15. 
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SILBERMAN, C. AND PARKER, S. Le funzioni dell’economista e della scienza economica mo- 
derna. (With English summary.) Mondo Aperto, Oct. 1956. Pp. 6. 


NOTES 


A nominating committee consisting of George H. Hildebrand, Raymond F. Mikesell, Paul 
M. Sweezy, George W. Terborgh, Ralph A. Young, and Eveline M. Burns, chairman, has 
submitted the following slate of nominees for 1958 officers of the American Economic 
Association : 

President: George W. Stocking, Vanderbilt University 

Vice President: 

Martin Bronfenbrenner, Michigan State University 
Seymour E. Harris, Harvard University 
Richard A. Lester, Princeton University 
George J. Stigler, Columbia University 

Executive Committee: 

Mabel F. Timlin, University of Saskatchewan 

James Tobin, Yale University 

-A. G. Papandreou, University of California 

Dale Yoder, University of Minnesota 
Representative of Social Science Research Council: 

R. A. Gordon, University of California 

The annual meeting of the Association will be held at the Hotel Sheraton, Philadelphia, 
Pennsylvania, December 28-30, 1957. The co-chairmen of the Committee on Local Arrange- 
ments are Karl R. Bopp and Clay J. Anderson, Federal Reserve Bank, Philadelphia. 


PUBLICATIONS 


The Department of Applied Economics and Commerce, Patna University, Patna 5, 
India, is publishing an economic journal entitled The Economic Papers. The first number 
appeared in June 1956. 


The first issue of a quarterly journal entitled Victorian Studies will be published in the 
fall of 1957 at Indiana University under the editorship of Philip Appleman, William Mad- 
den, and Michael Wolff. The journal, desizned to examine Victorian culture, will include 
articles in the humanities, arts, and sciences, also book reviews and an annual Victorian 
Bibliography. Subscriptions will be $5.00 a year, or 35s in England, All communications 
and manuscripts should be addressed to The Editors, Victorian Studies, Indiana University, 
Bloomington, Indiana. 


Deaths 


J. Russell Boner, September 25, 1956, 

C. K. Brown, professor of economics at Davidson College, January 1, 1957. 

Douglas S. Brown, November 7, 1956. 

Joseph W. Charlton, professor of economics and business at Grinnell College, January 
31, 1957. 

Mervyn Crobaugh, associate professor of economics at the University of New Mexico, 
January 18, 1957, 

Willard E. Hotchkiss, September 18, 1956. 

C. Clifford Huntington, who had served the Ohio State University since 1914, as chair- 
_ man of the department of geography from 1921-34, and as professor up to his retirement 

in 1943, died November 29, 1956. 
Duncan C. Hyde, professor of economics at the University of Virginia, February 26, 1957. 
Erik T. H. Kjellstrom, November 7, 1956. 
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Wiliam M. Leiserson, February 12, 1957. 

Alfred McCormack, July 11, 1956. 

James E. Moffat, professor emeritus of Indiana University, January 9, 1957. 
Myron Rosenfeld, October 1955. l 

Bryce M. Stewart, November 12, 1956. 


Erratum 


The name of Guy-Harold Smith mistakenly appeared in the list of death notices pub- 
lished: in the March 1957 number of the Review. This i is a regrettable error for which 
apology is due Professor Smith. 


Lg 


4 = > Appointments and Resignations 


Myer Alpert has been named assistant director of operations research and acting director 
of the operations research department of Slick Airways, Inc. 

Leonard H. Axe, dean of the School of Business at the University of Kansas, has re- 
signed to accept the presidency of Kansas State Teachers College. 

‘Michael J. Brennan has been promoted to assistant professor of economics at Brown 
University. 

William N. Breswick, senior economist, has been transferred from the Phoenix office to 
the headquarters office oi Stanford Research Institute in Menlo Park, California. 

Martin Bronfenbrenner has accepted an appointment of professor of economics at Michi- 
gan State University effective September 1957.° ` 

Yale Brozen has been appointed professor of business economics in the School of Business, 
University of Chicago, effective October’ 1957. 

Sol Buchalter, formerly of the City College of New York, has been appointed assistant 
professor of business administration at Los Angeles State College. 

Arthur F. Burns has returned to Columbia University ‘after serving for four years as 
chairman of the Council of Economic Advisers. 

Richard E. Caves, of Harvard University, has been appointed acting assistant professor 
of economics for 1957-58 at the University of California, Berkeley. 

‘Ken Yoo Chiang, formerly of the RAND Corporation, has joined the department of 
economics of the University of Massachusetts. ` 

Gordon C. Church has been appointed instructor in economics at the University of 
Saskatchewan for the year 1957-58. 

Carlo M. Cipolla, of the University of Venice, Italy, will be visiting professor of eco- 
nomics in the department of economics, University of California, Berkeley, for the academic 
year 1957-58, 

John M. Clark is retiring from Columbia University this’ year. 

Paul G. Clark has been granted leave from Williams College to work at the RAND 
Corporation, Santa Monica, California. 

Bernard Clyman has resigned from the University of Rhode Island to become director of 
research, Space Utilization Analysis, Inc., a division of Michael Saphier Associates, Inc., 
New York. 

Sanford Cohen, of Western Reserve TE has accepted an appointment as associate 
professor of economics at Butler University. 

Donald R. G. Cowan, of the University of Michigan, is directing a study of the growth 
and capital needs of the steel industry for the Brookings Institution. 

Howard A, Cutler has been pronosi to professor of economics at the Pennsylvania 
State University. : 

John A. Davis has resigned ee the University of Alabama to accept an appointment as 
associate professor of economics at Mississippi State College, effective September 1957. 
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Jobn C. Dawson has accepted an appointment as assistant professor of economics and 
business at Grinnell College. 

Sergei Dobrovolsky has been on leave from Wayne State University to be visiting pro- 
fessor of economics at Rensselaer Polytechnic Institute in the spring semester. 

Wiliam J. Donald has returned to this country after fifteen months’ service as copilasi 
to commercial and industrial associations in Lebanon and Turkey for the International Co- 
operation Administration. 

Douglas F. Dowd has been promoted to asscciate professor of economics at Cornell Uni- 
versity. 

Clara Eliot has been promoted from assistant professor to associate professor of eco- 
nomics at Barnard College. 

P. T. Ellsworth has been granted leave from the University of Wisconsin to serve as 
chief of an International Bank Mission to Thailand. 

Howard L. Englander has resigned trom the Wharton School, University of Panuevigania: 

Lionel Epstein has been instructor in economics at Boston University since September 
1956. 

Charles E. Ferguson has been appointed assistant professor of economics at Duke Uni- 
versity, effective in the fall 1957, 

W. J. Foreman is in India on contract with the University of Ilinois—International Co- 
operation Administration program. His assignment is to assist college-level institutions to 
develop research, teaching, and extension programs in farm management. 

Lawrence E. Fouraker has been promoted to associate professor of economics at the 
Pennsylvania State University. — 

Cedric W. Fricke has been appointed instructor in economics in Wayne State University. 

Erich Gansmuller has been instructor in marketing in the Wharton School, University of 
Pennsylvania, in the spring term. 

Siegfried Garbuny, of the Department of State, during his recent stay in Germany was 
awarded the degree of Doctor of Economics by the University of Freiburg. While there he 
also lectured under the auspices of the American Houses in Frankfurt a.M. and Freiburg. 

Gerald J. Glasser has been promoted to assistant professor of economics in the School of 
Commerce, Accounts, & Finance, New York University. 

Frank H. Golay has been promoted to associate professor of economics at Cornell Uni- 
versity. 

Michael Gort has been appointed associate professor of finance in the School of Business, 
University of Chicago. 

John I. Griffen has been promoted from assistant professor to associate brefeaor at the 
City College, New York. 

James K. Hall, of the University of Washington, is head of a special tax mission to 
Korea for the U. S. Department of State and Treasury. 

Lloyd C. Halvorsen has resigned irom the National Grange to accept a position with | 
the U. S. Department of Agriculture in Washington, D. C. 

Albert G. Hart has been appointed to a research professorship in economics for 
1957-58, initiated under a grant to Columbia University from the Ford Foundation. 

Milton S. Heath, of the University of North Carolina, was elected president of the 
Southern Economic Association at its annual meeting in November 1956, 

William G. Heuson is associate professor of finance at the University of Miami. 

Forest Hill, of the University of California, Berkeley, has been appointed to the faculty 
of the School of Business Administration of the University of Buffalo as associate professor. 

Robert E. Hill has resigned from the University of Alabama to accept an appointment 
as assistant professor of economics at the University of Illinois. 

Henry Hodges, formerly of the University of Florida, is now professor of management 
at the University of Miami. 
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Wiliam‘ C. Hoekendorf, of the University of Washington, is now instructor in economics 
at Montana State University. 

- Robert W. Horton has been instructor in finance in the Wharton School, University 
of Pennsylvania, in the spring term. 

William R. Hoskins has been appointed faculty lecturer in accounting in me School 
of Business, Indiana University. 

Boris Ischboldin, of Saint Louis University, will be visiting professor of economics at 
the University of Cologne this summer, 

Henry R. Jaenicke has been instructor in economics in the Wharton School, University 
of Pennsylvania, in the spring term. 

Mrs, Dell B. Johannesen has been lecturer in economics a the University of North 
Carolina in the spring semester. 

Mark L. Kahn has been promoted from assistant professor to associate professor of 
economics in Wayne State University, 

Jacob J. Kaufman has been appointed associate professor of economics at Peinevivaiiia 
State University. 

John J. Klein has been appointed assistant professor of economics in the School of 
Business, Oklahoma A. and M.-College. 

Allen V. Kneese has accepted an appointment as assistant professor of economics at the 
University of New Mexico. 

E. R. Kuchel has been promoted from assistant professor to associate professor of eco- 
nomics at the University of Wyoming. He has also been named head of the department of 
economics, sociology, anthropology, and geography, suczeeding Ralph E. Conwell. 

Ernst W. Kuhn has been promoted from assistant professor to professor of e económics at 
the University of Wyoming. 

L. John Kutish, formerly aoatra economist with the Federal Reserve Bank of 
Chicago, has accepted an appointment as associate professor of economics at Marquette 
University. 

Samuel Laimon has been appointed instructor in sseountne in the School of Business, 
University of Chicago. 

David S. Landes will be on leave of absence from Columbia University in 1957-58 to be 
at the Center for Advanced Study in the Behavioral Sciences, Stanford, California. 

Robert D. Leiter has been promoted from assistant protessor to associate professor at the 
City College, New York. 

Charles Lininger joined the staff of the Survey Research Center, Institute for Social Re- 
search, University of Michigan in July 1956. 

Félix Diaz López has been named assistant director of the Office of Economic and 
Financial Research, Department of the Treasury of the Commonwealth of Puerto Rico. 


Edward O. Lutz has been promoted to assistant professor of economics at Brooklyn 
College. 


7 


Will Lyons has been appointed assistant professor af economics at Haverford College. 


William H. Martin has been appointed associate, professor of economics at the Penn- 
sylvania State University. 


Daniel Marx, Jr., has been on leave from Dartmouth College in the past year to serve 
as a member of the senior staff of the President’s Council of Economic Advisers. 


Will E. Mason has been appointed associate professor of economics at the Pennsylvania 
State University. 


Henry S. Miller. has been promoted to professor. of economics at Queens College. 


John R. Moore has been poms to associate protesor of economics at the ‘University 
of Tennessee. 


Archie J. Nichols has been seein associate professcr of insurance at Butler University. 
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John H. Nixon: has been appointed’ director of the Division of Economic Dey depmeet 
of the New York State Department of Commerce. 

John L. O'Donnell has resigned from the University ‘of ‘Notre ane -to accept an ap- 
pointment as assistant professor of ee business in the School of Business, Michigan 
State University. ` 

James E. Parks, formerly of Harvard University, has joined the staff of Purdue Uni- 
versity as associate professor of industrial management and transportation. 

Frances Perkins, formerly Secretary of Labor, is visiting professor in the New York State 
School of Industrial and Labor Relations, Cornell University. 

Boris P. Pesek has been appointed assistant professor in the- departmient of economics 
of Michigan State University effective September 1957. bs aS ae & 24 

Chester A. Phillips, professor emeritus of the University of Iowa, has been visiting pro- 
fessor of economics at the University of Illinois this past, semester. 

Clinton A. Phillips has been promoted to associate- professor of economics 5 at the Uni 
versity of Tennessee, 

Alfred Pierce, of Chatham College, hag beet appointed assistant professor a economics 
at Lafayette College effective September 1957. 

Harold Pilvin has joined the secretariat of the United Nations in New York. . a 

Jerry B. Poe, formerly of Washington University, is now instructor in the College of 
Business Administration, University of Arkansas. 

John Power has been granted leave from Williams College to he a ‘Brookings National 
Research professor in 1957-58. 

Jerome Prevette has been instructor in marketing ir in tne Wharton School; University of 
Pennsylvania, in the spring term. 7 

Robert Rauner has resigned om Bi College t to accept a position with the RAND 
Corporation. o po” 

Jobn H. Reedy, aiiereniiy. on leave at the Cal-Tex Oil Coupan: has na promoted to 
associate professor of economics at the Pennsylvania State University. 

Jesse E. Roach ‘has resigned from the Council for Economics and Industry Research, Inc. 
to accept an assignment as chief economic polea affairs analyst with the parune 
of Army in Korea. ` 

David F. -Ross has -been appointed associate Stolsor of economics at Florida State Uni- 
versity. ; 

Albert E. Safarian his been ippo nied RT professor a economics at the Uni- 
versity of Saskatchewan. 

Arthur W, Saltzman has been appointed eae Jin economics at Wayne State Uni- 
versity. 

Joseph A. Salvia, Ir, "has been instructor i in finance i in the spring: term at the Wharton 
School, University of Pennsylvania. . 

Raymond J. Saulnier has been given extended lesve from ‘Columbia University to serve as 
chairman of the Council of Economic .Advisers. 

Robert Schrage, formerly with the Ferro Corporation, has joined the Stouffer Corporation 
of Cleveland, Ohio, as manager of market research for the-Frozen Foods Division. - 

Richard E. Shannon, formerly of Michigan State University, na been’ appointed assistant 
professor of economics at Montana State University. 

Geoffrey Shepherd, on leave from Iowa State College for six: months, is in Eae: 
Burma, acting as adviser in the setting.up of.a rice price analysis. and market a 
unit in the State Agricultural Marketing Board. 

William D. Shipman has been appointed instructor in economics at Bowdoin College: 

-A. Howard Smith, formerly with Robbins and Myers, Inc., is now manager of -the 
Commercial Research Department of the Jeffrey Manufacturing eee in „Columbus, 
Ohio. D ee f 
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Boris M. Stanfield ‘is retiring from Columbia University as of the end of the current 
academic year. 

— George J. Stigler, of Columbia. University, will be ai the Center for Advanced Study 
in the Behavioral Sciences, Stanford, California, in 1957-58. a 

Jacob A. Stockfisch has resigned, from the University af Wisconsin to: accept a posi- 
tion with the RAND Corporation,. Santa: Monica,. California, 

James H. Street is on leave from Rutgers | University for a year to give a series söl 
lectures on economic development in Argentina’ under the State Department International 
Educational Exchange Program. ~“ 

. H. Lee Sturgeon has resigned from the University of Kansas. to. accept, a position with 
Arthur Andersen & Co. it 


| Herman M. Sturm Has been appointed: ‘director of the marketing division of the 
American Weekly. 


James R. Surface, formerly of the Harvard Graduate School of Business, has been ap- 
pointed dean of the School of Business of the University of Kansas. 


. Eugene L, . Swearingen has been promoted from associate- professor--to professor of 
economics and dean of the School of Business, Oklahoma A. and M. College. 


- Joseph Taffet has. been, ‚promoted from insttuctor to assistant professor, of economics 
at the City College. oe : 


. Philip S. Thomas has ‘accepted an cineca: as assistant professor of economics and 
business at Grinnell College. 


Raymond D, “Thomas, professor of economics. and dean of ‘the School, of Business, is 
retiring as dean.of the School of , Business, Oklahoma A..and M. ‘College. - i : 


Benjamin Thorn has been appointed instructor in, pes statistics: and anne at 
the University of Miami. a nd 

Daniel Thorner, EDE of the University of Pennsyly ania, is serving as a onsin 
with the National Council of Applied, Economic: Research, Chanakyapuni, NeR Delhi, 
India. a E ee 
i John Y.-D. Tse has been’ “appointed associate professor of industrial management at 
Purdue University. 

Felipe S. Viscasillas has ore copied director of the Office. of Economic and Financial 
Research, Department of the Treasury of the Commonwealth of Puerto Rico. 

Robert F. Voertman has accepted’ an appointment as assistant protessor of economics 
‘and business at Grinnell College. l 

Edward L. Wallace. has: been appointed proles of accounting i in the School of Business, 
University of Chicago,. effective September. 1957.: `- ; .- . 

Murray L. Weidenbaum has resigned ‘from’ the Bureau af the Budget to accept a posi- 
tion as senior operations analyst for thé General Dynamics Corporation, ' Convair Division, 
Fort Worth, Texas. 

John -P. Wernette has been elected to: thé board of. directors of the’ Ohio Citizens Trust 
Company and will serve as economic consultant to the bank. pE es 

Robert Wessel has been promoted to associate professor o of economics ‘at the, University 


=~ ce tte 


of Cincinnati. ; 
‘Robert R. Williams, Jr., has been lecturer i in fnance in me Wharton Senca, University 
of Pennsylvania, in the spring term. ' 
Edwin E. Witte has been appointed: visiting distinguished ‘professor’ in the economics 
department and Labor and Industrial Relations Center . at is State University 
effective September 1957. f , ‘ i ody 





VACANCIES AND APPLICATIONS 


The Association is glad to render- service to applicants who wish to make known 
their availability for positions in:the field of economics and to administrative officers 
of colleges and universities and to others who are seeking to fill vacancies, 

The officers of the Association take no responsibility for making a’selection among 
the applicants or following up the results, The Secretary’s Office will merely afford 
a central point for clearing inquiries; and the Review will publish in this section brief 
description of vacancies announced and of applications submitted (with necessary 
editorial changes). Since the Association has no other way of knowing whether or 
not this section is performing a real service, the Secretary would appreciate receiving 
notification of appointments made as a result of these announcements. It is optional 
with those submitting such announcements to publish name and address or to use a 
key number. Deadlines for the four issues of the Review are February 1, May 1, 
August 1, and November 1. 

Communications should be addressed to: The Secretary, American Economic Asso- 
ciation, Northwestern University, Evanston, Illinois. 


Vacancies 


Economics: Instructor or assistant professor in economics. Co-educationa] Catholic 
college desires M.A. in economics, Salary $4,500 to $5,500 per year. Successful 
applicant will teach only economics courses. Opportunity to work for Ph.D. locally. 
New campus. Opportunity to become chairman of the department when quali- 
fied. Address inquiries to: Frank L. Luken, Vice-President, Villa Madonna‘ College, 
Covington, Kentucky. . . 


Editor, college textbooks: New York publisher seeks young man to assume editorial 
responsibility for college textbooks in the social sciences, Should be familiar with 
liberal arts curriculum and should have had some experience in organizing material 
(not necessarily textbooks) for publication. Copy-editing and proofreading not re- 
quired, Salary depends upon qualifications; excellent opportunity for rapid serene 
ment. ar 185 


Economics and statistics: The Air Force Institute of Technology, located at Wright- 
Patterson Air Force Base, Dayton, Ohio, has an opening for a teacher of economics 
and statistics, work to begin not later than September, 1957, but may begin sooner 
if applicant should so desire. The position will carry a civil service rating of GS-11 
or GS-12, depending upon the qualifications of the applicant. The beginning salary 
for GS-11 is $6,390; and for GS-12 is $7,570. Applicants should have a Ph.D. degree: 
in economics or in statistics, have mathematics through integral calculus, and be 
qualified to teach advanced courses in his specialty and intermediate courses in the 
other area, Successful teaching experience is also desirable. The teaching load will 
be light but it is expected that considerable time will be devoted to research in order ` 
that courses taught may have the greatest possible applicability to the needs of our 
students. Duties extend over the entire twelve months but one quarter of éach year is 
usually devoted to study and research. Application should be Ps Kesar to Dr. James 
Roy Jackson, Dean, Schoo! of Business, Air Force Institute of ‘Technology, Wright- 
Patterson AFB, Ohio. i 


Business administration: Professor wanted for fall, 1957, in private metropolitan 
university in the Middle West. Must have Ph.D. Salary and rank depend on previous 
experience, publication, ete. Full-time salary can be supplemented by summer teach- 
ing. Opportunity exists for consulting work in the community. P192 


Economisti: To do research and consultant work for the Office of Economic and 
Financial Research, Department of the Treasury, San Juan, Puerto Rico, on the 
basis of a one-year contract, renewable. M.A. degree in economics required; specializa- 
' tion in public finance desirable. No previous experiencé required. Annual salary 
$5,100.00 plus travel expenses to and from Puerto Rico. Persons interested please 
write to the Director of the cited office, P.O. Box 4515, San Juan, Puerto Rico. 


Accounting: Christian liberal arts college in Pennsylvania desires candidate with a 
master’s degree to teach accounting and a course in economics or business administra- 
tion, Experience not required. Salary and rank depend upon training and experience. 

P194 
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INCOME TAXES AND INCENTIVES TO WORK: 
AN EMPIRICAL STUDY 


By Gerorce F. BREAK* 


The question of how incentives to work are affected by high and 
steeply progressive income taxes has long been approached with cau- 
tion by tax economists, whose answers have been full of tantalizing 
ambiguities. It has encountered no such reticence, however, on the part 
of the great bulk of financial experts and journalists who with ready 
clarity on the point have had no difficulty convincing the public of the 
truth of the axiom that high taxes inevitably mean a reduction in_the 


aggregate work supply.’ This has frequently been cited as one of the’ 


major causes of Great Britain’s present eccnomic tribulations and has 
been held up as a warning to our lawmakers to beware bringing the 
same fate on this country. 

In the face of such overwhelming public opinion, the specialist who 
goes into the relevant economic theory in detail finds himself able to 
maintain with assurance only that the matter is not so simple. Whereas 


taxation certainly does tend to impair incentives by reducing the net - 


monetary reward to be earned by an extra hour’s work, it also exerts 
a quite opposite effect in that it lowers the taxpayer’s ‘disposable in- 
come and hence increases the pressure-on him to earn more. Indeed, 


* This study was carried. out under a Social Science Research Council Research Training 
Fellowship during the ‘academic year 1955-56 while the author was on leave from the 
University of California. He is indebted not only to the Council but to T. C. Lund and 
H. Horsfall Turner of the Law Society, Alan S. MacIver of the Institute of Chartered 
Accountants in England and Wales, J. W. Whitfield, Reader in Psychology at University 
College, London, and Alan T. Peacock of the University of Edinburgh for their invaluable 
assistance while the survey was being planned. 


*In a recent sample survey carried out for the Royal Commission on The Taxation of 
Profits and Income, in which 1,429 workers in England end Wales were interviewed about 
their reactions to taxation, 73. per cent of the men and 60 per cent of the women said they 
thought thatthe income tax tended to reduce output because of its disincentive influence. 
= Fe Commission on the Taxation of Profits and Income: Second Report (London, 
1954), p cd 
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to the extent that a family has committed itself to a high level of 
living expenses, incurring obligations such as mortgage payments, life 
insurance premiums, installment buying contracts, school and college 
fees for the children, and so forth, Figher i income taxes may virtually 
force the Income earner to work ha-der in order to make ends meet. 
On theoretical grounds alone, therefore, it can no more be proven that 
taxation necessarily has a disincent.ve effect than that it has an in- 
centive one. 

The problem, it would seem clear, is one which must be resolved 
by empirical study. Theory, nonetheless, provides the guidance for 
designing such a study by suggesting the groups of people who are 
likely to be particularly sensitive to tax disincentives. (It is evident 
from the beginning that those whc are subject to firm institutional 
rigidities in their working lives are not so free to respond to incentive 
or disincentive pressures as are thcse who are self-employed or who 
have income-earning opportunities available to them outside their 
regular jobs.) Where .a choice is possible, disincentives will be found 
to prevail among those who respord more strongly to the attraction 
of the lower price for leisure resulting from higher marginal tax rates 
than they do to the wish to maintain given levels of disposable income in 
the face of rising taxes. Confronted with a tax increase of given extent, 
a person’s reaction to'it will deper.d upon how rapidly the marginal 
ouy of income increases as income itself decreases—the more rapid 
the increase the more likely is the person to respond by working harder,) 
[People who are induced by higher income taxes to work less, then, 
are those who are not highly committed to their pretax levels of con- 
sumption and saving and they are most likely to be found among the 
upper-income groups, among older zeople who have already built up a 

| reasonably satisfactory stock of consumer durables and investment 
| assets, and.among those in any age or income group who have few 
| dependents, low indebtedness, and relatively modest needs both cur- 
rently and in the foreseeable future. 

The lack of empirical information about the interrelationships be- 
tween factors of this sort and tax incentives and discentives led the 
author during the first half of 1956 to undertake a sample survey 
in the most vulnerable area poss:ble—Great Britain, where income 
tax rates rise considerably more steeply than they do in the United 
States. At that time, for example, English married couples with two chil- 
dren and with incomes after allowable deductions falling in a range 
equivalent to that of $5,000 to $1C,000 faced marginal tax rates of be- 
tween 33.5 and 60 per cent; in the United States the corresponding tax 
rates were either 20 or 22 per cent? The groups selected for the survey 


*In Table A below the 1955-56 marginal ax rates on selected incomes in the two coun- 
tries are compared on the assumption that en earned income of x pounds after deductions 
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—solicitors and accountants who were either partners or in business on 
their own—fall in the tax-sensitive category not only because they were 
all self-employed but also because, with their practices bringing them in 
continuous contact with tax problems, they were typically very much 
aware of the marginal rate at which they themselves were paying. 
taxes.* In addition, being as a group somewhat older than the working- 
force average and belonging in large proportion to the middle- and 
upper-income categories, they should be particularly prone to tax dis- 
incentives. For example, 63 per cent of them faced marginal tax rates 
greater than 50 per cent. . ' 


I. Tke Sample Studied 


Limitations of time confined the study to England, where 306 
solicitors and accountants were personally interviewed by the author 
in London, its suburbs, and in 6 provincial areas, predominantly rural 
and agricultural in character and scattered geographically. This de- 





allowed by the British tax law but before personal allowances is approximately equivalent 
to an income of 2.8x dollars after deductions allowed by the U.S. tax law and before 
personal exemptions. The figures given are those which prevailed at the time the study 
was made. Some moderate reductions were made in the British rates in April 1957 but, 


except for the two extremes of the income range, they still remain substantially higher than 
they are in this country. 


TABLE A.—MARGINAL TAx RATES ON SELECTED EARNED INCOMES IN THE UNITED 
STATES AND THE UNITED Kincpom, 1955-56 








Marginal Tax Rate on Next Unit of Income Earned 


(per cent) 
Total Income after Allowable |- 


Deductions but before 
Personal Exemptions 


Married Couple with 


Single Person Two Children 


U.S.A. U.K. U.S.A. UK: 


£ 400=$ 1,120 20 18.5 0 0 
600= 1,680 20 26.25 0 8.75 
800= 2,240 20 33.5 0 18.5 
1,000= 2,800 22 33.5 20 26.25 
1,500= 4,200 22 33:5 20 33.5 
2,000= 5,600 26 40.3 20 40.8 
2,025= 5,670 26 52.5 20 52.5 
4,000 11,200 38 65 26 65 
6,000= 16,800 50 75 30 75 
10,000= 28,000 62 85 43 85 

: 20,000= 56,000 75 92.5 62 92.5 
50,000= 140,000 89 92.5 78 92.5 

100,000= 280,000 91 92.5 89 92.5 





3The Royal Commission on the Taxation of Profits and Income, on the other hand, esti- 
mated that only between 3 and 5 per cent of their sample knew how they were affected 
by the income tax. Ibid., p. 116. 
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sign enabled coverage of a wide variety of practices, both urban and 
country. 

For the London sample 87 acccuntants were selected by taking 
every. thirtieth name, with a random: start, from the list for that area 
of practicing members of the Institute of Chartered Accountants (this 
_ list was used because the Institute’s membership contains by far the 
largest proportion of self-employed accountants in the country). The 
choice of solicitors was slightly more complicated, since the Law So- 
ciety’s list separated the individual suburbs from central London. 
Accordingly, every fortieth name, frcm a random start, was taken from 
the metropolitan list, making 126 ir all. Then 20 suburban solicitors 
were selected by first choosing 4 suburbs with probabilities proportional 
to size and then taking names by systematic selection from each one. 
(The over-all sampling fraction for this group was also 1 in 40.) 

The country sample, consisting of 122 solicitors and accountants, 
was taken by systematic selection from 6 areas in Gloucestershire, 
Somerset, Warwickshire, Shropshire. Lincolnshire, and Cambridge- 
shire. The towns from which the se-ections were made varied in size 
from a few hundred to 80,000. The sampling fractions ranged from 
one-in-five to one-In-nine. 

Of the total sample of 355 names, 28 were found to be no longer 
practicing in the sampled areas as a result of death, retirement, or 
other causes. Since by definition these people were not part of the 
sampled population, the sample was thereby reduced to 327 names. 
Of these, 3 of the London list could not be located even after exten- 
sive searching, 7 country practitioners were out of town during the 
periods of interviewing in their areas. and 11 in all refused to be inter- 
viewed. The total failure rate, therefore, came to 21/327 = .064, and 
the refusal rate, among those approached, to 11/317 = .035. 

The very low refusal rate may be attributed in no small degree to 
the willingness of both the Law Society and the Institute of Chartered 
Accountants to provide general letters of introduction which were 
used in requesting the interviews. There is no doubt that this not only 
increased the coverage of the samples themselves but encouraged a 
significant number of those interviewed to answer the questions more 
freely and thoroughly than they would otherwise have done. The con- 
suming interest of the British taxpayer in matters of taxation could 
not, of course, be capitalized on in requesting interviews, since any 
mention of taxation on the part of the interviewer before the appropri- 
ate time would have destroyed the important tabula rasa effect which 
he was at pains to preserve. The lett2r mentioned only the interest of 
the interviewer in the “economic position” of the professions in Eng- 
land, and a mimeographed explanatory statement which was presented 


i 
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to the prospective respondent at the same time as the letter was aie 
larly careful, in describing the general nature of the project, to avoid 
anticipating or prejJudicing his answers in any way. 

` The questionnaire, which was used in all interviews, was divided into 
several main parts. First, some simple questions were asked about the . 
size of the firm, the number of staff employed, and the vital statistics: 
of the respondent’s own professional career. Next he was asked how | 
long a- vacation and how many extra “days ofi” he was accustomed to 
take each year, and how many hours he customarily worked in a week. - 
Any changes he had made in this program in recent years were ex- 
plored, and if the respondent had been in practice before the war his ` 
prewar working schedule was compared. The main part of the inter- 
view then turned to a discussion of his reasons for doing as much or 
as little work as he was doing, specifically as they involved his deci- 
sions to accept or reject new work for the firm, to take on income- 
earning opportunities for himself outside the firm, and to promote the 
expansion of his practice. If the respondent was over 45 years of age, 
he was also questioned about any retirement plans he might have 
made. At each stage of the discussion he was encouraged to name the 
main factors which had led him to the decisions he had made. 

Throughout the interview so far the influence of taxation on the 
respondent’s incentives to work entered the discussion only if he 
introduced it himself. Leading questions were avoided until he had had 
full opportunity to express himself concerning his reasons for doing 
the amount of work he was doing. Those who had not mentioned taxa- 
tion on their own initiative were then asked directly whether this had 
been a factor in any of their decisions to take on or refuse work; 
whatever positive reactions they then indicated were explored in as 
much detail as possible. Those who had already mentioned tax in- 
fluences were also questioned further abcut them, earlier statements 
being clarified and the not infrequent inconsistencies probed. 

A few more questions followed, about the size of the respondent’s 
family and the number of his dependents. Finally, he was handed a 
card on which fourteen income classes had been indicated, and he was 
asked to specify the one or ones in which his professional income be- 
fore taxes and also his total taxable income fell. This request encoun- 
tered surprisingly little resistance—of the 306 interviewed only 6 
refused to give the top marginal tax rates to which they were subject 
and eight to disclose their professional earnings. 

With one exception (“If more work had been offered to you last 
eat do you think that you would have taken it on?”) the questions 
asked only for information about actual pest behavior or definite plans 
for. retirement, hypothetical situations not being posed or possible 


Pid 
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action explored for the reason that a high degree of reliability was 
desired. A few internal checks to test consistency and reliability were 
provided in the questionnaire and proved useful as guides in evaluating 
the evidence obtained. The assertior of one ebullient Irishman, for 
example, that he was subject to a tex disincentive appeared far less 
convincing when compared with his statement at another point in the 
interview that he was working 80 hours a week because he liked to 
work hard and build up a practice. Even with certain checks and with 
a maximum of simplicity maintainel throughout the questionnaire, 
however, the evidence yielded by th= 306 interviews was a complex 
of varied reactions open to. considerable diversity of interpretation. 
Such is the raw stuff of the social sciences. 


TABLE J.—UnNapjustEp TAX INCENTIVE AND DISINCENTIVE RATIOS 
(Combined Samples) 


Proportion of Respondents 


Type of Tax Effect Reporting Effect 
1. Short-period tax disincentive $4/306= .18 
2. Short-period tax incentive 18/306= .06 
3. Incentive influence at retirement? 78/150= .52 
4, Total tax incentive 96/306= .31 
5. Some kind of tax influence 128/306 = .42 


a Only those over 45 years of age were asked a out their retirement plans. 
b As indicated by the relation between the numerators on the first three lines and that on 
line 5, 22 respondents reported more than one kind of tax influence. 


Il. Tax Incentive and Dtsincentive Ratios 


A. Unadjusted Ratios 


Slightly more than 40 per cent of the solicitors and accountants 
interviewed, or 128 in all, indicated that taxation had, or was going 
to have, some influence on their working lives. The most frequent 
response, given by more than half o} those asked (see Table I) was 
that taxation forced postponement of retirement by preventing a per- 
son from saving enough to provide for his future support. Short-term 
incentives, however, meaning day-to-day and week-to-week longer 
hours and harder work were indicated by onlv 6 per cent of the re- 
spondents. Disincentives, on the other hand, were distributed in re- 
verse fashion. There were no retirement disincentives reported—.e., 
earlier retirements as a result of high tax rates—whereas nearly one- 
fifth of the people interviewed cited taxation as a factor tending to. 
decrease the amount of work they diz on a short-term basis. 

These ratios are, of course, only crude first approximations to the 
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true influence of taxation on work incentives. Included in the 128 
respondents (row 5 of Table I) there are many who expected the tax 
influence mentioned to have an actual effect on their working habits 
only at some rather distant future date, some who themselves rated 
taxation as a possible though highly doubtful influence on their be- 
havior, and some who had experienced tax influences on only one or 
two isolated and relatively unimportant occasions in the past. In the 
next four sections we shall first separate these people from those for 
whom taxation was a more important and definite factor and then 
reassess the influence of taxation in the [ght of these distinctions. 


B. Questionable Tax Influences 


Least weight must be given to those cases for which the tax effect 
had not yet occurred and was expected to do so only at some rather 
distant time or under certain hypotheticel conditions. Reactions such 
as these are not without significance, but there are too many con- 
tingencies to make them comparable to tkose which have already been 
experienced. 

Many of the retirement incentives fall in this questionable category, 
since for them the date of the expected retirement was by no means 
imminent. Of the 78 respondents mentioning retirement postponement 
62 were under 61 years of age, and 50 of them were under 55. Their 
evidence is obviously rather tentative anc must be considered to be of 
less consequence than that of 11 respondents who said that high taxa- 
tion had already caused their retirement to be delayed, or of 5 others 
who said that they would have penne to. retire in a year or so but 
for the demands of the Exchequer. 

Three of the short-period incentive cases were of doubtful validity, 
their vagueness being summed up by one 2f their number when he said 
simply that “with more money as a result of tax reductions I might 
well take more leisure time.” The “might well” school was liberally 
represented, too, in the disincentive category. Nine respondents who 
had not altered their work loads in any wéy in the past stated variously 
that they would very probably ease off somewhat in the future if taxes 
remained high. Three of them, all solicicors, were thinking of hiring 
additional staff to take over some of their work because the work was 
yielding them such a small financial return after taxes. None, however, 
was definite about when, if ever, he would carry out these plans. Two . 
others-said that unless taxes were reduced they would definitely limit 
their work when their incomes reached certain given levels, but for 
both the ceilings specified were substantially above their current earn- 
ings. The possibility that their aspirations would rise once the more 
opulent levels were reached and the accompanying satisfactions tasted 


’ 
wo 
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was not probed. Five other disincentive cases offer similarly. weak evi- 
dence. These respondents suggested that, on a few isolated occasions 
in the past when they had turned down work, taxation might have had 
some bearing on these decisions; at best, however, they felt that this 
had been only a minor factor, if one at all. 

Table II gathers together these cases characterized by questionable 
evidence and eliminates them from the unadjusted incentive and dis- 
incentive ratios of Table I, This leaves us with all those respondents 
whose incentives to work seem definiżely to have been affected in some 
way by taxation. (As will be- seen from line 3 disincentives now pre- 
dominate slightly.) Even these ratios, however, must be subjected to 


TABLE I.—Apyustep TAX INCENTIVE AND DISINCENTIVE Ratios (COMBINED SAMPLES): 
ELIMINATION OF CASES INVOLVING HIGHLY QUESTIONABLE EVIDENCE 


' Type of Tax Effect Disincentive ' Incentive 
1. Reported, regardless of reliability (Table . 
J, lines 1 and 4) 54/306 = .18 96/306 = .31 
Less: 
2. All cases involving highly questionable evi- 
dence 14 65 
Equals; 
3. Definite tax influences . 40/306= .13 31/306= .10 


further analysis before the real effects of taxes on the labor supplies 
of the respondents can be ascertained. 


C. Definite Tax Disincentives 


Forty respondents declared definitely that they were under some 
disincentive pressure from taxation. Since these pressures made them- 
selves felt in different ways and were by no means of equal force, our 
next step is-to classify them according to their economic effect and 
then to evaluate them according to their strength and importance. 
Three patterns emerge. - 

The first type of effect was reported by 19 respondents who said 
that taxation had been a definite factor in their decisions to turn down 
work offered to them at variaus times in the past. The importance of 
the tax influence may be evaluated on the following grounds: (1) the 
extent to which the lessening of effort seemed to be a conscious, tax- 
induced policy on the part of the respondent—as judged by his men- 
tioning it on his own initiative rather than advancing it only after the 
tax disincentive had been suggested bv the interviewer; (2) the number 
of times in the recent past that the tax disincentive had been experi- 
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enced; (3) the respondent’s own estimate of the importance of the tax 
factor—t.e., whether he himself rated taxation as the chief reason for 
declining the work, or as one among several equally important con- 
siderations, or as a distinctly secondary concern. The details of this 
analysis need not be given here, but the result is a ranking of the 19 
respondents according to three different magnitudes, or orders of 
significance: 

(a) Six respondents are of primary consequence here. All of them 
rated taxation as the crucial factor in their decisions to do less work, 
and they offered this evidence entirely on their own initiative. The tax 
effect had, moreover, occurred frequently enough in the past to warrant 
its being regarded as important from an economic point of view. All 
6 faced marginal tax rates of 60 per cent or more, and 2 of them were 
at the 85 per cent level or above. One said that he turned down work 
frequently, 1 that he did it every day, and 2 others that they declined 
many outside opportunities of earning income as well as some legal 
cases (although they took on all work brought to them by established 
clients and any new clients recommended by them). A fifth had left 
a partnership and set up an independent firm of his own because he 
felt he had been working too hard as a partner in relation to his income 
net of taxes and was freer as a sole owner to cut down his work to his 
own requirements. The sixth, a sole proprietor 68 years old, had 
worked hard until 1951, earning a pretax income of between £6,000 
and £7,000 a year, and as a result had injured his health, been under 
a doctor’s care for two years, and upon returning to work had eased 
up considerably because the gain from sustainedly hard effort was not, 
after taxes, worth risking his health for é a second time; his 1955 pre- 
tax income was a little less than £2,000. 

(b) By contrast with the preceding groun, 3 other respondents belong 
in the bottom significance bracket, since for them the tax issue was by 
no means paramount. One rated taxation as a definite but secondary 
factor in his relatively infrequent decisions to decline work (thereby 
raising the speculation that a small tax reduction would not affect his 
behavior at all, although a larger decrease might presumably induce 
him to do more work). The other 2 had turned down work on just one 
occasion apiece, partly because of taxation, partly because the work 
would have involved a good deal of travel, and (in view of these con- 
siderations) partly because the work was not for an established client. 

(c) The remaining 10 respondents form a somewhat diffuse middle 
group. Among them there is considerable variation as to the strength 
of the evidence and the importance of the tax effect, but it is doubtful 
that a finer classification would be very fruitful. 

A second pattern is formed by a group of 10 respondents on whom 
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taxation exerted a different type of disincentive pressure. They took on 
all work that came their way, either for the firm or on the outside, but 
they were less active in seeking new business than they would have 
been under lower tax rates. Most significant here are 3 individuals who 
said that high tax rates had prompted them deliberately to curtail the 
promotional efforts (largely participation in social and professional 
activities) which normally serve to attract new clients. One of them 
summarized their general reaction as follows: ‘If taxes were lower I 
would display more energy in trying to increase business. One is not 
prepared to drive oneself really hard and perhaps endanger one’s health 
under present tax rates.” These 3 could give no estimate of the extent 
to which their efforts had been reduced or of the total effect on their 
practices, but they were conscious of the tax influence, as is shown by 
their promptness in mentioning it on their own initiative. Six others 
reported the same type of tax effect, but their evidence must be con- 
sidered of less significance for our purposes since it came out only in 
response to the direct tax questions. The tenth respondent occupies the 
place of least importance in this pattern, since taxes were for him only 
one among several factors which at one time had led him to decide 
against expanding the scope of his practice. The fact that he was, even 
so, working more than 80 hours a week suggests that lower taxes would 
be unlikely to induce much increase in the supply of his professional 
services. 

Pattern number 3 has to do with disincentives of a special type and 
contains only 2 significance classes. These disincentives took the form 
of shifting work loads within individual firms. Eleven respondents had, 
because of their own high tax rates, turned over work to partners or to 
staff hired for that purpose. The total volume of business handled by 
the firm was not reduced, therefore, but individual members were doing 
different amounts of it, the economic rewards being adjusted accord- 
ingly. 

One interesting aspect of this type of tax effect is that the work re- 
allocation tended to circumvent several of the institutional rigidities 
noted in the professions studied—.e., the moral obligation not to 
refuse a client’s request for assistance, the professional pride in the 
firm, and the “expand or perish’? maxim which calls into serious ques- 
tion a firm’s ability to maintain the level of work it wants if it acquires 
a reputation for turning clients away. By taking in new partners and 
expanding staff a firm is able to accept all work offered to it, and even 
increase its volume, at the same time that certain members (usually 
the higher-paid ones) who find their incentives sapped by taxation can 
take more leisure. In this way there is no risk of sacrificing valuable 
goodwill. 
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The fact that none of the'11 respondents subject to this kind of 
disincentive brought it up on his own, but only in answer to the direct 
tax questions, is not surprising, nor does it in this case make the evi- 
dence less convincing. The particular effect involved was not in the 
direct line of inquiry up to that point, since none of the preceding 
questions had given the respondents any opportunity to discuss the 
factors affecting decisions to take on more staff or additional partners. 
Since, then, the late appearance of the tax evidence does not necessarily 
imply low reliability, the 11 cases have been ranked entirely on the basis 
of the strength of the tax factor and the importance of the changes 
induced, Ten of the people involved cited taxation as the sole or most 
important cause of the work’shift, and-the magnitude of the effect was 
considerable in each case. Seven among them had been induced to hire 
additional staff, and all 7 had a staff-partner ratio of 5 or greater, 


TABLE IT].—RESPONDENTS REPORTING A DEFINITE Tax DISINCENTIVE CLASSIFIED ACCORD- 
ING TO THE TYPE OF DISINCENTIVE AND ITS ECONOMIC SIGNIFICANCE 


Economic Significance Rating 
Type of Tax Disincentive 


Greatest Middle Least 
1. Refusal of work offered to the respondent 6 10 3 
2. Reduced incentives to seek new clients 3 | 6 1 
3, Shift of work load within the firm 10 1 0 
4, All effects 19 17 4 





whereas less than one-half of those who reported no tax effect on the 
size of their staffs had such a high ratio.* These 10 therefore rate the 
top significance level, a lower ranking being given to the eleventh case, 
in which taxation was only one among several motivating factors. 

Table III assembles the results of the preceding classifications and 
shows the 40 definite tax disincentives ranged according to the type 
of effect experienced and its economic significance. 


D. Definite Tax Incentives 


The 31 respondents reporting definite tax incentives may be classified 
in a similar way. Of the 17 who said that taxation was preventing them 
from retiring as soon as they would have liked, 15 belong to the first 
order of significance. These introduced the tax influence on their own, 
cited it as the chief reason for their delayed retirement, and were either 
close to or past the age at which they would have preferred to retire. 


* Chi-square analysis indicates that this difference is statistically significant at the .01 
level, i 
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The other 2 respondents in this category gave both taxation and a 
strong interest in their work as reasons for delaying their retirement, 
and hence have been allocated to the middle-significance level. | 

The remaining 14 incentive cases felt themselves forced by taxation 
to work harder on a day-to-day basis than they would have if they had 
been able to retain more of their earnings. These incentives. took a 
variety of forms. Six said that high taxes kept them from hiring as 
large a staff as they otherwise would have maintained, with the result 
that they had to do more work themselves. Typical here is the follow- 
ing comment, made by one of the group: “I am doing work that I am 
not trained to do, because of taxation. I cannot afford to hire the help 
needed to do the work for me.” One man was able to give a prewar 
comparison; he was definitely working harder than he had before the 
war because he could no longer afford such a large staff and now had 
to do many menial jobs formerly done by them. The problem of how 
much this situation was due to taxation and how much to higher wage 
rates for staff complicates the picture, but comparisons with the staff- 
partner ratios of the firms of respondents who reported no tax effect 
tend to substantiate the assurances of the 6 that taxes were the main 
reason for their staff cuts. Five of them (7.e., 83 per cent) had fewer 
than 5 staff members for each partner in the firm; among respondents 
reporting no tax effect on the size of their staffs, only 52 per cent had 
a staff-partner ratio of less than 5.° 

The other 8 in this short-period incentive group were simply taking 
on all the work they could handle, sacrificing the leisure that they 
would have taken with less pressure irom taxation. Seven of them 
stated that they would definitely take on more work if it were offered - 
to them; the eighth said that he couldn’t because he was already greatly 
overworked. l 

All 14 were unequivocal that taxes were the goad, although this was 
not typically brought out until the tax questions were asked. In de- 
ciding whether the late appearance of this evidence reduces its validity 
it is important to take into consideration a psychological phenomenon 
which the survey clearly bore out—the propensity of the average per- 
son, although quite aware of the disincentive potentialities of taxation, 
to overlook its possible incentive effects.” This fact, combined with the 


*The probability of a difference this large as a result of chance forces alone is approxi- 
mately .13. 

*A random selection of those who said that taxation had ‘not affected their supplies of 
labor were asked about a possible incentive influence, and a significant number of them 
were surprised to realize that this was a possible effect. All of these peaple, incidentally, 
have been classified for purposes of this paper in the no-tax-effect category even though a 
few felt, after having the incentive possibility pointed out to them, that they might be 
subject to some incentive influence. Oe 
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TABLE IV.—RESPONDENTS REPORTING A DEFINITE TAX INCENTIVE CLASSIFIED ACCORDING 
TO THE TYPE OF INCENTIVE AND Its Economic SIGNIFICANCE 





' Economic Significance Rating 
Type of Tax Incentive 


Greatest Middle Least 
1. Postponed retirement 15 2 Q 
2. More work on a day-to-day basis 8 5 ji 
7 1 


3. All types 23 


respondents’ inability in most cases to estimate the extent of the in- 
centive influence to which they were subject, makes it very difficult to 
draw an exact comparison between the incentive cases and the distin- 
centive ones; the same criteria do not apply in equal measure. The 
significance classification for row 2 of Table IV has been based pri- 
marily on the certainty of the respondent that taxation was the main 
factor leading him to work as hard as ne was working and on the 
warmth of his desire to expand the size of his practice (as indicated by 
the answer he gave to a question asked early in the interview, before 
the direct tax questions). | 


E. Adjusted Tax Incentive and Disincentive Ratios and Their Inter- 
pretation 


Weighted according to the reliability, frequency, and importance of 
the tax effect, our evidence is reassembled and presented in its most 
highly refined form in Table V. On the first line the ratios are given 
for the incentive and disincentive groups to which only the greatest 
significance is attached; on each subsequent line one group of pro- 
gressively less significance is added in, until on the fourth line all the 
tax effects that were reported, regardless of certainty, are included. 


TABLE V.—ApJusTED TAX INCENTIVE AND DISINCENTIVE RATIOS 
(Combined Samples) 


Significance Rating Disincentives Incentives 
1. Greatest 19/306= .06 23/306= .08 _ 
2. Greatest-+ Middle 35/306= .12 30/306= .10 
3. Greatest-+-Middie+Least 
(All definite tax effects) - 4)/306= .13 31/306= .10 
4, All tax effects, definite-+questionable «4/306 .18 96/306= .31 


Sources: Line 1. First columin of Tables III and IV. 

l ` Line 2. Sum of first two columns of Tables ITI and IV. 
Line 3. Sum of all columns of Tables III and IV. Also Line 3, Table II. 
Line 4. Line 1, Table IT. 
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One’s final estimate of the extent to which the work incentives of the 
306 solicitors and accountants interviewed during the course of this 
survey were affected by the income tax depends upon the strictness 
with which he interprets their evidence. The most conservative evalua- 
tion would include only line 1 of Table V and allow that less than 15 
per cent of the sample were to an important extent impelled to increase 
or decrease their labor supplies, the incentives prevailing slightly over 
the disincentives. A less narrow estimate, on the other hand, or one 
that could be called a moderately conservative view, would hold that 
just over 20 per cent of the entire group were adjusting their working 
lives to the pressures of taxation, with a little more than half of them 
cutting down on work anda few less than half working harder. If our 
standards of judgment are relaxed so as to include all those who in- 
dicated even the rather distant future likelihood of some tax influence, 
we find nearly 20 per cent reporting an impairment of incentives due to 
taxation and over 30 per cent evidencing the opposite effect. 

A number of the tax effects shown in Table V are not simple, uni- 
directional effects and illustrate further the complexity involved in 
interpreting the evidence. The 71 definite tax effects shown in line 3 
of Table V were in fact reported by only 66 individuals, since 5 of the 
respondents gave evidence of both an incentive and a disincentive 
influence from taxes. All 5 had reacted to high postwar taxation by 
working less hard on a day-to-day basis and then later had found it 
necessary to postpone their retirement because taxes had made it 
impossible for them to put aside sufficient savings. They were, in 
effect, averaging their incomes over a longer working lifetime. As might 
be expected, none of them was able to say whether the net effect was 
in the incentive or the disincentive direction, and the further question 
remains as to whether, for each individual the services withdrawn were 
of the same quality.as those added to the total labor supply. Some, 
because of increased knowledge and skill, would be able to render 
better services in their more advanced years than they would have 
under lower taxes earlier in their working lives; others would un- 
doubtedly have been more vigorous and effective in the earlier stages 
of their careers. 

Even if the figures shown in Table V were simpler and easier to 
interpret, however, the net effect oi income taxation would not be 
shown by a straight subtraction of the incentive and disincentive per- 
centages. At best only a rough estimate of the magnitude of the tax 
influence could be made in each case, and many of the respondents 
reporting an incentive effect could ke no more specific than to state 
merely that they were working harder because of taxation. Even if it 
could be demonstrated that the work hours sacrificed by the 6 per cent 
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who were subject to a definite and important tax disincentive were 
exactly made up by the 8 per cent who felt a significant tax incentive, 
it cannot be assumed that services of equal quality would be obtained 
in the exchange. The only evidence that could be obtained relevant to 
this point indicates that the services withdrawn because of taxation 
might well be of a higher average quality than the additional services 
offered by those forced to work harder.’ This would suggest that there 
might be some net disincentive effect fror. taxation on the accountants 
and solicitors interviewed. The fact that neither the qualitative nor the 
quantitative dimension of the problem can be measured with any pre- 
cision, however, means that this conclusion, like any estimate of the 
magnitude of the net effect, is almost purely speculative. It can be 
stated with considerable certainty, nonetheless, that this net effect, be - 
it disincentive or incentive, is not large enough to be of great economic 
or sociological significance. 


III. Relation of Tax Effects to Other Factors 


In considering the reasons that the enormously high postwar tax 
rates in Britain have not reduced the aggregate labor supply of our 
sampled groups more than they have, we must not fail to take into 
account a number of nontax factors which were observed. In addition 
to the “institutional rigidities” referred to earlier, the chief non- 
momentary incentive factor was the attractiveness of the work itself 
for people in professional practice. Many of the respondents said un- 
equivocally that in spite of the greatly reduced monetary rewards 
realized since the war they were working as hard as ever because they 
liked their work. Some, of course, were ambitious to make or maintain 
high reputations in their professions. Others would agree with the 
respondent who stated candidly, “The thought of retirement nauseates 
me.” For still others with less intense reactions the motivating force 
was habit. Whether the reason was lack of enjoyment of leisure or 
genuine pleasure in working, the end result was for such people a nega- 
tion of whatever disincentive effect income taxation might have had. 

Partnerships. Another major deterrent to complete freedom of 
action in response to tax influences was the fact that most professional 
- people, although self-employed, are not independent agents but have 
partners to consider. When a member of a partnership turns down 
work on behalf of the firm, he reduces not only his own income but 
also the incomes of his partners; conversely, when he works overtime 

"Over half of the 19 respondents reporting a significant tax. disincentive earned £3,000 
or more from their professional practices and may therefore be presumed to render services 


of the highest quality; only one-fourth of the 23 significant tax incentive cases, on the 
other hand, earned as much as £3,000 a year. 


" See above, p. 538. 
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he realizes not the whole benefit, or even that which taxation leaves 
him, but only his allotted share. This applies, of course, only to the 
short run since partnership shares are adjustable, but 5 respondents 
in the present survey stated explicitly that this was one of the reasons 
that taxation had no disincentive effect on them. 

Fortunately for our present purposes the sample interviewed con- 
tained enough sole proprietors to make some interesting comparisons 
possible between them and members of partnerships. Table VI sum- 
marizes these findings. In the first two rows are shown the numbers of 
sole proprietors and of partners subject to definite tax disincentives and 
short-term incentives. In the third row are included not only those re- 
spondents who indicated no reaction to taxation as far as their labor sup- 
plies were concerned but also those who were subject only to a disincen- 


TABLE VI.—SENSITIVITY OF SOLE PROPRIETORS AND PARTNERS TO TAXATION 
(Combined Samples) 





Sole Proprietors Partners 
E ea OA 
Actual | Expected Actual Expected 
Definite tax disincentives 16 (9.2) 21 (27.8) 37 
Definite tax incentives 6 (3.7) 9 (11.3) 15 
No tax effect 50 (59.0) 187 (178.0) 237 


| 
72 217 | | 289 
x =10.,535 

tive on outside ventures or to an incentive on retirement, both examples 
of tax effects that should not vary as between partners and sole owners. 
It will be noted that sole proprietors show a greater sensitivity to both 
tax incentives and disincentives than do partners, and the x’ test in- 
dicates that these differences are statistically significant at the .01 
level. 

Table VIL breaks down the figures in terms of the significance-range 
used earlier. Ratios are presented for those in the highest significance 
category alone and for those in the more inclusive “All Definite Tax 
Effects” category. In addition to the conclusion that sole proprietors — 
are more sensitive to taxation, this table shows that among sole pro- 
prietors disincentives tend to exceed incentives, whereas among part- 
ners the two types of tax influence are approximately equal. 

Marginal Tax Rates. As suggested at the beginning of this paper, 
theoretically the reaction of individual labor supplies to progressive 
income taxation should vary with the income level, disincentives being 
concentrated at the top of the income scale and incentives at the bot- 
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tom. Table VIII shows that these expectations are borne out in the 
present survey as far as disincentives are concerned, but tax incentives 
are rather evenly distributed over the 4 income classes distinguished.’ 

Fixed Commitments. The other major correlation postulated at the 
beginning of this paper is that between incentives to work and the fixed 
monetary commitments to which the individuals involved are subject. 
As originally designed, the questionnaire used in the interviews con- 
tained a number of questions aimed at determining the level of such 
commitments for each respondent. Pretest interviews, however, in- 
dicated that this information could not be obtained without prolonging 
the interviews to an impractical extent, so the questions were dropped. 


J 
TABLE VIL-—SOLE PROPRIETORS AND PARTNERS: TAX INCENTIVE AND 
DISINCENTIVE RATIOS 


Sole Proprietors Partners 
Disincentive Incentive Disincentive Incentive 
Greatest significance 7/72= 10 5/72=.07 | 11/217=.05 | 16/217=.07 
Definite tax effects 16/72 = .22 10/72= .14 24/217 == 11 21/217 = .10 


TABLE VITI.—Tax INCENTIVE AND DISINCENTIVE RATIOS FOR DIFFERENT INCOME GROUPS 


Total Taxable Income 
(in pounds) 


Greatest significance Under 2,000 | 2,000-3,000 | 3,000-5,000 {5,000 and over 
Disincentives 1/112= .01 3/63= .05 5/71 = .07 10/54= .19 
Incentives 9/112 = ,08 4/63 = .06 5/71 = .07 5/54= .09 

All definite 
Disincentives 7/112= .06 7/6322 .11 10/71 = .14 16/54= .30 
Incentives 12/112 = .11 5/63 = .08 7/71= .10 7/54= .13 


Adequate information for a simple, two-class breakdown was obtained, 
however, from the questions asked about the respondent’s age, the 
number of his dependents, and the level of his total taxable income. 
With the assistance of data collected by the 1951-52 National Survey 
of Personal Incomes and Savings for Great Britain, giving correla- 
tions between the ages of income earners and the percentages of their 
gross incomes which are devoted to contractual saving (life insurance 

° Various x? tests of independence, applied to each of the different interpretations of the 


tax evidence given above in Table V, consistently rejected the null hypothesis that there is 
no relation between the incidence of tax disincentives and marginal tax rates. 


"H, F. Lydall, “National Survey of Personal Incomes and Savings: Part IV, Personal 


Savings and Consumption Expenditures,” Bull. Oxford University Inst. Stat., Oct. and 
Nov. 1953, XV, 358. 
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and mortgage payments, pension contributions, etc.) and durable 
expenditure (automobiles, television sets, etc.), some inferences can 
be drawn with considerable confidence as to some of the basic commit- 
ments of our respondents. 

The financial pressure of fixed commitments is likely to be most 
heavy on those respondents whose incomes are less than £2,000 a year 
and who at the same time are under 40 years of age with 2 or more 
dependents or between 40 and 45 with at least 3 dependents. In the 
light fixed commitments category are all those who are single, all those 
over 45 who have only 1 dependent, and those from the medium age- 
dependency range (under 40 with 1 dependent, 40 to 45 with 1 or 2 
dependents, or over 45 with 2 or more dependents) who have incomes 
of £3,000 and above. This classification allows for a reasonably wide 


TABLE [X..—TAx EFFECTS AND THE PRESSURE OF FIXED COMMITMENTS 





Heavy Fixed Light Fixed 
Commitments Commitments 
Total 
Actual | Expected | Actual Expected 

a ce SEITI ie TEO ee 
Definite tax disincentives 0 (5.5) 26 (20.5) 26 
Definite tax incentives 1 (1.5) 6 (5,5) 7 
No tax effect 34 (28.0) 99 (105.0) 133 

35 131 166 


x?=8.8 (significant at the .02 level) 


separation between the two groups which are being compared, excluding 
from the comparison those in the middle ranges whose allocation 
would be equivocal. 

The most striking feature of Table IX is the distribution of tax 
disincentives. No respondent with relatively heavy fixed commitments 
in relation to his income reacted to taxation by contracting his supply 
of labor; all 26 of the disincentive cases occurred within the group sub- 
ject only to light commitments. The small number of tax incentive 
cases unfortunately makes impossible any conclusions about their rela- 
tion to the level of fixed commitments. 

Other Correlations. Statistical tests of data obtained in the course 
of the survey bring to light a number of other correlations worthy of 
note. Studies of the relationships between the tax incentive and dis- 
incentive cases and the average number of hours worked per week by 
the individuals affected tell something about the kind of people who are 
subject to these opposing tax influences. Those who were cutting down 
their work supplies because of income taxes were still not working less, 
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on the average, than those who were unaffected by taxation. The in- 
ference is clear, then, that the tax disincentives were concentrated 
among respondents who were by nature more hardworking and am- 
bitious than the average. As for those who were impelled by high 
taxes to work harder, the figures show that they were indeed working 
more than the average number of hours each week; since we do not 
know exactly how much extra time they were putting in as a result of 
taxation, we can only conclude that this group was by nature of at 
least average ambitiousness. Those who are affected one way or the 
other by taxation, in other words, seem for the most part to be among 
the more energetic members of their professions, 

The theoretical conclusion that people’s tastes and general living 
standards are largely a function of their professional status and hence 
that a significant amount of independent income from property tends 
to relieve the economic pressure upon them and make them freer to 
react to tax disincentives is substantiated by the present survey. The 
figures show that among respondents with equal professional incomes 
the ones with significant amounts of income from property are more 
subject to tax disincentives than the others.” 

Comparisons of the two professional groups studied show that 
solicitors and accountants showed approximately the same reactions 
to taxation. 

As for geographical distribution, the incidence of tax incentives was 
about the same in the London sample as in the country sample, but 
tax disincentives tended to occur less frequently among London re- 
spondents than among those practicing in the smaller communities, in 
spite of the fact that London respondents typically faced higher mar- 
ginal tax rates. Since the country sample contained a higher propor- 
tion of sole proprietors (whose greater sensitivity to tax disincentives 
has already been noted) separate London-country .comparisons were 
made for the two kinds of practices. These showed that although sole 
operators evidenced no rural-urban differences, partners were definitely 
more susceptible to tax disincentives in the country than they were in 
London. The implication may be that residents of the large metro- 

“The statistical tests do not, of course, completely separate the effects of property in- 
come on work incentives from the effects of higher marginal tax rates. Unfortunately, the 
existence of the earned income allowance in British tax law precluded any finer distinctions. 
Of two people with the same total income and paying tax at the same marginal rate, the 
one with more property income will, since he has less earned income and therefore obtains 
less advantage from the earned income relief, pay tax at a higher average rate than the 
person with less property income. The higher average rate will, by itself, induce the tax- 
payer to work harder and will tend, therefore, to obscure the opposing effect of the posses- 
sion of property income. It is true that at the time of the study the earned income allow- 
ance ceased when earned income reached £2,025, but too few respondents with earned 


incomes above that figure were obtained in the sample to permit statistically significant 
comparisons of property owners with others at given levels of total income. 
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politan area are more subject to living-standard pressures than their 
country colleagues; if so, it would suggest that increasing urbanization 
may tend in the long run to reduce the disincentive impact of high 
taxation. 
IV. Conclusions 


The survey was undertaken only after extensive study of the litera- 
ture on the subject had convinced the author that a great deal of 
empirical work remained to be done.” Earlier empirical studies had 
been either too broad or too specific to show a rounded picture of the 
tax reactions of one economic segment of the population, and most of 
them had concentrated on salary or wage earners who had relatively 
little freedom to vary the quantitative dimension of their work supplies. 
The fact that a comparatively small number of tax disincentives was 
discovered, then, was not at all surprising. The present survey tested, 
on the other hand, a reasonably substantial segment of a highly tax- 
sensitive group—.e., self-employed professional practitioners whose 
business overhead was small, whose business commitments to others 
(staff, partners, etc.) were sufficiently limited and flexible to allow a 
good deal of freedom of action, and whose type of work permitted 
piecemeal reductions without the sacrifice of the entire enterprise. The 
expectation was, in other words, that, particularly in a society where 
the tax rates are as high as they are in England, a considerably higher 
proportion of tax disincentives would be encountered than in earlier 
studies. o 

The fact then that the results showed no such rise in the incidence 
of disincentives is of considerable significance. The proportion was, 
indeed, about the same as that found by the Royal Commission in their 
study of a very different socio-economic group (factory workers earn- 
ing less than £1,500 a year). The chorus of complaints, vehement and 
eloquent, against “penal” taxation, echoed by the great majority of 
respondents interviewed for the present study, was surprisingly in- 
frequently translated into action. It was almost a commonplace for 
respondents to state categorically that taxes were removing all their 
incentives; but when the facts were assembled, about as many actually 
were working harder as were working less. As one of the more candid 
put it, “When you really get down to it, I am working as hard as I 
ever worked. I complain bitterly about how little I am allowed to keep 
of every pound I earn, but I go on doing the work just the same.” 

This is not to underestimate the pronounced emotional reaction to 
high taxes which may in various intangible ways have its effect upon 
the work that is done. Less eager willingness to press through with a 
job may result in a gradual and unmeasurable slowdown and general 


™ Cf. the author’s “Income Taxes, Wage Rates, and the Incentive to Supply Labor Serv- 
- ices,” Nat. Tax Jour., Dec. 1953, VI, 333-52. 
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impairment of efficiency. Tax loopholes are exploited wherever pos- 
sible, of course, and this may divert some productive energy to tax-free 
trips and other side activities. On the whole, however, there is no escap- 
ing the fact that, thus far at least, disincer.tives, like the weather, are 
much talked about, but relatively few people do anything about them. 

With regard to the future, there are implicit in the evidence collected 
enough clues as to the conditions which make for the appearance or 
disappearance of tax disincentives to allow certain predictions to be 
made. A tendency toward larger families, for example, may be expected 
to reduce the disincentive influence of taxetion. A higher divorce rate 
will have the same effect, especially for husbands who find themselves 
supporting more than one wife and family at the same time. Increased 
desires for labor-saving consumer durables will lower the impact of 
tax disincentives on husbands during the period of acquisition (which 
may well be a long one), and then as the wife finds herself with more and 
more time on her hands she, too, will move into the labor market, high 
tax rates to the contrary notwithstandirg, Increased international 
communication and travel will stimulate the people of one country to 
wish for themselves the advantages they see enjoyed by “the Joneses” 
of another, and in so far as these things can be earned by harder work 
the disincentive force of taxation will be weakened. The pressures of 
an increasingly complex world will tend to reduce the freedom even of 
our professional people to respond to disincentives by drawing them 
more and more into partnerships or incorporated businesses (a large 
number of our respondents commented on the increasing difficulty even 
today for the lone general practitioner to continue on his own in the 
face of the growing complexity of legal and accounting work). 

Government fiscal policies as well will have their influence on the 
ways in which income taxation affects work incentives. As the govern- 
ment expands its welfare programs—providing increased protection 
against unemployment or illness or injury, increased payments to the 
aged, etc.—it reduces the pressure of fixed commitments and increases 
the incidence of tax disincentives. Higher estate and inheritance taxes, 
on the other hand, will lower the level of property income enjoyed by 
heirs, and, as our collected evidence indicates, those with less property 
income tend to be less sensitive to income tax disincentives. 

From the present evidence, then, we must conclude that contrary to 
the frequently repeated injunctions of so many financial commentators, 
solicitude for the state of work incentives does not under current con- 
ditions justify significant reductions in the role of progressive income 
taxation. Indeed, it would appear that, in the United States at least, 
income tax rates could be raised considerably, especially in the middle 
and upper-middle income ranges, without lowering unduly the aggre- 
gate supply of labor. l 


INVESTMENT POLICIES AND “DUALISM” IN 
UNDERDEVELOPED COUNTRIES 


By ALBERT O. HirscHMAN* 


Economists have not shown much interest in the tensions and con- 
flicts that accompany economic development. Not unlike the Marxist 
who shrugs off revolutions as “birthpangs” of a new society, the 
economist has tended to consider social and cultural disruptions in 
underdeveloped countries as the inevitable by-product of growth. But 
just as the nature and course of a revolution profoundly affects the 
society that it brings forth, so is the course of a country’s development 
intimately conditioned by the manifold tensions which it experiences 
during its struggle to break away from economic stagnation. Failure 
to include these conflicts in the empirical basis of our analytic 
structures may mean the loss of important insights. For instance, we 
persist in attempts to view the developmental process as a self-generat- 
ing and self-sufficient activity moving along a smooth exponential path, 
when any observer of the reality of underdeveloped countries is fully 
aware of the ever-present dangers of abortive development and of the 
important ways in which progress and backwardness clash and interact. 

This article is an attempt to build some of these interactions into 
the analysis of development. Its first two sections deal with the con- 
flicting claims and uneven growth of different regions within an under- 
developed, but developing economy. After describing the principal 
methods of governments in coping with situations of this kind, we pass 
to consider economic problems of a country that has become split into 
a developed and an underdeveloped region. The last two sections deal 
with some structural consequences of the close cohabitation of progress 
and backwardness within the same country, first for the type of in- 
dustrialization and then for the kind of industrial organization that 
are promoted and are likely to prove most effective in this particular 
environment. 


I. The Regional Distribution of Public Investment 


The regional distribution of public investment is the resultant 
of powerful forces acting on the policy-makers of underdeveloped 
* The author is visiting research professor of economics at Yale University. He is indebted 


to Henry J. Bruton, William Fellner, and David Granick for helpful comments on an earlier 
draft. 
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countries.’ Three principal patterns may b2 distinguished: dispersal, 
concentration on growing areas, and attempts to promote the develop- 
ment of backward areas. 

In contrast to widespread impressions, the most pervasive tendency 
of governments of underdeveloped countries in making their investment 
decisions is not so much the obsession with one dam or one steel mill, 
as the dispersal of funds among a large number of small projects 
scattered widely over the national territory. 

While this pattern is dominant only in countries where dynamic 
economic growth has not yet taken hold,’ it can be said to exert a steady 
pull in practically all underdeveloped countries. The most obvious 
reason is that public investment decisions are easily the most political 
ones among the economic policy decisions taken by governments. 
Whether to build a road here rather than there, whether to construct 
a power plant that is to supply towns A, B, and C, rather than D, E, 
and F, these are questions that have decisive local political impact. 

Thus, as all governments regardless of their democratic character 
desire and need support from all sections of the country, the tempta- 
tion is strong to scatter the investment effort far and wide. Discon- 
nected roads are built at many points, smzll Diesel power plants and 
aqueducts are installed in many towns witEout adequate provision for 
their maintenance; even low-cost housing programs which should ob- 
viously concentrate on relieving critical shortages and on slum clearance 
in the big cities, are often similarly dispersed. 

More fundamentally, the tendency toward wide dispersal of invest- 
ment funds may be due to the fact that some traditional societies can 
conceive economic progress only as a force that ought to affect equally 
all members and sections of the community. Such societies are there- 
fore unprepared and unwilling to make the choices about priorities that 
are the essence of development programs. Experience with community 
development projects has shown that the belief or suspicion, however 
mistaken, that a project will lead to indivicual enrichment, may easily 
spell its failure.’ Similarly, within the setting of a country, the feeling 
may be widespread that there is something wrong with even tempo- 
rarily preferred treatment for some regions, a feeling that it might be 
politically dangerous not to take into account. | 

*For an attempt to account for economic policies of underdeveloped countries in other 


fields, see my ‘Economic Policy of Underdeveloped Countries,” to be published in Econ. 
Develop. and Cult. Change, July 1957. 

*See Benjamin Higgins, “Development Planning and the Economic Calculus,” Soc. Re- 
search, Spring 1956, XXXII, 35-56. 

*For a good example, see A. R. Holmberg, “The Wells That Failed: An Attempt to 
Establish a Stable Water Supply in Viru Valley, Peru,” in Human Problems and Techno- 
logical Change, E. H. Spicer, ed. (New York, 1952), pp. 113-23; also P. S. Taylor, “Can 
We Export the ‘New Rural Society’?”, Rural Soc., Mar. 1954, XTX, 13-20. 
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Finally, the dispersal pattern can be explained by certain shortages 
usually affecting underdeveloped countries. The elaboration of the 
many small projects into which public investment is typically split up 
when this pattern is dominant, requires comparatively little engineer- 
ing and planning talent, whereas the larger projects in electric power, 
transportation or basic industry require far more such talent than is 
usually available to the government. This is why entirely too much has 
been made of the argument that development is held back, not by the 
scarcity of funds, but by a scarcity of “bankable,” t.e., well-conceived 
and engineered, projects. The question which should come first, the 
project or the funds, is really of the chicken-egg variety. Obviously 
funds can be spent only on clearly defined projects. But without defi- 
nite expectations that funds—from domestic or foreign sources—will 
be forthcoming, the considerable cost of engineering and economic 
studies and the administrative effort required to gather the necessary 
staff and to obtain the assistance of foreign consultants will most 
likely not be undertaken. The promise of foreign funds——provided the 
studies prove the project feasible and worth while—is particularly im- 
portant if this effort is to be made, as a large project usually results in 
one region obtaining for the time being a substantial advantage over all 
others. This is an investment decision which the local government may 
find it difficult and imprudent tc make unless it has the feeling—and 
the excuse vis-a-vis the other regions—that international development 
capital is not to be had at all on other terms. 

Moreover, the study and preperation of a ipese project implies 
in itself—especially i in countries where there is the rhetorical tradition 
of confusing the word with the deed, and the announcement of plans 
with their realization—a commitment to the region which is going to 
be principally benefited. Governments are therefore reluctant to start 
such studies unless they feel reasonably sure that they will be able to 
“deliver.” Unless they have assurances in this regard, they would be 
politically much better off to let sleeping projects lie. 

The International Bank for Reconstruction and Development has 
often defended itself against charges of insufficient lending by the 
argument that there were not enough “bankable” projects available. 
But in fact the Bank frequently has acted in accordance with the point 
of view just outlined, z.e., it has helped in the preparation of such 

*Statements to this effect can be found in several of the Bank’s annual reports; e.g.: _ 
“Perhaps the most striking single lesson which the Bank has learned in the course: of its 
operations is how limited is the capacity of the underdeveloped countries to absorb capital 
quickly for really productive purposes. . . . The Bank’s experience to date indicates that 
the Bank now has or can readily acquire sufficient resources to help finance all the sound 
productive projects in its member countries that will be ready for financing in the next 


few years, that can appropriately be financed through repayable foreign loans and that 
cannot attract private capital.” Fourth Annual Report, 1948/49, pp. 8, 13. 
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projects by virtually committing itself in advance to the financing of 
their foreign exchange costs, including even the cost of the ee 
engineering surveys. 

In this way the availability of international adone capital 
may make for a shift from dispersal of public investment toward con- 
centration on a few key projects. The “demonstration effect” of similar - 
projects undertaken in other countries also works in this direction.’ 
But the most important force opposing the tendency toward excessive 
dispersal of public investment is the growth pattern characteristic of 
rapidly developing countries. Development often begins with the 
sudden, vigorous and nearly spontaneous growth of one or a few re- 
gions or urban centers resulting in serious shortages of electric power 
and water supply, as well as in housing and transportation bottlenecks. 
Thus, urgent demands for several types of capital-intensive public in- 
vestments appear and must be given the highest priority whether or 
not they correspond to the government’s sense of distributive justice 
and to its pattern. of regional political preference. The public invest- 
ment in overhead capital in turn makes possible further growth in 
industry and trade of the favored areas and this growth requires further 
large allocations. of public investment to them. 

Determined as it is by the volume of private investment and the 
general rise in income in the developing areas, public investment clearly 
plays here an “induced” role, and investment choices are often re- 
markably and unexpectedly obvious.’ It is not always easy, however, 
to have these obvious choices adopted, partly because of the continu- 
ing desire of governments to revert to the policy of scatter, and partly 
because a new pressure soon makes itself felt, namely to accelerate 
development in the areas that have fallen behind. 

A situation in which the bulk of public investment is continuously 
being sucked into the comparatively developed portions of the national 
territory cannot in the long run be considered satisfactory by govern- 
ments, because of compelling equity considerations. In fact, the attempt 
to change drastically the distribution of public investment in favor of 
the country’s poorer sections generally comes at a point that seems 
premature to the foreign observer or adviser for the simple reason that 
= the more rapidly advancing sections do not strike him as so outstand- 
ingly prosperous. It is, however, quite understandable that the attempt 
should be made long before these sections have come anywhere near 

*The demonstration effect is perhaps more important in raising the propensity to invest 
of public authorities than in increasing the propensity to consume of the public. The latter 


relation is stressed by R. Nurkse, Problems of Capital Formation in Underdeveloped Coun- 
tries (Oxford, 1953), pp. 57f. 
Cf. my “Economics and Investment Planning—Reflections Based on Experience in 


Colombia” in Investment Criteria and Economic Growth, M. F. Millikan, ed., Mass. Inst. 
Tech. (Cambridge, 1955), pp. 35-54. 


554 THE AMERICAN ECONOMIC REVIEW 


fully developing their potential. Mcreover, the poorer sections of the 
country, where careers in industry and trade are not promising, often 
produce, for this very reason, a majority of the country’s successful 
politicians and thereby acquire weighty spokesmen in the councils of 
government. | 

Whatever the correct timing, the channeling of large-scale capital 
expenditures toward the underprivileged areas of the country contains 
the danger of misguided and excess:ve investment—-a danger which is 
always more present in a region thet has not yet experienced real de- 
velopment than where spontaneous growth has already staked out 
fairly well the areas in which public investments are urgently required. 

It is possible that the transition from the second pattern—concen- 
tration of public investment on spcntaneously growing areas—to the 
third—attempt to ignite developmert in the heretofore stagnant areas 
through “autonomous” public investment—is facilitated by certain 
peculiar properties of public inves:ment. Usually the second phase 
results not in a mere shift from scatter to concentration of a given 
investment total, but in a considerakle enlargement of the total amount 
of funds required for public investment. These funds are secured 
through the introduction of new and higher taxes or through other 
permanent revenue-raising devices. 

On the other hand, it is probably reasonable to assume that the need 
for the investment of public funds in the country’s spontaneously 
growing areas is particularly heavy in the initial stages of develop- 
ment, as basic utilities are created and rapidly expanded. After de- 
velopment has proceeded for some time, the need for public investment 
in relation to private investment terds to decline and in any event an 
increased portion of public investment can be financed out of earnings 
of previous investments. This kind of change in the mix of public in- 
vestment with private investment is implicit in the term “social over- 
head capital” often used to designate the kind of investments which 
are primarily financed by public funcs. 

As the taxation and other measures which have financed the original 
spurt in public investment continue to yield revenue, some funds may 
thus become, if not unemployed, at least less compellingly employed 
than previously. This is likely to be :mmediately sensed by the officials - 
responsible for apportioning public investment and provides an ex- 
cellent opportunity to those among them who would want to change its 
geographic composition in favor of zhe less developed sections. 


II. Divergent Development of Different Regions 


On probability grounds alone, eccnomic growth is unlikely to start 
everywhere at the same time and tc proceed everywhere at the same 
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speed within an economy. Once some areas and sectors have pulled 
ahead of others, they assert a powerful attraction not only for the 
simple reason that nothing succeeds like success, but also because ex- 
ternal economies are coming into being at these “growing points.” 
There can be little doubt that an economy, in the process of lifting 
itself to higher income levels, must first develop within itself some 
such regional centers of economic strength, Interregional inequality of 
growth-is therefore an inevitable concomitant of growth itself. 

To simplify our exposition, we shall call “North” the region or re- 
gions of the country which are experiencing growth and “South” those 
that have fallen behind. This terminology is suggested by the fact that 
a large number of backward areas appear to be located in the South of 
the countries to which they belong. The term “South” as used here 
does not include wadeveloped—.e., largely unsettled—areas. 

After the first spurts of growth in the North, it is no longer obvious 
what course development will take. Normally one might expect that 
little by little the higher incomes in the North will trickle down to the 
Southerners, either as a result. of purchases and investments by the 
North in the South, or because of migration of Southerners to the 
North. But there are important instances of countries where the initial 
advance of a region has resulted in a North-South split which has 
shown considerable durability. Under what conditions is such a lasting 
split likely to emerge? l 

-In the first place, it must be noted that the initial advance of the 
North, instead of spilling over to the South, may affect it adversely. 
If the North industrializes, some Southern handicraft industries may 
become depressed as a result of competition, and real incomes in the 
South may also fall as Northern manufactures, produced behind newly 
erected tariff walls, replace similar goods previously imported from 
abroad at lower prices. Moreover, the economic expansion of the North 
may attract only the more enterprising young men from the South as 
well as whatever capital is generated there. 

Nevertheless, if the North specializes in manufactures and relies on 
the South for primary -products, this sequence cannot continue for 
long. In view of the low supply-elasticity characteristic of the South, 
the increasing demand for foodstuffs and materials in the developing 
North will turn the terms of trade sharply against the latter.’ In this 
way, either the advance of the North is going to be halted by rising 
labor and material costs, or the South is eventually going to be spurred 

* This situation has been fully analyzed by H. G. Johnson for the case in which a devel- 
oping industrial country trades with a stagnant agricultural country; see his “Economic 
Expansion and International Trade,’ Manchester School Econ. Soc. Stud., May 1955, 


XXIII, 96-101. Cf. also W. A. Lewis, “Economic Development with Unlimited Supplies 
of Labour,” Manchester School, May 1954, XXII, 173. 
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into becoming an efficient producer—in both cases, the gap between the 
two regions is likely to be narrowed or closed. 

But what if the North possesses within itself a large and productive 
agricultural area or is able, as a result of expanding exports, to supply 
its needs in primary products from abroad? Under such circumstances, 
it is easy to see that the South could indeed remain in the backwater 
of subsistence agriculture, almost entirely cut off from any beneficial 
effects of economic progress in the North while it would remain ex- 
posed to the already noted adverse effect of factor mobility on its own 
manpower and capital resources. 

Under these conditions—-which are or were fairly typical of such 
backward regions as Brazil’s Nordeste, Colombia’s Oriente, and Italy’s 
Mezzogiorno—the split of the country into a progressive and a de- 
pressed area could persist for a long time. Economic, as distinct from 
the already noted political, pressures to remedy the situation will arise 
only at a relatively late stage, usually when the expansion of Northern 
industries begins to be seriously hampered by the insufficient size of 
the home market or when balance-of-payments difficulties make the 
country realize that it would save foreign exchange by an improved 
use of Southern resources. Whenever such economic arguments can be 
combined with the already noted political forces working in the same 
direction, a determined effort to pull the South out of its stagnation is 
likely to be made. 

The preceding analysis gives us a hint as to the kind of investment 
which is likely to yield the best results in the South. With the con- 
siderable advance of the North in manufacturing, the best chance for 
the South to break into the pattern of self-sufficient growth of the 
North lies probably in a major effort to improve its agriculture so as 
to become a supplier of agricultural raw materials and foodstuffs for 
the North. Agricultural resettlement, irrigation and drainage schemes, 
and the establishment of extension services are likely to be of particu- 
lar importance in this endeavor to move away from subsistence agri- 
culture. Other investments in North-South integration, e.g., in edu- 
cation and in essential transportation links, are also likely to be highly 
beneficial. | 

On the other hand, large-scale investment in social overhead capital 
such as electric-power facilities, modern highway networks, and urban 
redevelopment may be ineffective in promoting economic growth in the 
South. Such investments should by all means be undertaken when there 
exists a reasonable degree of confidence that entrepreneurial initiative 
will manifest itself as soon as the resulting facilities become available. 
But in view of the long stagnation of ‘the South, such confidence can 
hardly be justified. When development is not actually underway large- 
scale investments in overhead facilities are essentially equivalent to the 
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use of monetary policy in a depression: the availability of power and 

transportation facilities is of a purely permissive nature but it cannot by 
‘itself set development in motion, just as the availability of excess re- 
serves at low interest rates to prospective borrowers does not of itself 
insure economic expansion at the bottom of a depression. The nature 
of public works spending in a stagnating underdeveloped area is thus 
fundamentally different from its role during a depression in an indus- 
trial country. The equivalent of the latter in an underdeveloped country 
is agricultural development or the outright establishment of state- 
owned industries, provided of course that their technical and economic 
feasibility has been studied and provision is made to administer them 
with some competence. In this sense, the Paz de Rio steel mill in Co- 
lombia’s backward Oriente will probably turn out to be, in spite of 
initial difficulties and setbacks, an effective development move com- 
pared with any program to provide such an area with plentiful public 
utilities whose capacity might go begging for years. 


III. Economic Consequences of “Dualism” for Industrial Development 


The North-South split is nothing but a special aspect of the often 
noted “dual” character of underdeveloped countries where the hyper- 
modern exists side by side with the traditional, not only in techniques 
of production and distribution, but also in attitudes and in ways of 
living and of doing business. 

Probably one of the principal economic characteristics of these 
- countries and more generally of any-country where industrial develop- 
ment is incipient and spotty,.is the existence of two distinct wage 
levels, one applicable to the industrial sector and the other to the non- 
industrial and preindustrial sectors which comprise most of trade and 
other services (except banks and insurance companies) as well as 
handicraft and small-scale industry. 

With mobility far from perfect, the dual wage level reflects different 
marginal productivities of labor in the modern and preindustrial sectors 
of the economy, but it is also explained by social security and mini- 
mum wage legislation which is usually enforced and enforceable only 
in the larger industrial units, by the high cost of living (particularly 
of housing) in the growing industrial cities, and by persistent prefer- 
ences for the traditional and more independent pursuits in agriculture, 
small trade and small industry. ‘ 

While Jabor is cheaper in the underdeveloped sector of the economy, 
capital is typically more expensive, also for a variety of reasons: access 
to the banks is difficult and interest charges are much higher, ma- 
chinery, equipment and tools are bought at retail rather than imported 
_ directly from the foreign manufacturer at important savings, etc. 

To illustrate what happens to industrial development in countries 
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under these conditions, a familiar diagrammatic technique may be em- 
ployed." The terms “North” and “South”? will now not necessarily re- 
fer to geographically distinct areas, but to the industrial and preindus- 
trial sectors of the economy which may be, and in fact often are, 
closely intermingled. 

In Figure 1 the ordinate measures capital and the abscissa physical 
units of labor input. We assume two distinct wage and capital cost- 
levels and therefore the expenditures corresponding to identical labor 
and capital inputs differ from North to South. For the purpose of the 
argument, it is supposed that one homogenous good is to be produced 
and that two processes are available, the industrial one which is com- 


GA 
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FIGURE 1 


paratively capital-intensive and necessarily uses “expensive” labor and 
“cheap” capital, with the expansion path OA, and the labor-intensive 
preindustrial process which uses ‘‘cheap” labor and “expensive” capi- 
tal and is shown by the expansion path OB. We shall now draw a con- 
stant-expenditure line for different combinations of labor and capital 
reflecting the dualistic situation we are describing. Let DC be such a 
line for the industrial process used in the North, and let labor in the 
North be twice as expensive as its Southern counterpart, while capital 
costs are, say, two-thirds of what they are in the South. Then we de- 
rive a corresponding constant-expenditure line FE for the preindustrial 

*For recent applications to related problems, cf. R. S. Eckaus, “Factor Proportions in 
Underdeveloped Areas,” Am. Econ. Rev., Sept. 1955, XLV, 539-65, and Yale Brozen, 
“Entrepreneurship and Technological Change,” in Economic Developmeni—Principles and 


Patterns, H. F. Williemson and J. A. Buttrick, ed. (Englewood Cliffs, N.J., 1954), pp. 
236-41. 
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process by making CE equal to OC and OR equal to twice the length 
of RD. 

On these assumptions, any combination cf labor and capital shown 
by points on lines DC and RE require the same expenditure, it being 
understood that line DC refers to Northern and line RE to Southern 
conditions:, If the industrial process is used, it is possible to produce 
with this expenditure the quantity of output corresponding to OF and 
the same expenditure yields the output corresponding to OP in case the 
preindustrial process is used. Now, if production OF happens to be 
equal to production OP, in other words if the constant-product line is 
represented by GFPH, it is a matter of indifference whether the com- 
modity in question is produced by the one or the other process. If on 
the other hand, the constant-product line gcing through F is correctly 
shown by GFP:A,, the preindustrial process is less expensive and will 


_be adopted. On the other hand, if the constant product line is GFP2H:, 


then the labor-intensive process is more expensive for the same output 
than the industrial process and the latter will be used. 

Of course, the neatness with which the diagram shows under what 
conditions the industrial process can or cannot compete with the pre- 
industrial one, is blurred in the real world. As the Southern wage is 
ordinarily implicit and as Southerners will take considerable squeezing 
of their earnings before they actually stop production, the potential 
investor in modern industrial processes is not confronted with a point 
such as P against which he must successiully compete, but with a 
range of such points along the OB line. He must therefore be sure that 
he can out-compete the South not only on the basis of present prices, 
but even on the basis of prices that may be considerably lower. 

Under such conditions, the industrial processes that have least to 
fear from the competition of the South are those which are entirely 
outside the technological and capital capabilities of the local handi- 
craft and small workshop industries. These are the processes charac- 
teristic, for instance, of chemicals, petroleum refining, basic iron and 


. Steel, cement, pulp and paper, but also of many “modern” consumer 
: goods, from radios and light bulbs to toothpaste and aspirin. 


There is a second type of manufacturing that is liable to be intro- 


~ duced in countries characterized by dualism in the cost structure, 
` “namely industries turning out products similar to those of the prein- 


dustrial sector, but producing them with such superior efficiency and 
productivity that they are able to crush any competition from the old 
industries. The classical eae here is, of course; the textile industry, 
particularly spinning. 

Finally, we come to the mdi where dualism is Jaata Here 
the appearance of modern industrial methods is seriously handicapped 
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by the possibility of competition from independent, small-scale pro- 
ducers. Examples that come to mind are the manufacture of furniture, 
shoes, apparel, bricks, ceramics, cigars (as opposed to cigarettes), - 
baskets (holding back the development of modern forms of wrapping, 
bagging and packaging), as well as large parts of the food-processing 
and construction industries. Most services, in particular retailing, also 
are in this category. In truck and bus transportation, the dual wage 
situation and the relatively small size of the needed capital investment, ... 
make for organization along traditional small-business lines in prefer” 

ence to modern large-scale operations, and consequently the service 
provided has a distinctly preindustrial flavor in spite of the modern 
equipment used. l 

In all these sectors which jointly form a fairly substantial part of 
any economy, the advantages of modern industrial methods apparently 
are not decisive enough to overcome the traditional or small-scale way 
of doing things. The use of machinery is unable to offset the advan- 
tages of using Southern labor or would do so only at levels of out- 
put that are beyond the capacity of absorption of the economy. 

The phenomenon which we have described may be an aspect of the 
factor proportions problem that has been overlooked. Much attention 
has been given by economists—though not much yet by engineers—to 
the question of adapting modern technology to countries where labor 
is cheap and plentiful and where the introduction of certain labor- 
saving (as opposed to capital-saving or product-improving) innovations 
may not be justified. While the search for evidence of such adaptation 
apparently has been somewhat disappointing, it would be wrong to 
conclude that differences in factor endowments and costs relative to’ 
those of industrial countries are not exerting profound effects on the 
pattern of development in underdeveloped countries. But these differ- 
ences are perhaps more importantly reflected in the outright absence 
of modern methods from a number of branches of commerce and in- 
dustry, than in the always difficult transformation of technical proc- 
esses in those branches into which modern industry is moving.’ .- 

The absence of something is always a little hard to notice and this 
may explain why the one stressed here has not received the attention 
it deserves. Nevertheless, it is the partial character of industrial pene- 
tration into underdeveloped countries which is behind the pervasive 
impression of “dualism,” że., the feeling that the economic structure 
is a rather incongruous mixture of the new and the old—airplane and 

°” See, however, David Granick, “Economic Development and Productivity Analysis: 
The Case of Soviet Metalworking,” Quart. Jour. Econ., May 1957, LX XI, 205-33, for 


interesting evidence on the use of labor-intensive methods, principally in Dii opera- 
tions such as materials handling, inspection and repair, 


HIRSCHMAN: INVESTMENT POLICIES 561 


mule, oil refinery and basket weaving, gleaming modern office build- 
- Ings and unsanitary food markets, etc. Whether or not they are geo- 
graphically separate, these two sectors simply appear to coexist, each 
with its own standards of workmanship, efficiency, bargaining and 
human relations in general. 
' It has recently been contended that underdeveloped countries should 
give priority in their investment programs to capital-intensive indus- 
`‘; ..fles with a highly advanced and complicated technology. By drawing 
on historical evidence, Gerschenkron has eloquently argued that only 
by establishing such industries will a country be able to generate the 
momentum it needs to break the fetters of the past,?° while Galenson 
and Leibenstein have advocated this course on the ground that capital- 
intensive industries make for high profits and therefore for high rein- 
vestible savings.” 

Whatever the intrinsic merits of these samewhat paradoxical views, 
they are perhaps not needed to explain and defend the preference for 
capital-intensive lines of production which many industrializing coun- 
tries have exhibited. Viewed in the light of cur analysis, this preference 
can be justified on quite orthodox grounds even for a capital-poor and 
labor-rich economy. It would probably be wasteful for such an economy 
to invest its scarce capital resources in duplicating lines of production 
that are already being carried on, even though inefficiently. A better 
use for capital would almost certainly be in the establishment of new- 
product industries. But in such industries capital-output ratios are 
likely to be typically high whereas they tend to be comparatively low 
in industries that would produce goods and services similar to those 
turned out by existing small-scale operators. 

In other words, the most efficient use of capital in underdeveloped 
countries is not in capital-intensive industrizs qua capital-intensive; it 
is in industries that open new product horizons for the economy and 
these industries are likely to be more capital-intensive than others with 
which the country can dispense for the time being because the needs 
served by them are satisfied by existing handicraft and cottage indus- 
tries. Therefore, what looks like a puzzling preference for capital in- 
tensity on the part of capital-poor countries in effect turns out to be 
the incidental result of a perfectly commonsense way of husbanding 
capital. . 

With respect to this pattern of industrialization, today’s underdevel- 


“This is their principal thesis as exposed in “Investment Criteria, Productivity, and 
Economic Development,” Quart. Jour. Econ., Aug. 1955, LXIX, 343-70. 


Alexander Gerschenkron, “Economic Backwardness in Historical Perspective,” in The 
Progress of Underdeveloped Areas, B. F. Hoselitz, ed. (Chicago, 1952), pp. 3-29. 
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oped countries enjoy a definite advantage over nations where modern 
manufacturing first developed. In the latter nations, as is well known, 
the industrial revolution introduced fundamental technological inno- 
vations into iron, textile and pottery manufacturing, with immediate 
adverse impacts on the well-diversified handicraft and small-scale in- 
dustries that had previously supplied these products.” In today’s un- 
derdeveloped countries, on the other hand, industrial progress can 
concentrate on a wide range of useful and desirable products that are 
entirely new to the economy. As a result, the traditional handicrait 
and cottage industries are given a valuable respite which can be utilized 
to improve the efficiency of their operations and the quality of their 
output, 

It must be understood that if this opportunity is not taken advantage 
of, industrial methods will eventually infringe upon the handicraft 
sector. As the economy grows in size, industrial methods will reveal 
themselves superior to the preindustrial ones in more and more areas 
in spite of the dual-wage situation. But the absence cf sharp competi- 
tion by modern industry during the first stages of development should 
make it possible to save a strong handicraft and small workshop tradi- 
tion where it exists. It is well known that small and inexpensive addi- 
tions of capital equipment, made available at easy credit terms, and 
combined with technical education and cooperative marketing, may 
considerably improve the performance of these industries. By provid- 
ing them with a new margin of protection against encroachment by big 
industry, successful efforts in this direction. would also make it possible 
progressively to reduce the wage gap. Clearly, this is a more promising 
approach than the always futile attempt to freeze existing situations 
through legislative action. For many countries, this approach also 
seems wiser, and may be even more efficient in setting the stage for 
unified development than a policy of letting “nature take its course,” 
t.e., passive resignation to the squeeze of many old trades and skills 
which so unreasonably refuse to die. 

In conclusion: Dualism brings with it no doubt many social and psy- 
chological stresses, but it has some compensating advantages and repre- 
sents in a way an attempt by the economy of an underdeveloped coun- 
try to make the best of its resources during a transitional phase. While 
countries may be anxious to put this phase behind them, they ought to 
realize that in doing so they must not necessarily follow the path of 
those nations that industrialized in an earlier period. 

* Cf, eg., J. L. and B. Hammond, Thz Rise of Modern Industry (London, 1937), Pt. II. 
“Cf. H. G. Aubrey, “Small Industry in Economic Development,” Soc. Research, Sept. 
1951, XVIII, 269-12. For encouraging evidence from Indonesia, see K. Nagaraja Rao, 


“Small Scale Industry and Economic Development in Indonesia,” Econ. Develop. and 
Cuit. Change, Jan. 1956, IV, 159-70. 
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IV. Technology as an Aid to Management in the Modern Sector 


The preceding section has shown that the type of industrial develop- 
ment which takes place under conditions cf dualism in today’s under- 
developed countries holds out special opportunities of survival for 
small-scale industry. At the same time this survival and staying-power 
of the older, labor-intensive production and distribution methods are 
likely to influence the organization of the modern sector in several 
ways. 

In a society where dualism prevails, operators in the modern sector 
will feel that they are manning an outpost where they are always in 
danger oi being contaminated by the old and in many respects so much 
more pleasant ways of working and doing business, Examples of such 
contamination are frequent: the pasteurizing plant whose milk one is 
strongly recommended to boil thoroughly before drinking; the first- 
class hotel that three months after a triumphant opening, has become 
third-rate; the “supermarket” which slowly takes on again the familiar 
aspects of the much decried open-air affairs, To avoid such deteriora- 
tion, modern industry will often feel that it has to maintain a fighting 
position and is likely to consider any modification of advanced tech- 
nology in the labor-intensive direction as infiltration of the enemy. 

This attitude may spring from a correct instinct. The advisability 
of adopting more labor-intensive processes is usually evaluated on the 
assumption that work and quality standards will not deteriorate. But 
for a number of reasons, the validity of this assumption is highly 
doubtful in underdeveloped countries. 

The impact on labor efficiency of machine-paced as opposed to op- 
erator-paced operations first comes to mind here. It is certainly true 
that an untrained labor force is likely to perform incomparably better 
in machine-paced operations, not so much because of a tendency to- 
ward slacking when the machine does not compel the work, as because 
machine-paced operations provide for steadiness of pace and regular 
brief rest periods which the inexperienced self-paced worker has diffi- 
culty in observing." | 

In addition, modern machinery and equipment have a more subtle 
influence in inducing efficiency at all levels of labor and management. 
With better and more modern. machinery, all personnel experience a 
feeling of obligation to live up to the performance of the equipment 
just as better highways induce improved driving habits and modern 


“Cf. U. S. Department of Labor, Hours of Work and Output, Bull. No. 917 (Washing- 
ton, 1947). This bulletin reports on the differential effect on workers’ productivity of in- 
creases in daily work-hours during wartime. One of its conclusions is (p. 11): “Where the 
workpace is controlled by the machine, thus affording the operator some brief rest periods 
while waiting for the machine to perform its operation, the increase in output is more 
nearly proportional to the increase in hours [than in operator-paced operations].” 
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sanitary facilities better habits of personal cleanliness and hygiene. 

A closely related point is that the most modern, ż.e., the most capl- 
tal-intensive, plants are at a considerable advantage in competing for 
that scarce article, namely the trained engineer and the skilled work- 
man, The poor workman always complains about his tools, as the say- 
ing goes; but, conversely, the poorly equipped factories are always 
the ones that complain about their workers, and probably with good 
reason. 

But the most important function of modern technology is as an aid 
to management in the performance of new, unfamiliar and perhaps 
somewhat uncongenial tasks. Cooperation in large organizations meets 
with special difficulties in underdeveloped countries." By predetermin- 
ing to a considerable extent what is to be done, where and at what 
point of time, the machines and the mechanical or chemical processes 
they perform reduce these difficulties immeasurably in comparison with 
a situation where work schedules depend exclusively on the converg- 
ence and coordination of many human wills and actions, The latter 
situation is characteristic of most administrative processes and this 
circumstance helps to explain why the performance of the political 
and administrative process is so defective in most underdeveloped 
countries, while achievements in large-scale manufacturing are often 
quite creditable. That industrial technology can be considered as an 
aid to management is also confirmed by the observation, frequently 
made in these countries, that efficiency is far higher in the plant- than 
in the office-operations of industrial firms.” 

The productivity effects of technology have been so spectacular that 
this efficiency-enhancing property has gone largely unnoticed. Ever 
since Adam Smith, it has been realized that the division of labor in- 
duces mechanical inventions. But the inverse relationship also deserves 
to be stressed. The technical processes carried out by machinery pro- 
vide factory operations with a basic structure and rhythm which in 
effect deal out functions and determine sequences. If it is correct, as 
Chester Barnard has said, that “processes of decision .. . are largely 
techniques for narrowing choice,’’’” then the use of modern technology 


* The nature of these difficulties will be discussed in a paper now in preparation. 


- United Nations, Labor Productivity of the Cotton Textile Industry in Five Latin 
American Countries (New York, 1951), passim. 


"C. I. Barnard, The Functions of the Executive (Cambridge, 1938), p. 14. Note also 
the following description of assembly problems in M. E. Salveson, “On a Quantitative 
Method in Production Planning and Scheduling,” Econometrica, Oct. 1952, XX, 562: 
“In an assembled commodity, if there are x component parts there will be theoretically n/ 
different sequences in which the parts can be assembled together. .. . In any real situation, 
it would be prohibitive to enumerate all of these different sequences and select the one 
which is optimum. ... Instead an engineering type of analysis is used to select some one 
sequence of assembly according to which the assembly methods and tooling are laid out.” 
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in manufacturing is one of the most powerful of such techniques. 
. The degree to which modern technology facilitates coordination, 
varies from one industry to another. In some industries, the technol- 
ogy consists of a basic process around which work falls into place al- 
most naturally; examples are smelting, petroleum refining, cement, 
brewing and many others. In other industries, such as construction 
and much of metal working, as well as in most service industries, not 
only is individual work largely operator- rather than machine-paced, 
but work in general is not patterned around one or several key techni- 
cal processes, As a result, sequences are far less rigidly compelled, it is 
impossible to identify any one process as central, and tasks are typi- 
cally defined in terms of their direct contribution to the achievement 
of the goal—the final product—trather than in terms of the roles per- 
formed in different phases of the production process. In these “prod- 
uct-centered” industries technology makes therefore much less of a 
contribution to the coordination of efforts unless it succeeds, by or- 
ganizing “flow,” in imitating the conditions prevailing in the “process- 
centered” industries. Thus, the efficiency-enhancing and coordination- 
promoting property of modern technology tends to be much more 
pronounced in process-centered than in product-centered industries.” 
It 1s possible to classify a plant (or industry) into one or the other 
category by asking the question whether it has a definite capacity.” 
If a positive answer can be given, as is the case with a blast furnace, a 
refinery, or a brewery, we have a process-centered situation: with a 
certain equipment, it ought to be possible to produce so many tons or 
gallons per day. In the product-centered industries, on the other hand, 
it is not possible to make this kind of statement: there is no such thing 
as a set capacity of a construction firm or of a repair shop. This test 
illuminates another aspect of the manner in which technology in proc- 
ess-centered industries acts as an aid to management: the rated capa- 
city of the plant provides managers with a performance goal and an 
objective criterion of failure or success, provided demand is adequate. 
This is a very valuable mechanism in underdeveloped countries where 
competition is often not a sufficiently strong spur to good perform- 
ance. 


- *In the product-centered industries, the well-known human drive to complete a task 
once it has been started, helps to some extent in stimulating work performances; but this 
effect is clearly much weaker than that deriving from technology in process-centered indus- 
tries, 

* This test was suggested to me by Alan S. Manne. 


* In the paper cited in footnote 6, I pointed out that underdeveloped countries experience 
particular difficulties in insuring effective maintenance‘ of equipment and machinery and 
that they therefore are likely to do comparatively well in industries or technologies where 
-maintenance is virtually compelled by technical characteristics, as is the case when non- 
maintenance carries extremely stiff penalties. For example, the descending order of per- 
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We conclude that there are various ways in which capital enhances 
the efficiency of management and therefore of labor” and that this 
stimulating function of capital is of particular importance in under- 
developed countries where modern manufacturing is surrounded on all 
sides by a preindustrial society with its own work habits and without 
experience in coordinating and directing large-scale organization. 

That there exists a strong social need for this stimulating function 
is suggested by the fact that, in the absence of modern technology, it is 
frequently performed in cooperative work by other devices, such as 
singing.” A particularly striking example of the elaborate way in 
which the function is performed in a primitive society is given by Ray- 
mond Firth in his description of the role of ritual in canoe-building 
and net-making in Tikopia.’ He shows in minute detail how “certain 
types of ritual make for conformity of the work to a time-schedule and 
so help to safeguard the task from miscalculation and inertia.” The 
ritual acts not only as a “unifying factor for the assembly of labor” 
and as a “general stimulus to the productive process,” but also as a 
specific guide in the course of this process since “the traditional se- 
quence of rites of necessity involves a corresponding sequence of tech- 
nical operations.”™* 

Finally, Firth shows that “with similar environmental, technical and 
social conditions, work of this kind [7.e., work involving cooperation in 
large-scale activities] is performed with less regularity, secures a 
smaller labor force and is integrated less effectively where it is not 
accompanied by such ritual.” His conclusion is that the extra degree 
of capital intensity implicit in the time-consuming performance of 
ritual is fully justified since without it output would substantially de- 
crease and deteriorate.” 

The parallel is complete with the special stimulating role which 


formance of air lines, railroads and highways in these countries seemed to be explainable 
by the decreasing degree of compulsion to maintain them that is characteristic of these 
three modes of transportation in the order cited. This point can now be seen to be a 
special illustration of the interaction between techniques and work performance which 
must be kept in mind in development planning. 

“The close relationship between organizational and managerial skills on the one hand, 
and labor productivity on the other, has been shown by Frederick Harbison, “Entrepre- 
neurial Organization as a Factor in Economic Development,” Quart. Jour. Econ., Aug. 
1956, LXX, 364-79. 


2 Georges Friedmann, Industrial Society (Glencoe, 1955), pp. 157-59, and sources there 
cited. Cf. also C. J. Erasmus, “Cultural Structure and Process: The Occurrence and Dis- 
appearance of Reciprocal Farm Labor, Southwestern Jour. of Anthropology, Winter 1956, 
XII, 452. 

. Raymond Firth, Primitive Polynesian Economy (London, 1939). 

* Tbid., pp. 183, 179, 125 and 181. 

*5 Ibid., pp. 182-84. 
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modern technology performs and which because of difficulties in co- 
operation and the inexperience in management is particularly needed 
in underdeveloped countries. Here also some additional capital in- 
tensity may sometimes be well worth while if it “safeguards the task 
from miscalculation and inertia” and prevents decay. 

It may well be therefore that production functions are not the same 
for developed and underdeveloped countries even though the under- 
lying technological possibilities are identical. The marginal rate of 
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FIGURE 2 


substitution of labor for capital is larger in underdeveloped countries 
as, with the loss in managerial and labor efficiency consequent upon 
the adoption of less capital-intensive methods, more labor is needed 
than in developed countries to make up for a given decrease in capital. 

Using again the usual diagram, with labor and capital measured 
respectively along the abscissa and the ordinate, the constant-product 
curves for a given output of any good mav be expected to coincide for 
industrial and underdeveloped countries only along their most capital- 
intensive segments. Thereafter the curves will follow different paths, 
with the isoquant of the underdeveloped country—curve AB in Figure 
2—lying somewhat to the right of the isoquant AC that applies in the 


568 THE AMERICAN ECONOMIC REVIEW 


industrial country. Only the latter is a genuine technical possibilities 
curve. 

With this situation, it becomes immediately evident that identical 
relative factor prices in both countries should result in the adoption of 
more capital-intensive processes in the underdeveloped country than 
in the industrial one.” This is shown by comparing the points of tan- 
gency Pı and P: of the two parallel ines DE and FG. Conversely and 
more realistically, if we assume that relative factor prices are less 
favorable to labor in the underdevelaped country, this does not neces- 
sarily mean that it should adopt less capital-intensive techniques than 
the industrial country. For instance, line MN reflects a higher ratio of 
labor costs to capital costs than line DE and yet, at their points of 
tangency Ps and Pı with the isoquants to which they belong, both 
ratios result in the same capital requirements. 

Care should be taken not to read more into the preceding ‘argument 
than it can bear. As stated at the outset, it applies only to the problem 
of appropriate factor proportions witžin the industrialized sector of the 
economy, not to the division between the industrial and preindustrial 
sectors, which was considered in Section ITI. 

Secondly, with the low wage rates prevailing in some inderdeveloped 
countries there remains the possibility that the limited choices which 
modern technology has to offer, are all too capital-intensive, even after 
taking into account the factors here discussed. 

Thirdly, the argument has stressed above all the role of modern 
technology in determining the key production processes and in pro- 
viding management with a guide to the basic breakdown of functions 
and sequences, There remains muck room for labor-intensive opera- 
tions on the periphery once they are fitted into the requirements of the 
central process. This applies, for instance, to materials-handling and 
internal transportation where, according to most observers, the varia- 
bility in capital intensity from one country to another is greatest. ae 

Thus, our findings strengthen only moderately the case of thé “capi- 
tal-intensivists” in the current controversy about appropriate factor 
proportions in underdeveloped countries. Any practical usefulness our 
analysis can claim may rather lie in the investment criterion it con- 
tains. For if it is correct, then industrial planners in underdeveloped 
countries should see to it that the industries and techniques that are 
introduced are preferably those that induce minimum standards of 
performance on the part of labor and management. To disregard this 


* Capital intensity is here understood to be measured by the capital-output, rather than 
by the capital-labor, ratio. 

“Cf. Granick, op. cit, and Seymour Melman, a Factors in Industrial as 
tivity (New York, 1956), Ch. TIT. . 
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criterion might not result so much in additional labor requirements to 
make up for the loss of efficiency (this might rather be considered an 
advantage by the planner concerned with underemployment) as in 
speedy deterioration in the quality of output. Such deterioration could 
have a seriously demoralizing influence on the whole industrialization 
program. | 

There will of course be industries which do not rate highly from the 
point of view of our criterion, but whose establishment is nevertheless 
necessary or desirable on balance for a number of other reasons; re- 
pair facilities for machinery and vehicles are an example. It will never- 
theless be useful to be aware of the special handicaps under which firms 
engaging in such activities are likely to operate, so that their manage- 
ment, personnel, and techniques may be selected with the appropriate 
safeguards. 

Naturally, before any such practical applications, an empirical veri- 
fication of our hypothesis should be undertaken. This might not be too 
difficult. If we are correct, labor productivity differentials between an 
underdeveloped and an industrial country should be much larger in 
certain industries (e.g., metal fabricating) than in certain others (e.g., 
cement) even when essentially similar techniques are used in both 
countries.”® 

Concluding Comments 


This article has focused on a phenomenon that occurs constantly in 
the process of economic growth, namely the uneven course of progress 
of different industries and geographical areas within a country. It has 
been shown that the resulting split of a developing nation into advanced 
and traditional sectors may be of considerable width and duration and 
that this split may in turn affect the nature and direction of subse- 
quent development. Tentative suggestions have been derived from the 
analysis for economic development policy in such matters as public 


*7Tt occurs to me that Leontief’s celebrated findings about the comparatively high labor 
content of U. S. exports could be considered corroborative evidence (see his “Factor Pro- 
portions and the Structure of American Trade: Further Theoretical and Empirical Analy- 
sis,” Rev. Econ. Stat.. Nov. 1956, XXXVIII, 386-407, and literature there cited). Con- 
versely, Section IV of this paper provides an explanation of Leontief’s statistics, related 
to the one he has proposed himself. I have suggested that it may be easier for under- 
developed countries to approach the efficiency standards of the advanced industrial 
‘nations in capital-intensive, process-centered, than in labor-intensive, product-centered 
industries. Therefore, as worldwide industrialization progresses, the comparative advantage 
of the advanced industrial countries may come to lie increesingly with certain types of 
labor-intensive goods and services. This can best be illustrated by a fanciful hypothesis. 
Let us imagine that certain labor-intensive Services such as maintenance of roads, buildings 
and machinery, or the issuing of official permits, or the handling of personnel relations, 
could become objects of international trade at moderate transport costs. I have no doubt 
that in this eventuality the older industrial nations would specialize in the export of = 
services, quite possibly importing steel and cement in exchange. 
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investment in an underdeveloped country’s-own backward area, the 
role of small industry, and the type of technology appropriate for the 
modern sector of the economy. 

Only passing mention was made of the social and political conse- 
quences of uneven development. However, serious dangers for a coun- 
try’s peaceful and democratic evolution are implicit in the numerous 
conflicts that are certain to arise from the cleavage between “North” 
and “South” and from the prolonged coexistence of modern industry 
with many traditional forms of production and distribution, On this 
score also, some value may attach to a more intimate understanding 
of the nature of these conflicts, of their probable course and possible 
resolution. 


INFLATION IN UNDERDEVELOPED AREAS: 
A THEORETICAL ANALYSIS 


By Sayre P. ScHatz* 


Inflation is likely to plague the backward economy that attempts to 
develop. It occurs because economic development requires a level of 
capital formation that is difficult for most underdeveloped countries to 
finance by ordinary means. Investment undertaken by both private 
businessmen and government constitutes a demand for domestic out- 
put and/or resources. Even imports of capital goods involve an in- 
direct demand for domestic resources to the extent that the imports 
are paid for with export proceeds rather than with funds from foreign 
loans or grants. 

If inflation is to be avoided the economy must be willing to limit its 
consumption spending to the level of output that will remain after the 
investment demands are satisfied. Aside from foreign loans or grants, 
tax receipts plus voluntary private saving (7.e., saving forthcoming at 
the ordinary distribution of income) must at least match government 
expenditures plus private investment. However, in the underdeveloped 
nation saving is usually meager and the government generally finds it 
difficult to collect sufficient funds to finance its activities. Consequently 
voluntary saving and tax proceeds are likely to be insufficient to pre- 
vent a rise in the price level. Inflation performs the task of supple- 
menting voluntary saving with “forced saving”; it does so by reducing 
the real incomes, and hence consumption, of the less fortunate eco- 
nomic subjects. 

Before presenting an exposition of certain distinctive characteristics 
of inflation in underdeveloped economies, thereby increasing the num- 
ber of apparently divergent analyses of inflation, it may be useful to 
indicate what practically all analyses of the phenomenon have in com- 
mon. A perusal of the literature reveals what appears to be a confusing 
variety of theoretical approaches. Besides the quantity-of-money ap- 
proach there are two major branches of what may be called the supply- 
and-demand theory of inflation, in which changes in the price level are 
regarded as reflections of underlying alterations in the relation be- 


_ * The author is assistant professor of economics at Hofstra College. He wishes to thank 
Adolph Lowe and Hans Neisser of the New School for Social Research for their valuable 
advice and criticism. 
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tween aggregate demand and aggregate supply. One of these is the 
Swedish branch, which distinguishes the factor and goods markets 
(each being regarded as of equal importance) and which assumes that 
inflation can arise in either of these markets.* The other is the Anglo- 
American branch, sired by Keynes,? which considers primarily the 
commodity market, the factor market entering the analysis only as a 
link in the chain of causation. Each of these approaches appears to 
have given rise to a welter of conflicting theories. There are a number 
of mathematical models that seem to contradict one another; in addi- 
tion, there are innumerable more or less divergent literary expositions 
of inflation.” However, these apparently divergent explanations are 
merely descriptions of different paths that inflation may follow; under- 
lying them all is the same general theory of the cause of inflation, its 
effect on income distribution, and the circumstances necessary to termi- 
nate inflation. This general theory can be distilled from the various 
presentations and stated simply and briefly. 

Inflation occurs when the members of the economy among them try 
to acquire more output or resources than the economy can make avail- 
able at a given time. In the consequent bidding for output or resources 
an upward spiral of commodity and resource prices ensues, each twist 
of the spiral having the same general cause, 7.¢., the attempt to acquire 
more output or resources than the economy can supply. If the relative 
strength of the contending economic classes is not equal in the infla- 
tionary situation, the price rise will augment the real incomes of the 
stronger class(es) at the expense of the weaker. 

The inflation will come to an end if the disparity between the de- 
mands for commodities and/or resources and the supplies is eliminated. 
Most analyses of inflation (particularly the rigorous ones) assume that 
output and resources are fixed in quantity. Given this assumption, and 
in the absence of credit curbs, price controls, or other circumstances 
exogenous to the spiral, the inflationary process will cease only if and 
when the process of inflation itself has decreased the real incomes and 
hence the real consumption plans of one or more groups of economic 
subjects, and/or has so thwarted the real resource-acquiring plans that 
these have been reduced, the total reduction being such that the mem- 


*See, e.g., B. Hansen, A Study in the Theory of Inflation (London, 1951). 


*J. M. Keynes, Generel Theory of Employment, Interest and Money (New York, 1936), 
pp. 301 et seq., and How to Pay for the War (New York, 1940), pp. 61-67. 


°” One of the leading writers on the subject of inflation remarks: “The literature on the 
subject is now so extensive that only the specialist can hope to have more than a nodding 
acquaintance with it. Furthermore, it is not always apparent whether the constructions of 
those eight or nine authors who have provided rigorously formulated models: are comple- 
mentary or competitive.” R: Turvey, “Some Aspects of the Theory of Inflation in a Closed 
Economy,” Econ. Jour., Sept. 1951, LXI, 531. . 
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bers of the economy among them are no longer trying to acquire more 
output or resources than the economy can make available at that time. 
However if, as we believe is more appropriate for an analysis of a less 
developed economy, we dispense with the assumed constancy of re- 
sources and output, then the inflation can also be halted by means of 
an increase in the quantity of resources and/or production sufficient to 
close the gap between the demand for resources and/or goods and the 
supply." 

The present study is differentiated from other rigorous analyses of 
inflation’ chiefly by its incorporation of the etfects of resource flows 
into and consequent production increases in the monetary sector of the 
underdeveloped economy. Heretofore, the influences of output changes 
on inflation have been discussed only in rather general terms.* Other 


parameters that seem appropriate for a less developed country are also 
adopted. 


{ 


I. The Dual Economy Model of an Underdeveloped Nation 


f . ce 
In most underdeveloped nations one can see a more or less distinct 
division into a market sphere and a subsistence sphere.’ This distin- 


‘A single integrated statement of the theory of inflation has also been presented by 
Turvey. His formulation, which is meant to state the genz2ral cause of inflation, is that 
“inflation is the process resulting from competition in attempting to maintain total real 
income, total real expenditure, and/or total real output at a level which has become physi- 
cally impossible” (ibid., pp. 534-35). 

5 See, eg, R. Turvey, op. cit., and “Period Analysis and Inflation,” Economica, Aug. 
1949, XIV, 218-27; J. Duesenberry, “The Mechanics of Infation,” Rev. Econ. Stat., May 
1950, XXXII, 144-49; J. J. Polak, “On the Theory of Prize Control,” Rev. Econ. Stat., 
Feb. 1945, XXVII, 10-16; A. Smithies, “The Behavior of Money National Income under 
Inflationary Conditions,” Quart. Jour. Econ., Nov. 1942, LVII, 113-28; T. Koopmans, 
“The Dynamics of Inflation,’ Rev. Econ. Stat, May 1942, XXIV, 53-65. These studies 
do not analyze the effects of changes in output. B. Hansen, op. cit., presents a rigorous 
analysis of inflation which incorporates changes in produczivity, but he arrives at com- 
pletely indefinite results in such a case: inflationary pressure may increase, decrease, 
remain the same, or the change may be such that ore cannot say what has happened to 
inflationary pressure. 


*In an interesting article which will be discussed in Section H, W. A. Lewis examines in 
a general’ way the effects on inflation in an underdeveloped economy of the use of dis- 
guised unemployed resources. (“Economic Development with Unlimited Supplies of 
Labor,” Manchester School Econ. Soc. Stud., May 1954, XXII, 139-91.) See also J. S. 
Duesenberry, “Economic Growth in the United States—Discussion,” Am. Econ. Rev., 
Proceedings, May 1952, XLII, 558-66. 

T Speaking of this division of the national economy into two sectors in Asia, the authors 
of the United Nations’ Economic Bulletin for Asia and the Far East (first quarter, 1951, 

p. 20) write: “It is not a differentiation merely between two sectors of an integrated 
ee as would be the case if a similar distinction were made in the West. It is a dis- 
tinction between two different economies, with limited points of contact between them.” 
The dual nature of underdeveloped countries has been discussed from an economic point 
of view by J. H. Boeke, Economics and Economic Policy of Dual Societies (New York, 
1953). Descriptions of the duality of most economically underdeveloped areas abound. See 
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guishing structural characteristic of the less developed area calls for 
a theoretical model which is different from the existing models of ad- 
vanced economies. The economy of our hypothetical underdeveloped 
nation is conceived of as divided into two distinct sectors or economies, 
the market sector and the subsistence sector. These two sectors are 
abstractions corresponding in only a very rough way to the two real 
and contrasting social systems (Western-oriented and indigenous) 
found in most underdeveloped countries. Our division is based upon a 
functional distinction (the use or nonuse of a modern monetary sys- 
tem) rather than a spatial or cultural oné“The market economy uses 
a modern monetary system and it encompasses all factors of produc- 
tion (regardless of geographical location or cultural environment) 
whose services or output are sold for market-sector money. The sub- 
sistence economy includes only that portion-of the economic activity 
of the indigenous inhabitants which is for self-consumption or for 
limited exchange within the indigenous social sphere. While there are 
what Boeke calls “village markets” and “village money” in the sub- 
sistence sector we may legitimately assume that these have no appreci- 
able contact with the market sector. ’ 

Productive factors but not products can flow from one sector to the 
other. For example, in all underdeveloped economies the peasantry 
commonly sells primary products to the towns and cities. In our analy- 
sis such transactions are not conceived of as flows of products from the 
subsistence to the monetary sphere. Rather, if a peasant should be- 
gin to market some of his crop, by this act he is transferring some of 
his resources (his labor-power, land and implements) into the market 
sector. To the degree that the peasant still engages in self-contained 
economic activity, to that degree he also remains in the subsistence 
sector. Similarly, the persons who may sell their labor to a plantation 
or factory for part of the year and then return to the self-supporting 
life of the village would ‘be considered partially in each sphere.’ 


e.g., the descriptions of Latin America, the Middle East, and Asia and the Far East in 
United Nations, Preliminary Report on the World Social Situation (New York, 1952), 
Ch. 10, 11, 12 respectively, and of Africa in United Nations, Enlargement of the Exchange 
Economy in Tropical Africa (New York, 1954), pp. 1-4. 

* The reason that the entrance of the indigenous producer into market relationships is 
considered a transfer of resources rather than a sale of goods or services lies in the nature 
of the flow. It is not merely a market-induced phenomenon; it is to a significant extent a 
socially induced change in the producer’s way of life. While the root cause may be eco- 
nomic, the flow occurs in response to messive sociological as well as economic changes 
disturbing and transforming the underdeveloped nation. Because a movement of resources 
from one sphere to another is more readily recognized as a sociological phenomenon—only 
partially market-induced—while a sale of goods or services is ordinarily viewed as a 
purely market phenomenon, it seems useful to view the subsistence economy contribution 
to the market economy as a transfer of. productive resources. 

A more complete discussion of the present dual economy model can be found in my 
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The dual economy model is important for our analysis of inflation 
because it enables us to assume that there may occur a flow of re- 
sources from the subsistence to the market sector which would have a 
moderating effect on the underdeveloped economy’s inflation. 

We shall analyze three inflationary cases. In the first, we assume 
there is no entry of resources into the market economy from the sub- 
sistence economy; in the second we postulate a limited entry of re- 
sources into the market sector; both of these cases also assume that 
productivity remains constant. The third case postulates increasing 
productivity but no entry of resources from the subsistence sphere. 

In the period analysis which follows, we begin all cases from a sta- 
tionary equilibrium. The length of the period is the required produc- 
tion time for consumer goods. Thus, production of consumer goods 
takes one period and is completed by the end of the period in which 
the inputs are received. Income is received at the end of the period in 
which income-earning inputs are employed and is disposed of (or al- 
ternatively, determines spending) in the period after it is received. 
Output is sold to and received by the purchasers in the period after it 
has been produced. Periods are indicated by subscripts, the subscript é 
indicating the general period ¢; the subscript O indicates the base 
period. 

The mode of price interpretation underlying our models is the class- 
ical one: in each period that price is established which equates quanti- 
ties supplied and demanded. Excess demands or supplies cannot exist, 
but actual prices can differ from intended or expected prices.’ 

Our other assumptions can best be represented symbolically; the 
following symbols are used: 


Y = national income; 

Y(W) = workers’ income, and includes only income received in 
compensation for labor input; 

Y(E) = income of the entrepreneurial class, and this comprises all 
income other than labor income; 

C(W) = workers’ expenditures on consumer goods; ` 

C(E) = entrepreneurial spending for consumer goods; 

I net investment; 


article, “A Dual Economy Model of an Underdeveloped Country,” Soc. Research, Winter 
1956, XXXIII, 419-32, and in my unpublished doctoral dissertation, Inflation and Eco- 
nomic Development: A Theoretical Analysis, New School for Social Research, 1955. 


° This is the “equilibrium method” as opposed to the “disequilibrium method” which 
assumes that sellers fix their prices at the beginning of each period and maintain them even 
if inadequate or excess demand appears. See, e.g., E. Lindahl, Studies in the Theory of 
Money and Capital (London, 1939), pp. 60-69; W. J. Baumol, Economic Dynamics: An 
Introduction (New York, 1951), pp. 126-30; Hansen, op. cit., pp. 25-35. 
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w = the proportion of net input, valued at equilibrium prices, 
consisting of labor; w is therefore also the proportion of 
equilibrium national income going to the workers. 


The monetary magnitudes are always expressed in current prices. 
We can now explain our other general assumptions. Total national 
income is divided between wages and entrepreneurial income, 


(1) Y, = Y(W)s+ Y(E). 
Workers spend all of their income after a lag of one period, 
(2) CW): m F(W). 


The assumption that workers have an average and marginal propensity 
to consume of 1 seems plausible for an underdeveloped country, but 
-it would be equally possible, without materially affecting any of the 
results, to use a marginal propensity to consume out of wages smaller 
. than unity. We assume further that the entrepreneurs spend their 
entire equilibrium income (as is necessary in a stationary state) but 
that their marginal propensity to consume out of additions to money 
income is g < 1. Hence entrepreneurial consumption is: 


(3) C(E); = C(E)o + gl ¥ (Ea — Y(B)o]. 


If the price level rises, the economic subjects try to augment their 
money incomes. We assume that the working class as a whole does not 
have the economic power to increase wage rates pari passu with the 
price level. All available evidence indicates that although some workers 
in underdeveloped economies—usually skilled workers in inflation- 
favored industries—do increase wage rates at least in full proportion | 
to rises in the price level, most workers are unable to do so.*® Thus, 
as the price level rises above the base-period level, we assume that 
base-period wage rates increase by the proportion x (where 0 < x < 1) 
of the increase in the price level. For example, if y (which we call the 
wage-increase coefficient) should equal 2 and if prices should rise to, 
say, 30 per cent above the equilibrium level, wage rates would rise to 
15 per cent above the equilibrium wage. 

So that we may postulate a “pure” inflation, nonrestrictive mone- 
tary conditions are postulated, 7.c., spending plans are not modified 
‘because of inability to secure funds to finance them. 

In all of our cases we assume that inflation is initiated by the 
appearance of a demand for capital goods sufficient ultimately to 
bring about the following “target production” of capital goods: 


(4) target production of capital goods = 2Vo, 


1 See, e.g., E. M. Bernstein and L G. Patel, “Inflation in Relation to Economic Develop- 
ment,” Internat. Mon. Fund Staff Papers, Nov. 1952, II, 369-70, and A. R. Prest, War 
Economics of Primary Producing Countries (Cambridge, 1948), p. 296. 
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where 0 < z < I and where Fo represerts the real national income 
before inflation begins. However, since we are analyzing an under- 
developed economy which is just stirring out of a stationary torpor, we 
assume that real investment demand grows gradually.“ We postulate 
an increase in investment demand sufficient to bring about the fol- 
lowing pattern of capital-goods production: it begins in period 1; the 
target level is approached in equal steps; and target production is 
achieved only after T periods, i.e., in period ¢ = T. Thus, until ¢ = T, 
production of capital goods (K) in any period is: 


ts 
(5) Ki = T Yo. 


We assume that this increase in the rate of investment goods produc- 
tion is achieved with the minimum possible decrease in the output 
of other goods and with no waste or unnecessary delay. | 

Finally, we assume that resources available for market economy | 
production are perfectly mobile in respcnse to demand, so that the 
composition of production is congruent with the composition of de- 
mand. 

II. The No-Eniry and Limited-Entry Cases 


In a two-sector economy such as we have postulated we can con- 
ceive of a spectrum of possibilities with respect to the entry of re- 
sources from the subsistence sector into the market sector. At one pole 
is a free-entry case in which all resources demanded in the market 
economy enter freely from the subsistence economy. In such a case 
there would be no inflation, and we will not analyze this possibility 
any further. At the opposite pole is a no-entry case in which we 
assume that no resources enter the market sphere from the subsistence 
sphere. The production of capital goods could increase in such a case 
only at the expense of a corresponding fall in the output of consumer 
goods, and inflation would be inevitable. Lying between these poles is 
a variety of limited-entry possibilities, in which some resources enter 
the market sector but not to an extent necessary to prevent inflation. 
The limited-entry case is the general one which covers various possible 
degrees of entry. The free-entry and no-entry cases represent its upper 
and lower limits. In this section we will analyze the no-entry and the 
limited-entry cases. There will be a specified degree of entry in the. 
latter case, but it will serve to illustrate the general characteristics of 
any limited-entry case.” 

* This gradual increase in capital goods producticn is more in line with the capabilities 


of an underdeveloped economy than the sudden rise to the target level which is postulated 
in all other rigorous analyses of inflation with which the writer is familiar. 
* Because of its sociological rather than purely market orientation the rate of resource 


entry is deemed to be exogenously determined. The justification for this assumption was 
discussed in footnote 8. 
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In the no-entry case, productivity and the quantity of resources in 
the market economy remain constant, and therefore total output 
remains stationary. However, in the limited-entry case we assume that 
resources enter the market economy at a rate just sufficient to raise 


aggregate production (P) per period by ZT so that 


9 rate), 


This increase is equal to the postulated per-period increment in the 
output of capital goods.** Such an increase in total product is just 
enough to prevent the rise in the output of investment goods during 
the first phase of the process from requiring any contraction in con- 
sumer goods production. After period T, the periodic increment in total 
product is devoted to increasing the output of consumer goods, while 
capital goods production remains at its target level. 

It has already been pointed out that inflation will occur in the 
no-entry case and we will see that, despite the increase in production, 
inflation is also inevitable in the limited-entry case. 


A. First Phase: Until t = T 

Inflation is initiated in the first phase by the postulated investment 
expenditure in both the no-entry and the limited-entry cases. As a 
matter of fact the first-phase inflations in both cases are accelerating.” 

Even a single maintained increase in investment would set an infla- 
tionary spiral in motion. Such a spiral would work itself out as follows 
in the no-entry case: the initial appearance of investment causes an 
increase in the price level; the higher price level stimulates a rise in 
money wages although real wages fall; corresponding to the fall in 
real wages is a rise in real and money income of the entrepreneurs; 
real income thus shifts to those who save the fraction 1-q of the incre- 
ments in their incomes. The labor and entrepreneurial incomes, above 
the amount saved, are then spent, inaugurating another twist in the 
inflationary spiral. However, since real income shifts to the savers, the 
inflationary spiral does not continue with the same force, and an 
equilibrium might be approached. 

= While the postulated degree of resource entry could be different from the incremental 
rate of first-phase investment, such an assumption would complicate the analysis without 
adding anything of significance. The first phase analysis is only meant to be suggestive in 
any case. Since the more important second phase does not involve any continuing increase 
in investment, the magnitude of the exogenously determined rate of resource entry makes 
no analytical difference. 


“The difference equations exactly depicting the es oa inflation are derived in the 
Appendix, Section I. 
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Although equilibrium might be reached in the no-entry case after a 
single maintained increase in real investment demand, no equilibrium 
could be reached during the first phase of inflation because each suc- - 
cessive period brings an additional inflationary impulse in the form of- 
a further rise in real investment demand and a decrease in consumer ' 
goods output. Each impulse initiates a new inflationary spiral like the 
one just described, and each new spiral is superimposed upon all the 
previous inflationary spirals simultaneously working themselves out. 

. In the limited-entry case, the newly inducted resources which enable 
the economy to increase capital-goods output without decreasing con- 
sumer-goods production earn incomes which they largely spend for 
consumer goods. This raises aggregate consumption expenditures for a 
constant quantity of consumer goods and thereby initiates an infla- 
tionary spiral similar to but not as pronounced as the spiral in the no- 
entry case. Continuing and accelerating inflation is inevitable because 
the entry of resources in each period is associated with a new infla- 
tionary impulse (in the form of consumption spending by the new 
resources) which adds its impetus to all of the previous impulses. 


B. Second Phase: After t= T 


After the production of capital goods attains its target level in 
period ¢ = T, the real demand for and output of capital goods stops 
increasing. The economy is therefore relieved of the necessity of digest- 
ing a new inflationary impulse in each per-od and the inflation becomes 
more moderate. In the second phase. the economy needs merely to 


adjust to the already achieved target rate of output of capital goods. ` 


The price-wage spiral carries over from the earlier phase. However, 
the inflation may be decelerating and equilibrium may eventually be 
attained if there is a sufficient shift to entrepreneurial income with a 


consequent increase in saving. This depends upon the magnitudes of. : . 


the parameters. In the limited-entry case, the second-phase processes <. 
are complicated by the continuing entry cf income-receiving resources. 
However, the fact that the entering resources enable an expansion of. 
consumer goods production tends to dampen the inflation. 

We first examine the no-entry case. Whether the milder inflation of 
the second phase is decelerating and approaches an equilibrium or is 
accelerating and explosive depends, it can be shown,” upon the fol- 
lowing necessary and sufficient condition for stability: 


(7) | we + q(1 — wx) <1 z, 


of which a literary interpretation can be given. . 
Since z is the proportion of national product consisting of capital ` 
goods, 1-z is the proportion of national product a of consumer 


1 See the Appendix, Section NI. 


4 
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goods. wx represents the proportion: of inflation-induced increments in 
income? which become. additional wages and which aré then used to 
increase workers’ consumption spending. 1-wx represents the propor- 
tion of inflationary increases in income which becomes additional 
entrepreneurial revenue; g indicates the entrepreneurial marginal pro- 
pensity to consume; therefore q(l-wx) is the proportion of inflationary 
increases in national income used for additional entrepreneurial con- 
sumption. Putting all of this together, the necessary and sufficient con- 
dition for stability can be stated as follows: the proportion of 
inflation-induced increments in income which is used for additional 
consumption spending must be smaller than the share of national 
product devoted to current production of consumer goods. If we call 
the proportion of inflation-induced increments in money income de- 
voted to additional consumption expenditure the inflationary marginal 
propensity to consume, then the stability condition can be restated: 
the community’s inflationary marginal propensity to consume must be 
less than the proportion of the nation’s output devoted to the produc- 
tion of consumer goods.” When this condition holds, the proportion of 
the national income devoted to the purchase of consumer goods de- 
creases In each succeeding period and approaches the proportion of 
national product consisting of consumer goods." 

This exposition of the necessary and sufficient condition for achiev- 
ing price stability is more explicit than previous statements of stability 
conditions for inflation. Generally, it is said that explosive inflation 
will be avoided if there is a sufficient shift of income to the entrepre- 
neurs (who constitute the thriftiest class) so that ultimately voluntary 
saving Increases to parity with investment.” However, the present 
stability condition delineates the conditions necessary to bring about a 
sufficient income redistribution. The inequality itself being more 
detailed and explicit than a verbal exposition, delineates not only the 
effects of a community’s inflationary marginal propensity to consume, 

! An inflation-induced increment in income is defined as an increase in money income 
resulting from inflation. This is to be distinguished from increments in money income aris- 
ing from other causes. 

* Since the only increments in money income in the no-entry case are due to inflation, both 
formulations of the stability condition for this case can be rendered more simply by 
omitting the adjectives “inflationary” and “inflation-induced.” 

* Since the national product is constant in the no-entry case, 1-2 also represents the pro- 
portion of the national product of the preceding period devoted to current production of 
consumer goods, i.e., current production of consumer goods expressed as a proportion of 


the preceding period’s total national product. This interpretation, seemingly cumbersome 
and useless, becomes significant when we compare the no-entry to the limited-entry case. 

* This idea is concisely expressed in United Nations, Inflationary and Deflationary 
Tendencies, 1946-1948 (Lake Success, N.Y., 1949), p. 7. See also Keynes, How to Pav for 
the War, op. cit, pp. 61-67; Turvey, “Some Aspects of the Theory of Inflation in a 
Closed Economy,” op. cit, pp. 540-41; W. A. Lewis, op. cit., p. 162. 
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but also the separate effects of the. entrepreneurs’ and workers’ infla- 
tionary marginal propensities to consume” and of the redistribution 
of income between these two classes. In the‘no-entry case the inflation- 
ary marginal propensity to consume is the primary determinant of the 
speed, magnitude and duration of inflation.” 

In the limited-entry case, it can be shown”? that the necessary con- 
dition for stability is: | 

T ar z+ us 
T 4- Tz 4+ uz ! 


the parameter u representing periods beyond the second phase initial 
period T. 

Interpretation of this condition will enable us to make a significant 
comparison of the present case with the no-entry case. As in inequality 
(7), the left-side of inequality (8) represents the community’s infla- 
tionary marginal propensity to consume. The right side is (it is shown 
in the appendix)** the proportion of the national product of the pre- 
ceding period devoted to current production of consumer goods, 2.e., 
the current output of consumption goods measured as a proportion of 
total output of the preceding period. 

Now the stability condition for the present case and for the no-entry 
case can be stated identically. The community’s inflationary marginal 
propensity to consume must be or become less than the proportion of 
the preceding period’s total output which is devoted to current pro- 
duction of consumer goods, 2.e., less than current production of con- - 
sumption goods expressed as a proportion of total production of the 
preceding period.” 


(8) wx + g(1 — wx) < 


= If the inflationary marginal propensity to consume of the workers should be es 
other than 1, e.g., v, then the stability condition would be: 
(7a) owe +q — wr) <1 —s. 
- * Appendix, Section III. 

= Appendix, Section IV. 

3 Appendix, Section IV. 


“It is, of course, not surprising that the stability condition of the general case (the 
limited-entry case) should also apply to one of its limits (the no-entry case). On the other 
hand, since the no-entry case deals with a more circumscribed situation, a narrower or 
more circumscribed stability condition is applicable to it which is mot valid for the limited 
entry case. Each side of the stability condition can be reinterpreted as explained in footnote 
17. The stability condition can then be expressed as follows for the no-entry but not for the 
limited-entry case: the community’s monetary marginal propensity to consume must be 
less than the proportion of the total product consisting of consumer goods. 

Assuming a proportional per-period increase of resources equal to g, the monetary 
marginal propensity to consume in the limited-entry case (as contrasted with the inflation- 
ary marginal propensity to consume) would be 


(9) _ monetary MPC = wx(1 + g) + ¢[1 — wz(1 + g)] 
= wx + ql — we) + (1 — g)que. 
It is greater than the inflationary marginal Propensity to consume by the entire last iam: 


GE Ve 
a, 
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Since the stability condition for these two cases can be expressed 
in the same words, this might seem to indicate that the entry of re- 
sources has no effect on the inflation or on the probability of avoiding 
an explosive increase in the price level. However, for two reasons, 
there is a better chance that the inflation will be finite when there is at 
least a limited entry of resources. 

First, the ratio of current consumer goods output to total output of 
the preceding period is higher in the limited-entry case than in the 
no-entry case, for production of consumer goods increases every 
period in the former case, while it is constant in the latter. Conse- 
quently, in any given period, the right side of the stability condition 
in the limited-entry case is larger than its no-entry counterpart, ceteris 
paribus. 

More important, the right side of the limited-entry stability condi- 
tion increases with each successive period and approaches one,” while 
in the no-entry case the right side is a constant. It is apparent that this 
proportion, which represents the ratio of consumer output to the pre- 
ceding period’s total output, should approach one: capital goods pro- 
duction is constant while consumer goods output is increasing; thus, as 
total output rises, the constant flow of capital goods becomes an ever 
smaller proportion of the total while the growing flow of consumption 
goods becomes an ever larger proportion. We can therefore restate the 
limited-entry stability condition in a form which, in comparison with 
inequality (7), makes it plain that the entry of resources enhances the 
probability of attaining stability: 


2 (11) we + g(1 — wx) < 1. 


These two points indicate that an inflationary marginal propensity to 
consume that might easily be large enough to generate an explosive 
price rise when there is no entry of resources might produce a 
dampened inflation when there is limited entry of resources. However, 
if the inflationary marginal propensity to consume is close to one, it 
may take a great many periods before the price level even starts to 
approach equilibrium in the limited-entry case, 7.e., manifests a decel- 
erating rather than an accelerating tendency. This will occur only after 
the right side of the stability concition approaches one closely enough 
so that it exceeds the left. 

Thus, assuming a constant rate of investment and given the infla- 


**'That is, 


(10) a a en 
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tionary marginal propensity to consume, free entry of resources pre- 
vents inflation altogether. At the opposite pole, no entry generates the 
most severe inflation, and if the inflationary marginal propensity to 
consume’ is high enough and the initiating action is large enough, the 
inflation may be infinite. Between these poles is the limited-entry case, 
and the greater the degree of entry the less severe is the inflation. 
Not only is there a greater probability that the inflation will be finite, 
but also, since a freer entry augments the right side of the limited- 
entry stability condition”? and causes it to approach unity more rapidly 
(i.e. decreases more rapidly the proportion of the national product 
devoted to capital goods production) it makes for an inflation of a 
shorter duration and lesser magnitude. 

As our stability condition now stands, it applies to a case in which 
an autonomous increase in investment initiates inflation, and then the 
economy reacts with increases in money income and consumption. After 
the initiating increase, the production of capital goods remains con- 
stant. However, we can generalize the stability condition to include 
the case in which secondary investment is induced by the rise in 
income: the proportion of the inflation-induced increase in income 
devoted to additional spending (either for consumption or induced 
investment) must be or become less than the ratio of (1) current pro- 
duction of goods other than those going to satisfy the initiating demand, 
to (2) the total product of the preceding period, i.e., must be or become 
less than total current output minus current output going to the initiat- 
ing spenders, all divided by total product of the previous period.” 


III. Increasing Productivity Case 


In the limited-entry model production rises as a result of the entry 
of resources from outside the sector being analyzed. It will be informa- 
tive to compare with this a situation in which output is increased by 
means of processes working themselves out within the market economy. 
Thus, in this case we assume that productivity within the market 
sector rises. 


* This is demonstrated in the Appendix, Section IV. 


"In a discussion of economic development by W. A. Lewis in the article already cited 
(which appeared after the ideas here had been completely worked out) we can isolate two 
inflationary models that are somewhat similar to situations discussed in this article. The 
major model resembles our limited-entry case, and although Lewis does not develop a 
precise stability condition, his conclusions are similar to ours. The minor model, in which 
capital goods output is raised to a higher (constant) level but in which the ultimate effect 
on aggregate production of the increased flow of capital goods is disregarded, resembles 
the second phase of our no-entry case. Here Lewis incorrectly asserts that the inflation- 
induced income redistribution will necessarily terminate the inflation; however, our no- 
entry stability condition demonstrates that the inflation may be explosive or dampened, 
depending upon the parametric magnitudes. 


+t 
2- 
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- The increasing productivity ‘might ‘be achieved diker with a con- 
stant quantity of resources or by means. of.additional resources cre- 
-ated within the market economy. Given a-constant quantity-of re- 
sources, technical progress might improve the quality of the capital 
goods or other innovations may rationalize the organization of produc- 
tion. Production might also rise as labor gradually becomes more 
acclimated to the alien capitalistic economic climate, and therefore 
manifests greater diligence and discipline, heightened motivation, and 
more care and efficiency. Productivity might also be raised when, as a 

-result of prior investment, the stock of capital within the market 
economy is augmented. Employment of larger quantities of capital 
will, of course, enable the market sector to expand production. (The 
_ incorporation into theory of the effects of a growing capital stock is, 
as is well known, the basic innovation of modern growth economics.) 

In order to compare more easily the present case and the limited- 
entry case, we adopt here all the assumptions and parameters which 
govern the latter model except two. First, we assume that the increase 
in production is achieved through a rise in productivity (as explained 
above) rather than through the entry of subsistence- -economy re- 
sources.” Second, we assume that there are two components in the 
wage rise: (1) wages increase in the same proportion as productivity, 
and (2) this total then increases by a proportion equal to the wage 
increase coefficient (x) times the proportional increase in the price 
level. Given this assumption about labor income, the wage bill behaves 
precisely.as in the limited-entry case. 

Since wage behavior is the same as in the limited-entry case and 
since'all other assumptions are the same, the entire financial pattern 
of this case, including its stability condition, is identical with that 
of the limited-entry case. Thus, the effect on the price level of an 
increase in productivity is the same, under the conditions assumed, as 
that of an increase in resources. Both tend to moderate the inflation 
and lessen the chance of a runaway price spiral. 

However, we must qualify this conclusion. The analytical identity 
of the two cases is based upon the assumption that the consumption 
behavior of each class and of the community in the increasing-produc- 
tivity case is the same as in the limited-entry case. However, in the 
increasing-productivity case the community’s marginal propensity to 
consume is likely to be lower and therefore the inflationary pressure 
less severe for two reasons. First, even with the same relative distribu- 

*In the limited-entry case, and thus here too, production increases by a constant 
amount per period rather than a constant percentage. However, since a very small con- 
stant percentage increase does not diverge greatly from a very small absolute: increase, the 


simplifying assumption we have adopted may be taken to represent a close approximation 
to a constant perenne increase. 
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tion as in the limited-enitry case, the per capita real i income is higher, 
and therefore saving is likely to be greater. Second, when national 
product i increases through a rise in productivity, the resulting distribu- 
tion of income is likely to be more favorable to the entrepreneurs than 
in the limited-entry case, for there is likely to be a shift of income 
towards the entrepreneurs who accumulate the capital or introduce 
the productivity-increasing innovations, and this in turn is likely to 
increase savings. 


IV. Conclusion 


We have examined the two basic determinants of inflation: changes 
in expenditure and changes in production. We have dealt with the 
former by following the contours of existing theory, but have adopted 
assumptions which seem plausible for an underdeveloped rather than 
an advanced economy. We have dealt with the latter by integrating 
(in our limited-entry and increasing-productivity cases) a rigorous 
treatment of the effects of resource entry into the market economy or 
the expansion of production by other means. An explicit recognition 
of the possibility and effects of production increases is necessary in 
any analysis of inflation, and is particularly important in an examina- 
tion of a backward but developing economy. In such an economy, our 
analysis has shown, the existence of a nonmarket source of resources 
for the market economy (or of other potential means of raising out- 
put) is likely to moderate the inflation that usually accompanies 
development. As a matter of fact, to the extent to which the inflationary 
pressure may induce a greater entry of resources, ceteris paribus, the 
inflation would be partially self-correcting and would have the posi- 
tive effect of increasing aggregate production and hastening develop- 
ment. 

APPENDIX 


The difference equations depicting the first and second phase inflationary 
processes in both the no-entry and limited-entry cases and then the stability 
conditions and certain other properties of these cases are derived here. 


I. The Inflationary Processes: First Phase (Before t=T) 


The appearance of investment during the first phase disturbs the initial 
equilibrium (during which the national income had consisted solely of con- 
sumption expenditures) and national income becomes: 


(12) Vert = CCW) era + CCE) ear + Legs. 


Substituting for C(W) and C (#) in accordance with equations (2) and (3), 
we get 


(13) Yai = (1 — QY(W) + C(B)o + Yı — g¥(B)o + Inr 
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It is now necessary to substitute for. Y(W) and J. Since the ratio of invest- 
ment to total spending or income equals the ratio of capital-goods output to 
total output, in the no-entry case: 




















(t+ 1)z y, 
(14) La 
Fiyi Yo 
+ Ds 
t+) |1 T t+-1 
and in the limited-entry case: 
(t+ 1)z 
Ta 7 0 
i Yan (: ea = a 
T 
(t+ 1)z 
ti = T+ (t+ tz t+1- 


We have assumed that the wage rate rises by the proportion x of the pro- 
portional increase in the price level. The price level (PZ) in any period ex- 
pressed as a ratio to the initial price level is, in the no-entry case: 


(16) PLi A. 
while in the limited-entry case, it is: 


(17) one a 


Therefore in the no-entry case: 


(18) Y(W): = Y(W)o f + {5 — 1) | 


0 


and since Y(W)o>=wYo, 


Y 
(19) Y(W)ie = wYo ( + x = — s); 


8 


In the limited-entry case, F(W) depends both upon the rise in wage rates 
and the increase in the quantity of labor. Since productivity is constant, the 
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quantity of resources increases in the same proportion as production. There- 
fore labor input (Z) in the limited-entry case is 


iz iz 
(20) Li = ple + Lo = (: + z)uYe and 


iz ` Fı 
(1 + SNr, 


Substituting for Fan and Y(W)e in equation (13), we get, in the no- 
entry case, 


a Saas (a 
(22) 
(+ 1)z 


tl: 
T 





Solving for F} and simplifying, we arrive at the following difference equa- 
tion: 


T 
(23) Yai = TGI: [w(t — g — x + qu)¥o+ C(E)o — qY (E)o 


+ (q+ wa ~ qgws)}Y:] 


where Yo, C(E)o and Y(E)o are initial equilibrium constants. In the limited- 
entry case, we get: 


fanaa 499 [C04 8) 








Y, 
(24) i+ ooo 
z 
1+ —]Y 
( +7) i 
i+-1 
ae (1+! = E) aY + Co — YE) 


Solving for Y and simplifying, we arrive at the following difference ecua- 
tion for the limited-entry case: 


B T+ G+ 1)z 
7 T 


t 
Vers (1 + =) w(1 — g — x+ qx)Yo+ClBo 
(25) 
— Q¥(E)o + (¢ + wa — qwa)Y | 


where Yo, C(E)o and Y(£)» are initial equilibrium constants. 
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These difference equations embody and depict (for the no-entry and 
limited-entry cases respectively) the process of money-income expansion 
during the first phase of the inflationary processes. The solutions of these 
difference equations, which yield the actual paths of the income increases, ' 
may be written as follows:*° 


Bry Bie 
+ 


KÅ i—1 TÅ i—2 


A? ka 


é 








Bo 
Vim Aes] $e S45 
Ao- 


where wA;=A+A:-1At+. +++ Agand where Aand B: represent the following 
terms: in the no-entry case, 
A, represents 


(q + wx — qwx) 


T— (t+ 1) 
and B; represents 
T | | 
ae TERE [wil — q — «+ gu)VYo + C(E)o — g¥(E)o]; 


in the limited-entry case, 


A; represents 
T+t¢+1)z 


T (q + wx — qwx) 


and B: represents 


T+tt+ te 


[(:+ 2) wa ~ — a+ qx)V¥ot+ CE), — zon 
T T q qX) Fo gg oj- 


II. The Inflationary Processes: Second Phase (After t=T) 


We rewrite equation (13) with appropriate subscripts as follows: 
(13A) Vogue. = YW) ryull — q) + CCE) re rau — qY (E)r + Trust 


where T represents the second-phase base period and subsequent periods 
are represented by the parameter s. 

Again we substitute for ¥(W) and J. In both cases the expressions repre- 
senting Y(W) in the first phase (equations 19 and 21) remain unchanged in 


We solve the difference equations by letting A; and B; represent the terms indicated 
in the text and then putting the equations into the typical form of linear difference equa- 
tions of the first order. This is: 

Vat = At¥t = B, 
26 i 
(26) Vy = F, 
See George Boole, A Treatise on the Calculus of Finite Differences, 3rd ed. (New York, 
no date listed), p. 161, equation 14. Following Boole, p. 164, the solution may then be 
written as in the text. 
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the second phase except for appropriate subscript changes. In both cases, 7 
reflects a constant output of capital goods at the target level (equation 4) 
multiplied by the current price levels (equations 16 and 17). Thus in the 
no-entry and limited-entry cases respectively: 


(27) I reugi = ZY ryu} and 
F Thuti 
28 lua). = Z MMMM, 
(28) T+u+l CEEE 
+= 


Substituting for J and Y(}W) in equation 13A we get in the no-entry case: 


Vris 
Ya 





Y Phuti — (1 = gw o (1 +- 2 = =) + C(E)r +4- QY Thu 


(29) 
— qY (E)r + ZY r4ust 


Routine algebraic simplification then gives the following diference equation 
for the no-entry case: 


1 
GO) Frie = 7 [wl — q — x + q2)Yo + C(E)r — qY (E)r 


+ (g + wx — qwa) ]Y ryu 


where Yr, Y (E)r, C(E)r are constants derived from the first-phase differ- 
ence equation and Ye is an initial equilibrium constant. 
Letting F represent 


w(i — q — x + qx)Yo + C(E)r — aY (E)r 


1l —z 
and G represent 
q + wx — qwx 
l-z 


equation 30 can be rewritten: 
(30A) Vriugi = F + GV rin. 
Substituting for Y(W) and J in the limited-entry case, we get 


(T HWN F Thu 
Y u = 1 VY 1 PEL cette eS ie A ae 
Tutl ( $ T )w | lrg Tra), x 





1 + ——_——__ |Y; 
(31) j 
(1 — q) + C(E)r + Yru — qY (E)r 


YThupi l 

+ s maii. 
(T+ u-+ Le 
ane ae 
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Simplifying, we get the following difference equation’ for the imited-entry 
case: 





z : ; i o ` ~ Ed A reo gic > l E l 
ý (1 an Tz j rait Tz F; a) o = + n y i? 
: ii reese w a * CP. — E ME 
Tupi = EE ET E a gz 7 
(32) _. | l 4 C L i sara] 7 
+ f ke i + )Y 
e—a WH — Gwe 
T+ uz+e i : iig 


where Yr, Y(E)r and C(E}r are constants derived from the first-phase 
difference equation, and Fo is an initial equilibrium constant. — 


Ill. Properties of the No-Eniry Case 


The speed of inflation is shown by the difference equation itself. If G<1, 
the inflation is décelerating; if G>1, the inflation is accelerating, and any- 
thing which increases F or G steepens the climb of the price level. 

The magnitude of the inflation i is indicated by the equilibrium level of . 
national income [Y(Kq)], i.e., the level which, if reached, repeats itself in 
the succeeding period and which consequently recurs in all subsequent 
periods. We find Y(Egq) by substituting it for Yz,, and Frun i in equation 
30A. 


T Y(£q) = F + GY (Eq) 
(33) l F 


a, S 


1 —G 
In terms of the original parameters, this equation is: 


33A Y(Eq) = 
e Eg) 1—s— wx + que — q 


The path of the inflation can be found by solving the difference equation, ` 
which gives the value of Y in any period after period T, and knowing this, 
it is only necessary to divide by Yo to depict the price level. The solutión of 
the diference equation is 


(34) Yru = ¥(Eq) — G*[¥(Eq) — Yr]. 


Inspection of equation 34 reveals that the necessary and sufficient condi- 
tion for stability is O<G<1. 

Since w, x, q and z are all positive and <1, both ihe numerator and 
denominator of G are positive and therefore G must be positive. Then the 
stability condition can be restated: : 


l a + wx — qwg 
(35) BA 


1 —z 


r 


* * SCHATZ: INFLATION IN UNDERDEVELOPED AREAS 591 


or. 5" ei oe 2 Fee ci : 
GSA) « | Sosy gl = ‘ah <1- z. af 
> K SIVA “Proberlies of the Liniited-Entry Case - 


z The sean to. ‘the limited-entry -case second phase difference equanen 
(equation 32) can be written 3° as in the first phase: 


Brant. Teig 





= (25) Yee = Aras] 


TAT y1 oy Ea 


en 


where we let Br, represent: 


Tz — Ta + uz 
agile See ati 


T + uz + n 
+ C(E)r — gY (E)r | 


Tz | 
(: + sre) (g + wx — qu). 


This solution shows the value of Y in any period, z.e., the course of the in- 
come increase. 
Given the value of Y, the price level in any period and thus the path 
of the inflation is represented by rewriting equation 17 when t= T-+u, i.e., 
Y t TY. t - 
(17A) Plein = o ade = E a 
uz g+ zu 
A + 1| Yo A 





and Ar}u represent 


T 


The amount by which the price level index increases in any period is 


36) PLA e a 
(36) ERER (Touts (T 2 EN 
( $ T ) a (1+ 


Fe }* 
Substituting for Yru} and Yr}a according to equation 26 and simplifying 
somewhat, we get 


PLA huti) (140) Z 








(T + u)z | Brut Brsu—2 
= [+ —————— Bri, A tau va 
(377) + T Tu t TÅT4u—1 A TEE + 
Bo (T + u)z ( (T+ uz +z | 
— fe Y ———— ] Ar, — | 1 + ————————— 
-+ 4,7 | (1+, + T ) T+ + 7 e) 
(T + P +z ( (T + D 
m }{ 1+4 
: f ) a, i 


= Ibid., pp. 161-64, 
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We can now determine the stability condition for this phase of inflation. 
If the increases in-the price levei become smaller and finally tend to stop 
altogether, the second-phase inflation is a dampening rather than an ex- 
plosive one. This would be indicated by equation 37; if the change in price 
becomes zero or negative, the inflation has stopped. The denominator of the 
right side of equation 37 is necessarily positive, for every term in it is by 
definition positive. Therefore, in order for equation 37 to become negative, 
it is necessary for the numerator to become negative, and this in turn re- 
quires that the second term in the numerator become negative and have a 
larger absolute value than the positive value of the first term of the nu- 
merator. The first bracket of the second expression Is necessarily positive, 
-for both Ar,, and Br., are positive for any values of u. This can be seen 
as follows: in Ary, every expression is obviously positive by inspection; in 
Bru the only negative term is —gY (E)r, but this must be less then the 
positive term C(E)r, for our definition of the entrepreneurial marginal 
propensity to consume shows that C(Z) in any period equals gY(£) in that 
period plus the constant (1—g)(1—w) Yo. Consequently, in order for the 
entire second term (which is ever growing in absolute magnitude) to become 
negative, it is necessary that the last bracket become negative. Both of the 
expressions in the last bracket are positive because every parameter con- 
tained in them is positive. Therefore, it is necessary that ultimately (as u 
increases) the second term in the last bracket become larger than the first. 
Consequently, the necessary condition for stability* is that ultimately (as u 
increases) the following inequality must hold: 


oy fr TAME CEL, 


Replacing Ar;, with its original value, and simplifying, this inequality can 
be put into the form used in the text: - 


T 
(38A) wa + (1 — wx) < ish i 


T + ous 


That the right side of this inequality represents (as was stated in the text) 
the current output of consumption goods measured as a proportion of total 
output of the preceding period can be shown as follows: production in 
period T-++-z is (as shown by equation 6 with appropriate changes in sub- 
scripts): 


(6a) Prau = [Ee | Yo 


and production in period 7+ +1 is: | 


Tiuw+ iá 
(6b) Prasat = = -+ | Yo. 


* Unlike the no-entry case, where it was feasible to state the necessary and sufficient 
conditions for stability, in the limited-entry case the sufficient condition would be too 
complicated, and so only the necessary conditions are demonstrated. 
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Of total final output in period T+-#-+1, the amount zYo is in the form of 
capital goods and the rest consists of consump-ien goods. Consequently, in 
period T-+u-+1, the proportion of period T+u ouput devoted to the pro- 
duction of consumer goods (R) is 


T 1 
[E a)r 
(39) PO o e a a a a, 
Prau [= + =] 5 T + Tz + uz 
ip a enn; 0 
T 


That freer entry of resources and hence larger increments in production 
would enlarge the right side of the limited-entry stability condition, as is 
asserted in the text, is easily seen as follows: a larger production increase 
would increase the differential between Pr,, and Prius. Equation 39 could 
therefore be rewritten 


T 1 
[Se iant 
(39a) Repupi T _ T+2+ uz 
SST A) 
T 


where H represents the increment in consumer-goods production as a result 
of the greater entry of resources or increase in productivity and J represents 


H 


FACTOR PROPORTIONS IN JAPANESE 
ECONOMIC DEVELOPMENT 


By Gustav Rawnis* 


This paper is intended to demonstrate the importance of optimal 
factor utilization for a developing economy. The choice of production 
methods—along with the composition of final demand—determines an 
economy’s capital-output ratio. Such a choice has added significance in 
the context of the labor-surplus underdeveloped area where a seemingly 
negligible dissipation of capital may be equivalent to a substantial loss 
`~- of productive capacity. The experience of Japan illustrates the im- 
portance of the ability to squeeze the most out of the fund of savings 
painfully conserved at each stage of development. 

Japanese factor prices prescribed movement along the most labor- 
intensive production functions which could be devised during the early 
(nineteenth century) stage of her development. There was no whole- 
sale adoption of the advanced techniques elsewhere perfected and now 
available to her. After the turn of the century, however, changes in 
the relative supplies of the factors exerted pressure for the re-equip- 
ment of Japanese industry and the type of secular’growth with which 
the advanced economy is familiar. 


I. Labor-Intensive Phase, 1868-1895 


At the time of the Restoration (1868) Japan bore characteristics 
not generally unfamiliar to the underdeveloped area: dense population 
coupled with low levels of capital accumulation. Moreover, during the 
early phase of her growth, to about 1895, the factor labor was increas- 
ing at a faster rate than the factor capital, thus intensifying the initial 
relative scarcity of the latter. 

The population had been stagnant at a level of approximately 28 
million during the two pre-Restoration centuries; as we might expect, 
it experienced sharp increases with the beginnings of developmental 
activity. The participation of this growing population in the labor 
force, as indicated in Table I, increased till 1895, and fell steadily 


* The author is instructor in cconomics at Yale University. He wishes to thank Thomas 
C. Schelling and Henry J. Bruton, both of Yale, for their helpful criticisms and com- 
ments. This article is a revised portion of a Ph.D. thesis submitted at Yale University in 
1956. 
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thereafter. Increases in man-hours as a result of the increased avail- 
ability of marginal work-hours for productive purposes, though not 
quantifiable, were undoubtedly also of great importance. Though en- 
countering physical limits at some point. both these factors are of 
much greater immediate significance in determining the size of the 
available labor force than the lagged population changes. 

With development, a large proportion of the so-called “disguised 
unemployed” were drawn into productive activity. It would not be 
accurate, however, to label this a physical movement of labor to fac- 
tory and city. The peasant was attached to the soil and found it easier 


TABLE L—WorkING POPULATION AND PARTICIPATION RATE 


| 
Total Participa- 
Population? | tion Rate 
(million) (per cent) 


Primary® |Secondary> Tertiary? Total 
(million) | (million) | (million) (million) 


b_re 





1878-82 16.1 1.1 2.4 19.5 35.9 54.3 
1883~87 16.8 1.6 2.9 21.2 37.9 56.0 
1888-92 17.2 2.0 3.4 22.6 40.4 56.0 
1893-97 17.4 PA 4.0 23.8 42.3 56.2 
1898-02 17.3 2.9 4.5 24.8 44.9 55.2 
1903-07 17.0 3.4 5.2 25.6 47.5 54.0 
1908-12 16.5 3.9 5.8 26.2 51.0 51.4 
1913-17 15.7 4.4 6.5 26.5 54.9 48,3 
1918-22 14.9 4.6 7.6 22:1 58.0 46.7 
1923-27 14.8 4.9 8.8 28.4 60.6 45.9 
1928-32 14.8 4.9 9.6 29.3 64.2 45.7 
1933-37 14.7 6.0 10.1 30.8 69.3 44.5 


a Including agriculture, forestry and fishing. 

b Including manufacturing and mining. 

è Including services and government. 

2 Yuzo Yamada, Nippon Kokumin Shotoku Suikei Shiryo (Estimated Japanese National 
Income) (Tokyo, 1951), pp. 152-53. 

Source: Worksheets at the Economic Research Institute at Hitotsubashi University. 


to contribute a portion of his day to a new pursuit in relatively famil- 

iar surroundings. The presence of a culturally immobile labor force 
resulted in the rural location of many industries. In weaving, for 
example, the feudal putting-out system on the household level was 
streamlined and expanded. Different families might be employed for 
handling the various stages of a given process in traditional silk, 
lacquer and pottery industry. Agricultural by-employment assumed 
major significance; between 1868 and 1900, 30 per cent of all farmers 
were engaged in seri-culture. Even cotton spinning requiring heavier 
machinery and factory supervision was widely dispersed in order to 
accommodate a labor force drawn largely from the ranks of young 
peasant daughters. This type of labor was willing to come into the 
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spinning mills on a short-term basis—if rural conditions could be 
partially recreated through the paternalism of dormitory life. Never- 
theless, recruiters were necessary to convince the parents of the merits 
-of factory life and, incidentally, promise them periodic remittance of 
earnings; the final step often took the form of an advance to the 
hard-pressed peasant on the security of the future wages of his off- 
spring. Caught between tenancy and the heavy burdens of the fiscal 
system, few heads of rural families were in a position to resist such 
offers. 


1. Relative Factor Prices 


For our purposes, the most important consequence of labor’s attach- 
‘ment to the soil was its influence on the level of industrial wages. 
Textiles, and light industry generally,* really represented an extension 
of agriculture, with wage levels tied to the low remuneration on the 
land. The persistence of such a wage structure during the first thirty 
years of a major developmental effort is to be explained partly by the 
market supply situation, and partly by the unequal distribution of 
bargaining power.” Workers themselves condemned “labor leaders as 
ruffians, unions as trouble-making organizations’;* they agreed to 
“accept the wage rates decided by . . . the employers,” and to bring 
“no opposition in case of a wage reduction.’”” 

Remuneration seems to have been set at some narrow placement-cost 
differential above local subsistence.* Table II illustrates the movement 
of real wages as well as of the cost of physical capital goods over time. 
Increases in the latter during the early phases of a developmental 
effort are not surprising. Of greater interest are the relative factor- 


* Representing more than 80 per cent of total contribution to national income within 
industry during the nineteenth century (my figures). 


*“The idea of belonging together of family, clan and state which found in Emperor 
worship its metaphysical and in the absolute subordination to the communal purpose its 
political expression, made the tie between employer and employee ... a very intimate 
one.” E. A. Heber, Japanische Industriearbeit. Eine wirtschaftliche und kulturhistorische 
Studie (Jena, 1912), p. 250. 


* Harada Shiomi, Labor Conditions in Japan (New York, 1928), p. 222. 
t Ibid., p. 235. 


"This going wage differed with local differences in the total remuneration on the soil. 
Labor recruiters found their task easier in the poorer inland regions than in the maritime 
provinces where fishing and other forms of by-employment raised the opportunity cost 
of labor. This market, moreover, had interesting discriminating monopsony-buyer, com- 
petitive-seller, characteristics. The over-all supply curve of labor might be characterized 
by a step function consisting of a series of periectly elastic segments rather than the 
commonly assumed horizontal curve at a given (subsistence plus placement costs) wage 
rate. The dispersion of the industrial labor force in small workshops and insulated dormi- 
tories helped employers to strike separate bargains and thus absorb the entire “rent” of 
the worker. 
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price changes here recorded; they indicate an increasing “relative 
scarcity” of capital during the nineteenth century—and a clear re- 
versal of that trend thereafter. 


2. Capital-Saving Adjustments 


In 1868, Japan had just emerged from two centuries of self-imposed 
isolation. She found herself in a position to choose freely from among 
the many technological possibilities perfected in the West. Given her 
particular factor endowment and capabilities, it was to be expected, 
as a first approximation, that production functions absorbing propor- 
tionately more labor would be adopted. If technological flexibility, 
however, extends no further than to the adoption of the most labor- 
intensive known processes, a sizable share of the available labor force 
is likely to continue to be redundant. In fact, new combinations did 
emerge in Japan in response to the pressures of a radically different 
factor endowment.® This meant that, over time, the elasticity of sub- 
stitution between labor and capital did not decline markedly.” The 
initial labor surplus, re-enforced by changes at the margin (and pos- 
sibly raising similar anticipations as to the future) exerted pressure in 
favor of more capital-saving methods of production.’ 


‘It is not always obvious whether such combinations represent shits along Western- 
built production functions or the invertion of a new species. It is clear, however, that 
“the way of direct imitation of Western methods ... was gradually improved, so as to 
digest them in such a way as to make them fully conform to Japanese actualities and 
unite them with the strong points of . .. techniques produced by the originality of the 
Japanese.” Japan, Ministry of Agriculture and Forestry, Short History of Agricultural 
Development in Japan (Tokyo, 1952), p. 46. See also Kamakichi Takahashi, in “Problems 
of the Pacific,” Proceedings of the Sixth Conference of the Institute of Pacific Relations 
(Chicago, 1937), p. 265. 


TIn other words, as we move down and 
to the right in the accompanying Ciagram, 
the elasticity of L4 does not fall very much. MP, 
At what point the nonspectacular discovery wp, 
of new ways of substituting aleng old pro- 
duction functions approaches a capital-sav- 
ing innovation is of only theoretical inter- 
est—revolving around the difference be- 
tween Schumpeter’s “adaptive” and ‘‘crea- 
tive” response. In our diagram the first 
alternative could be depicted in the very 
shape of La, the second by a falling elas- 
ticity along a which is, however, rescued 
by a shift from Zi to Zn. For any given 
labor-capital ratio, the innovation shifts T 
the elasticity of substitution upward, say : K 
from 1 to 2; it increases the marginal pro- 
`- ductivity of labor more than that of capital. 


8 Snectacularly cost-reducing methods in the opposite direction may theoretically, of 
course, be adopted in such a situation. To say that in the underdeveloped area “labor- 
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The survival of old-fashioned production functions—to produce the 
new as well as the old—is of considerable importance in this context. 
In the textile industry we have the classic example of the economically 
rational coexistence, side by side, of different historical stages of pro- 
duction. Raw silk and cotton weaving are outstanding, but even in 
the quite mechanized factory-style spinning industry preparatory and 
finishing processes were, to a large extent, carried out at the cottage 
level.” This rather remarkable survival ot domestic industry must be 
explained largely in terms of complementarity between the small, 
labor-intensive operating unit and the lerge industrial concern. The 
traditional tonya or merchant middleman, now a representative of 
the subcontracting unit, served as supplier and market for the goods 
to be worked up domestically..° Working hours not otherwise avail- 
able could be mobilized in this manner. A specialization of function as 
between workshops, even as between the members of a given family, 
developed.** One-roof economies were achieved by using cheap labor in 
cooperation with old-fashioned machinery at the workshop level; 
economies of scale were achieved in the financing, purchasing and 
merchandising stages." The integration of industry into the rural way 
of life substantially lowered both the real aud social costs of indus- 
trialization. 

As Veblen pointed out in relation to Tapa: the imposing costs of 
technological development can be avoided by adoption of the latest 
machinery developed by others.** Nevertheless, major benefits 





displacing investment would almost never be accepted, no matter how high its contribu- 
tion to national product” (Harvey Leibenstein and Walter Galenson, “Investment Criteria, 
Productivity, and Economic Development,” Quart. Jour. Econ., Aug. 1955, LXIX, 349), 
is to be unnecessarily extreme. 

? Lacquer, pottery, porcelain, sake brewing and fish-canning should be mentioned. Even 
more significant, the production of such new consumer gcods as bicycles, electric lamps 
and rubber was to exhibit the same characteristics. The continued relative importance of 
this household type of enterprise is remarkable. Cottage-style industry contributed more 
than two-thirds of industrial national income in 1878, almost 60 per cent still in 1895, 
declining only as we move into the 20th century. (See the author’s Japan: A Case Study 
in Development, unpublished doctoral dissertation, Yale University, 1956, Table 10A, 
p. 110.) 


«A brush manufacturer of Osaka ... told me... that the brushes were sent to a 
thousand homes in country districts, in order that the bristles might be fastened into 
them.” London Times, Suppl., July 1, 1910, p. 53. 


H «Sometimes even a single part is not completed in one shop or home, but is shaped 
in one and painted or plated in- another.’ H. G. Aubrey, “Small Industry in Economic 
Development,” Soc. Research, Sept. 1951, XVIII, 285. 

™G. C. Allen in The Industrialization of Japan and Manchukuo, 1930-1940, E. B. 
Schumpeter, ed. (New York, 1940), p. 624. See also Teijiro Uyeda and Assoc., The Small 
Industries of Japan (New York, 1938), p. 29. 

* Thorstein Veblen, “The Opportunity of Japan” in Essays in our Changing Order 
(New York, 1934) pp. 248-66. S. C. Gilfillian (The Sociology of Invention [Chicago. 
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accrued to Japan not so much from the adoption of known technology 
as from a refusal to do so indiscriminately. The pervading, if unspec- 
tacular, feature of Japan’s post-Restoration textile industry, for ex- 
ample, lay in the retention of traditional, relatively primitive, ma- 
chinery in many areas. Imported or domestically “grown” improve- 
ments, partly of an organizational nature, were grafted onto existing 
handicraft-oriented industrial arrangements. 

The capital-saving or elasticity-of-substitution-raising nature of such 
“retrogressive innovations” is evident. Increasing amounts of unskilled 
surplus labor could be deployed along familiar, but improving, pro- 
duction functions. At the same time, the industrial equipment on hand 
at the time of the Restoration did not represent a form of economically 
outmoded capital which, in line with familiar propositions, might act 
as a deterrent to innovation. The ability to make efficient use of tradi- 
tional plant and equipment was equivalent to enhancing the socially 
available capital fund. 

Perhaps the most convincing evidence that the persistence of cot- 
tage-style manufacturing was an economic necessity and not the irra- 
tional survival of an outmoded practice was its virtual absence in the 
cotton spinning industry. In the case of the spinning wheel—unlike 
that of the loom—the margin of efficiency of the new over the old 
was large enough to swamp the effects of cheap labor and render fac- 
tory production economically viable. In cotton spinning—as well as in 
other cottage-style light industry—the latest production methods avail- 
able to Japan were adopted; and subsequently ways were found to 
increase plant flexibility by widening existing boundaries of the tech- 
nical coefficients in order to accommodate larger amounts of labor per 
unit of output. 

A good example is the running of Western-built machinery at accel- 
erated rates—two work shifts daily with but two or three rest days 
a month. This means that the average work week per machine was 
about two and one-fifths times that encountered in the country of ori- 
gin. Using a machine twice as fast does not wear it out twice as fast 
since physical depreciation depends partly on the simple passage of 
time. More importantly, since pure physical depreciation can be con- 
sidered to be the junior partner of the depreciation-plus-obsolescence 


1934], p. 96) found that an average of 50 years elapses between the initial serious work 
on an invention and its considerable commercial use. The expenses of fundamental re- 
search, education, industrial trial and error, etc. can only be guessed at. 
. *“Japanese ... do not replace their machinery as readily by new ones... .; they are 
interested in kecping the machinery efficient and in adding modern appliances.” Arno 
Pearse, The Cotton Industry of Japan and China (Manchester, Eng., 1929), p. 77. 

= Made possible by the introduction of the kerosene lamp. 
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combination, the heavy employment of machinery means that the time 
gap between the physical and the economic life span of a machine is 
considerably narrowed. This represents a considerable saving in capital. 

There is other, if less spectacular, evidence of successful attempts 
to adapt larger amounts of labor to the capital stock in the factory 
sector of light industry. One man and five to six women were used to 
service machinery which had never employed more than one man 
and three women in Europe.” The availability of cheap labor made it 
economical to run the machinery at greater speeds and put more hands 
to the preparatory auxiliary tasks. The increasing substitution of 
cheaper short-staple raw cotton from India for the stronger American 
variety resulted from the availability of extra woman labor to repair 
the inevitable broken threads, 


TABLE ITI.—Tae SPINNING Inpustry IN Born PHASES OF JAPAN’S 
Economic DEVELOPMENT 


Capitals Labor* 
Year (Average (Opera- Output® | Capital- | Capital- | Output- 
(Average | working tives, (Kan per Labor Output Labor 
annual) spindles male and day) Ratio Ratio Ratio 
per day) female) 
1886-90 128,989 5,997 6,600 21.5 19.5 1.10 
1891-95 391 ,087 29,518 33,600 13.4 11.6 1.15 
1896-1900 960,577 57,857 85,700 16.6 11.3 1.48 
1901-05 1,296,471 66,840 103,800 19.6 12.5 1.57 
1906-10 1,613,390 80,852 133,000 20.0 12.1 1.65 
1911-15 2,331,272 109,228 204,300 21.3 11.4 1.87 
1916-21 3,618,503 150,568 261,500 24.0 13.8 1.74 
1920-24 4,120,918 | 184,287 | 282,000 | 22.4 14.6 1.53 
1925-29» 5,514,794 | 204,586 | 341,600 | 27.0 16.2 1.67 


a Nippon Teikoku Toket Nenkan (The Japan Annual Statistical Report) Nos. 11-42, 
Japan Cabinet Stat. Bur., Tokyo. 

> The coverage for these two five-year periods is not exactly as above and the figures are 
therefore not entirely comparable. We thought it useful to include them, with this cautionary 
nete, however, since the previous series was discontinued in 1921 and a continued view of the 
trend in the 1920’s has considerable value. 


In this fashion the limits of technical substitutability were widened. 
By capital-saving adaptation or innovation, the elasticity of substitu- 
tion was prevented from falling as much as it otherwise might have. 
The results of Table III bear this out for the case of the spinning 
industry for which adequate data are available. During phase 1 the 


Heber, op. cit, p. 165. In weaving, the Toyoda automatic loom, one of the few 
indigenous Japanese inventions, provides another example. Subsequently manufactured 
by Platt’s of Oldham under a Japanese patent—in an example of the reverse flow of know- 
how-—it was advertised to require 30 girls per loom in England; fifty girls had always 
been used in Japan. 
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ability to make the kind of everyday intraplant “rearrangement” we 
have been discussing resulted in falling capital-labor and capital-output 
ratios, the latter continuing to decline even after the former ratio had 
reversed itself. Output per worker was increasing with declining capi- 
tal-intensities and a falling capital-output ratio. 

3. Changes in the Composition of Output. The over-all capital-output 
ratio is, of course, not a purely technological ratio; nor is the total 
elasticity of substitution between labor and capital strictly a function 
of technical flexibility within given plants. Shifts in the composition 
of demand for final goods in the domestic market and, in the open 
economy, the elasticities of demand abroad materially affect the ability 
of a given stock of capital to absorb labor efficiently. Long after the 
boundaries of technological substitution have been reached,” consumer 
substitution, in the form of relative increases in the demand for labor- 
intensive goods, may take place.** 

It is quite impossible to completely “hold the line” against mounting 
pressures of domestic demand during the developmental process. If 
Engel’s Law is operative, as can be realistically assumed, increases in 
demand resulting irom population growth and increased consumption 
per capita will be directed mainly towards the essentials produced 
by agriculture and the textile industry. Limited increases in consump- 
tion at near-subsistence levels of income do not, of course, necessarily 
represent a total loss to the nation’s productive capacity. Such increases 
may well enhance people’s ability and willingness to work. But, should 
the new demands be directed towards labor-intensive goods, the capital 
costs are undoubtedly smaller. Compared with the capital-intensive 
channels such demands might have taken, the elasticity of substitution 
stands to benefit—if only in a relative sense. 

Real advances in specialization along labor-intensive production 
functions were made possible through the foreign-trade medium. Raw 
silk production, Japan’s primary agricultural by-product, financed 
more than 30 per cent of Japanese imports during the nineteenth cen- 
tury. In this industry almost the entire value added can be ascribed to 
Jabor;*® foreign-exchange requirements for capital or raw-material im- 
ports are virtually nil. | 

Japan’s conquest of Western silk and Far Eastern cotton textile 
markets is more or less common knowledge. Her goods were becoming 


" Even if coefficients are fixed, as long as they are not everywhere identical. 

"If, as a consequence of resulting income growth, the size of the capital stock has also 
been increased, a new range of technological substitution possibilities may, of course, 
again become available. This is true, even if the new capital is devoted exclusively to 
“widening” because of the organizational advantages which may accrue. 

° London Times, July 19, 1910, p. 8. 


“e 
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increasingly competitive, especially in the lower-quality markets of 
Asia to which she had easy geographic and cultural access.” In Table 
IV commodity exports are shown as a percentage of gross domestic 
output and as a percentage of output in industry only.” Exports clearly 
absorbed a large and growing share of total industrial output during 
the nineteenth century. This fact is especially striking when we recog- 
nize that exports had to start from a near-zero base in 1868. Integra- 
tion into the world economy raised the total elasticity of substitution 
by permitting significant changes in total industry mix; more capital- 


TABLE [TV.—Domestic PRODUCTION AND EXPORTS 


Domestic Commodity | Domestic | Commcdity 


Commodit Gross Output | Exports as Gross Exports as 
Year Export ie of Commodities; Per Cent of ' Industrial | a Per Cent 
(Annual a wee (Primary plus | Domestic Output of Domestic 
average) ( urent Secondary Gross (Secondary Gross 
il. yen) : 
G Sector)? Output of | Sector only) | Industrial 
(Cur. mil. yen) | Commodities} (Cur. mil. yen)}| Output 
1878-82 30.3 588 5.1% 157 19.3% 
1888-92 72.6 763 9.5 303 24.0 
1898-1902 219.2 1,959 11.2 1,000 21.9 
1908-12 444.8 3,281 13.5 1,780 25.2 
1918-22 1,779.9 11,519 15.5 7,556 23.6 
1928-32 1,629.5 11,101 14.7 8,345 19.5 


a Tanzan Ishibashi, ed., “The Foreign Trade of Japan,” Oriental Economist, 1935, p. 658, 
t From working papers at the Economic Research Institute at Hitotsubashi University, 


intensive goods were being imported in exchange for labor-intensive 
commodities. 


Il. Capital-Intensive Phase, 1895-1930 


Before the turn of the century movements in the factor-supply 
situation at the margin seem to have reversed themselves, leading to a 
reversal in the direction of relative factor-price changes.” As a result, 
pressures for what was economically efficient now tended in the direc- 
tion of modern techniques. An examination of the average capital- 
labor ratios in the spinning industry”? shows the considerably higher 


2 Transportation costs were frequently at a remarkable 2-3 per cent of cif. price. 
Japan made special efforts to adapt to the particular local needs of her markets, for 
which the relatively small scale of her industry was peculiarly well suited. She was also 
aided substantially by a timely silk-worm disease in France and Italy, the war with China 
and the Bombay plague, which opened the European silk and Chinese-Korean cotton 
textile markets, respectively. ` 


31 Since the product of the substantial agricultural sector was used almost exclusively 
for feeding a growing population, the latter comparison seems more relevant. 

2 See Table II, supra. 

* See Table III. 
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levels of capital intensity during phase 2 of Japanese development and 
the changes in capital intensity tending in opposite directions during 
the two periods. 

Presumably, the rural “disguised unemployed’”—wmore aptly here, 
the bulk of marginal rural working hours—can be siphoned off but 
once. Population growth itself is a much slower process. The participa- 
tion rate of that population which had risen from 54.3 per cent in 
1878-82 to 56.2 per cent in 1893-97 also consistently declined there- 
after. 

There is much qualitative evidence to support a reversal in the 
marginal factor supply situation around the turn of the century.” 
Real wages actually increased, as shown in Table II. This was partly 
due also to shifts in the elements of imperfect competition in the labor 
market. During the Sino-Japanese War (1894-95) the government 
“had to have armies of coolies [for the logistic support of a much 
smaller fighting force] and had to pay them higher wages than the 
highest paid artisan in Japan. When the coolies came back, they asked 
for the same higher wages.’’** Moreover, the delayed trend towards 
urbanization served to undermine tacit acceptance of rural based wages. 
In the two years 1896-97 Japan experienced her first strikes, 50 in 
number; 37 were reported to have been aimed at higher wages.” The 
Rodo-kumiai-kisekai, an institution to foster labor organization, was 
established in 1897; machine tool (1897) and railroad workers (1898) 
were the first to found institutions bearing some resemblance to our 
present-day unions.” The very fact that the government found it 
necessary to clamp down on workers through repressive legislation in 
1900 bears evidence of the kind of change taking place. 

But it would be a serious error to conceive of all this as an embryonic 
social reform movement. Only because the workers’ bargaining power 
had previously been practically nonexistent can it be said to have 
increased, The first factory laws, passed in 1911 to go into effect in 
1916, set a 12-hour maximum day and a 12-year minimum age. They 
did not affect the thousands of workshops of less than 5 operatives 
each, were beset with escape clauses (e.g., for “light work,” “silk 
export,” “busy periods”), and were nowhere rigorously enforced. 


“Eg, “The great activity of the various industries . . . has recently resulted in a very 
perceptible scarcity of employees.” E. L. Barry in Transactions of the New England 
Cotton Manufacturing Association, No. 61 (Waltham, Mass., 1896), p. 93. See also Japan, 
Ministry of Agriculture and Forestry, Short History of Agricultural Development in 
Japan (Tokyo, 1952) p. 14. and Heber, op. cit., p. 52. 

*% Schroeder, “The Labour Question in ndanani Eastern World, August 31, 1907, XV, 7. 

6 Heber, op. cit., p. 32. 


= Heber (ibid., p. 233) confirms that “the idea of some .. . protection for workers 
goes back to the beginnings of the 90’s.”’ 
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The trend, nevertheless, cannot be denied; it continued in the 
twenties with the enactment of health insurance measures, a new 
minimum working age at 14 and the prohibition of night work for 
women and children. Japan’s increased sensitivity to world opinion as 
she became a major power must be given a good share of the credit.”* 
The underlying labor market imperfections were not substantially 
alleviated during this second phase of development. But it is certain 
that market forces, combined with some shifts in bargaining position, 
made labor a relatively more expensive factor than it had previously 
been. 

At the same time, the economy’s investment funds were growing at 
a faster rate than before. This was due to the increased domestic 
savings potential” as well as the substantial inflow of foreign capital. 
National income had increased at annual rates of 4-5 per cent during 
the last decades of the nineteenth century; per capita income, a better 
indicator of the savings potential, at from 3-4 per cent.” With domestic 
consumption gains restrained by fiscal and monetary measures,” as 
well as by the speed of the developmental process itself, margins for 
further capital formation were increasing both absolutely and rela- 
tively. The inflow of foreign capital gave further impetus to this 
tendency. Japan now felt sufficiently self-assured to dismiss her old 
fears concerning the political implications of capital imports; foreign 
investors were increasingly coming to view her as a sound and profit- 
able area for investment. This complementary shift in attitudes came 
largely as a result of the considerable international stature Japan was 
gaining by virtue of her victory over China (1894-95), participation 
in the suppression of the Boxer Rebellion (1900), victory over Russia 
(1904-05), participation in the first world war and recognition as one 
of the “Big Five” at Paris. In 1899 she was already in a position to 
obtain consent for the abolition of all vestiges of extraterritoriality ; in 
1910 full tariff autonomy was achieved. 

The more immediately economic manifestation of Japan’s interna- 
tional viability came in the form of accession to the gold standard in 

* This factor assumes special significance after the first world war when membership in 
the International Labor Organization and participation in the Washington Hours Confer- 


ence (in spite of temporary exemptions from the 8-hour day and the 48-hour week 
accorded Japan because of her “backwardness”) increased the pressure. 

"E. H. Norman (Japan's Emergence as a Modern State, Institute of Pacific Relations 
Inquiry Ser. [New York, 1940], p. 117) apparently agrees: “By that time [1897] the 
flotation of 200 million yen worth of railway bonds was largely subscribed to by Japanese 
capitalists who were now strong enough to absorb the Hion’s share.” 

» These figures from the author’s Japan: A Case Study in Development, op. cit., p. 164. 

*! Briefly: heavy land and business taxes on the large low-income group, high rents, 
loopholes and subsidies for the “dependable” landlord and industrialist classes, severe 
credit rationing, some direct controls. 
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1899, a step made possible, in the immediate sense, by a 360 million 
yen Chinese War indemnity, payable in London in pounds sterling. 
Finance Minister Matsukata’s “hope of inviting capital at a low rate 
of interest from gold standard countries in order to help . . . the indus- 
trial growth of the country”? was soon justified. In 1896 and 1914 
government bond issues placed abroad accommodated, on the average, 
a 17 per cent yearly import surplus. By 1904, 195 million yen in 
foreign exchange had been made available; in 1914 this figure stood 
at 1979 millions, In the 1920’s private portfolio and direct investments 
substantially supplemented loans to local and central governments for 
the first time. . 

The movement in the factor-price ratios during this second phase of 
Japanese development contrasts markedly with that in the earlier 
period, Except for the years of the first world war, characterized by a 
temporary abnormal scarcity of capital, it is quite clear that this factor 
was now growing at a faster rate than labor. Marginal changes in both 
the relative availabilities and in the extent of market imperfections 
tended in the same direction, towards a relative cheapening of capital. 
The situation now aproaches that with which we are familiar in the 
advanced economy. Relative wage increases (plus, possibly, the antici- 
pation of future changes in the same direction) led to the adoption of 
more advanced methods of production in many areas of Japanese 
industry after the turn of the century.” 

The criteria of economic efficiency now prescribed a movement 
towards the adoption of more capital-intensive methods of production. 
The results of the altered price relationship between the factors are 
seen most clearly in the industrial “rationalization” movement of the 
1920’s.** American cotton was now redisplacing the Indian variety. 
Roving operations geared to heavy labor inputs were gradually cur- 
tailed. Between the first world war and 1930 the machinery input in 
factory industry, in power equivalents per worker, was approximately 
doubled. Even in the multitude of small workshops the increasing 
availability of electric power encouraged the mechanization of such 
processes as weaving. 
` 8 Masayoshi Matsukata, Report on the Adoption of the Gold Standard in Japan 
(Tokyo, 1899), p. x11. 


“= Also to be considered is the fact that the benefits to be “squeezed” from nonspectacular 
adaptations, better organization, etc., while initially of potentially great importance, do 
historically have narrower physical limits than the ever-increasing pool of labor-saving 
devices. s 


3t tLabor-saving appliances were everywhere in evidence after World War I. The use 
of the warp-stop, of the bobbin magazine attachment and particularly the various in- 
ventions or adaptations of automatic looms ... teach us that the Japanese . . . recognize 
the necessity to apply mass production methods in view of the ... increase in wages.” 
Pearse, op. cit., pp. 83, 114. 
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During this second phase of Japanese development marginal changes 
in factor endowment resulted in a higher productivity of labor, coop- 
erating with more and better forms of capital. The capital-labor ratio 
seems to have been rising faster than output per worker (see Table 
TH, for the spinning industry), which means that capital-output ratios 
will also rise, if at a slower rate than capital-labor ratios.** The transi- 
tion to the self-generating growth phase in Japanese development was 
marked by the fact that the spectacular capital-output-ratio-raising 
type of substitution innovation now outweighed those of a nonspectacu- 
lar capital-output-ratio-reducing variety. 


** With higher levels of income, shifts in demand towards more capital-intensive final 
goods can be expected to have a similar effect on over-all capital-output ratios. 


THE MULTIPLIER AND THE MARGINAL 
PROPENSITY TO IMPORT 


By MIYOHEI SHINOHARA* 


The point to be developed here is very simple, but it concerns a prob- 
lem long neglected and sometimes completely suppressed by economists. 

Keynesian economics has developed remarkably since the emergence 
of the General Theory. However, theoretical models have usually been 
based upon the drastic assumption that the price level remains un- 
changed in the process of income expansion. The “‘real’’ cycle theories 
depending upon the interaction of multiplier and accelerator, for ex- 
ample, have been constructed on this assumption. On the other hand, 
the economics of inflation has been based on the assumption of constant 
output. The intermediate areas, in which both output and prices fluc- 
tuate have rarely been explored.’ By assuming constancy of the price 
level, the usual type of analysis has neglected the difference between the 
real-income multiplier and the money-income multiplier, or the effects 
of the elasticity of the price level with respect to effective demand 
(Keynes’ e,) upon the money-income multiplier. In addition, the in- 
fluence of changes in the relative prices of imported goods upon: the 
numerical value of the marginal propensity to import (or, say, the 
marginal “foreign leakage” ratio) has been assumed away in some of 
those attempts that have been made to analyze open systems.” In this 
article, we analyze the multiplier in an open system with foreign trade, 
taking into account changes in the general price level and in the relative 
prices of imported goods. 


I. The Marginal Propensity io Import and the Leakage 


As we are dealing with an open system, it may be convenient to ex- 
amine, first, unrecognized characteristics of the marginal propensity to 


* The author is assistant professor in the Institute of Economic Research at the Hitotsubashi 
University, Tokyo. This paper was written while he was at Johns Hopkins University and 
Stanford University under a grant of the Rockefeller Foundation. He has profited by helpful 
comments and suggestions from Fritz Machlup, Tibor Scitovsky, H. S. Houthakker, Charles 
Howe, Noboru Kamakura and Colin Clark. 

1 I once attempted to bridge and combine the theory of the multiplier and the analysis of 
price fluctuations. But my analysis was then restricted to a closed system and omitted foreign 
trade. M. Shinohara, “Real and Money Income Multiplier,” Annals Hitotsubashi Acad., Apr. 
1953, III, 192-208. 

2 Tse Chun Chang, Cyclical Movements in the Balance of Payments (Cambridge, Eng., 1951), 
esp. pp. 79-95; J. H. Adler, “United States Imports During the Interwar Period,” Am. Econ. 
Rev., June 1945, XXXV, 418-30; Hans Neisser and Franco Modigliani, National Incomes and 
International Trade (Urbana 1953), Ch. 4, esp. p. 78; J. J. Polak, An International Economic: 
System (Chicago, 1953), esp. Ch. 2, 3 and 8. 
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import. Before doing so, however, it is necessary to point out that there 
are three different ways of computing the marginal propensity to im- 
port: (1) the marginal propensity to import in money terms, dM//dY, 
(2) the marginal propensity to import in real terms, 


VE 


(3) the marginal propensity to import in physical terms, 


M Y dm 
C =F 
P, P dY, 


where M, m, and Pm denote the total value, quantity and unit-price of 
imported goods respectively, and Y, Y,(=¥/P) and P represent money 
and real national incomes and the general price index. The second 
propensity employs a common deflator and the third one different defla- 
tors. The distinction between the two is very important, as will be in- 
dicated later. 

Suppose the relative prices of imported goods rise. Then, even if the 
ratio of the physical quantity of imports to real national income were 
to remain constant, the proportion of the ‘foreign leakage” would 
naturally increase.’ We do not refer here to the problem of the effect of 
relative prices upon the quantity of imports. On the contrary, the etfect 
to be emphasized here will be most conspicuous when the relative price- 
elasticity of import demand is equal to zero, for the alteration of the 
relative prices of imported goods will then be reflected perfectly pro- 
portionately in the change in the foreign-leakage ratio. 

Nevertheless, in the ordinary statistical computation of the marginal 
propensity to import, the import quantity ‘the value of imports divided 
by the import-price index) is assumed to be a function of real national 
income (money national income divided by the general price index). 
This means that the derived marginal propensity to import leaves out of 
account the change in the foreign leakage ratio due to the change in the 
relative prices of imported goods. Therefore, it is not correct to taink 
that this marginal propensity to import ‘in physical terms, along with 
the marginal propensities to save and to tax as indicators of “home 
leakage,” will determine the value of the multiplier. 

Yet many statistical studies of the marginal propensity to import 
jump from this computation in physical terms to conjectures concerning 








2? Actually, when relative prices of imported goods rise and the terms of trade are adversely 
affected, real income may decline even if real output is constant. This is a supply-side effect, 
and for the convenience of our discussion we neglect it here. We may simply assume that this 
decline of real income is balanced by an increase due to other factors so that the ratio of 
physical imports to real income remains constant. 
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the value of the multiplier. For example, Chang, Polak, Adler, Modi- 
gliani and Neisser all computed the marginal propensity to import in 
physical terms.* Polak and Chang went on to make conjectures as to the 
value of the multiplier. It is possible that they preferred to compute the 
marginal propensity to import in physical terms because they wished 
to derive import demand functions that would be stable. In this respect 
their computations did yield results that were superior to those of com- 
putations carried out in money terms (for instance, De Vegh’s®), for 
even if the latter may sometimes get a higher correlation coefficient, 
it may be a spurious one.® 

When the multiplier is calculated in real terms, as is often done, the 
marginal propensity to import must be expressed in a comparable form; 
we should adopt the marginal propensity to import using a common 
deflator, for it would reflect adequately the ups and downs of the foreign- 
leakage ratio due to changes of the relative prices of imported goods. 
When we use different deflators, the marginal propensity to import may 
be more stable. However, when we use a common deflator, we take into 
account the effects of the relative changes of import prices on the 
propensity to import. Each method has its respective advantages, but 
studies have usually lost sight of the latter (economically more im- 
portant) advantage and have employed the physical-terms method. 

The ordinary marginal propensity to import in physical terms, v, 
which Chang, Polak, etc., used is derived from the following equation: 


M/Pm = w+ v(¥/P) (1) 


where y=dm/dY,. What is the difference between this and the marginal 
propensity to import using a common deflator 


Gy 


The latter can be expressed as follows: 


Pam Pan Pu Px 
1) o()mren() of #2) a 
P P P dm Pm i P m 


EENE E O E E E E Sa E 
F ( =| ay, ` dY, P i (=) m 2 
P X F 


4 See footnote 2, ' 

5 I, De Vegh, “Imports and Income in the United States and Canada,” Rev. Econ. Sial., Aug. 
1941, XXII, 130-46. 

6 Prices fluctuate very often in the same direction as changes in physical quantities, and 
thus the cyclical covariation of price and quantity series may entail an apparently high cor- 
relation between imports and national income in money terms, in spite of a possibly poor cor- 
relation of them in real or physical terms, 
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P,,/P is an index number, and it may take values different from unity, 
according as the real values m and Y, in dm/dY, are defined in terms 
of different base-periods. However if we start from the present instant of 
time when P,,/P is unity, P../P may be crossed out.’ For since we are 
concerned with an infinitesimal change and since the difference between 
the base and the current point of time is extremely small, P,,/P may 
still be approximately equal to unity. Equation (2) would then be: 


Pym F 
(>) ome 
P dm i P m 


renin 


Y dy, Po dm 
(5) 








Thus, the marginal propensity to import in real terms depends not only 
upon the marginal propensity to import in physical terms (=dm/dF¥,), 
but also upon the flexibility of the relative prices of imported goods with 
respect to the volume of imports. We must bear in mind that this 
flexibility is not the reciprocal of the price elasticity of import demand. 
It is merely an “observable” or ex post flexibility, as the mode of ex- 
pansion of the equation indicates. 

The differences between the above two coefficients are sometimes 
quite remarkable and very important in countries where the proportion 
of imports to national income is very large and annual fluctuations of 
the terms of trade are marked. If we neglect this fact and use the margi- 
nal propensity to import in physical terms for estimating the numerical 
value of the multiplier, the procedure will entail a serious theoretical 
bias; for we then lack an indispensable ingredient in the construction of 
the multiplier. Furthermore, if an econometric model is constructed in 
physical terms the curious result may ensue that when the terms of trade 
become extremely favorable there will appear to be an import surplus 
measured in physical terms in spite of the actual oc¢urrence of an export 
surplus measured in terms of current values. 

For problems not involving exports and imports, different deflators 
are rarely used. For instance, in the case of the consumption or saving 
function, as a rule a common deflator is used. However, in the Klein- 
Goldberger econometric model, there arise the following discrepancies 
- between the two concepts of the personal-saving ratio. In money terms, 
it is 5 per cent (1929), 4 per cent (1949), 8 per cent (1952); whereas in 
physical terms it is 7 per cent (1929), —1 per cent (1949), and 2 per 


7 P,,/P also appears in the left-hand term of equation (2), but here an increment is involved, 
hence it could not be crossed out in this term. 
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cent (1952). These discrepancies are obviously due to the use of different 
deflators.® 

Since the multiplier is a tool for analyzing the demand side of the 
economy, a common deflator should be used in computing it in order not 
to eliminate the effect of relative price changes upon the numerical value 
of the marginal leakage. In this respect, multiplier analysis is funda- 
mentally different from input-output analysis which is a tool for 
analyzing the supply side. In the latter case, it would be very useful to 
make an intertemporal comparison of the physical production coeff- 
cients of various industries, by using different deflators.° 


II. Algebraic Analysts of the Marginal Propensity to Import 


After examining the characteristics of the marginal propensity to 
import as a marginal-leakage ratio, we move to an algebraic explanation 
of the implications of the marginal propensity to import in money and 
real terms. By doing this, we can make clearer the numerical relation- 
ship among the three kinds of marginal propensity to import when 
changes occur in the relative prices of imported goods and the intensity 
of inflation. 

Let us start with the preliminary assumption that the marginal 
propensity to import in physical terms is stable. Transforming equation 
(1), we may write . : 


es 
M = pF,t+ PPa ' (1%) 


By differentiating this with respect to money national income, Y, we 
derive the marginal propensity to import in money terms, 








dP 
SV nae 
dM dY Fe 1 3 
Sp a Pa| S| ee (3) 
where 
dP Y dY, Y 
en = —, and & — 3 
dY P dY F, 


the elasticity of the price level and of output with respect to effective 
demand respectively. As Y= PY,, necessarily eot ep™= 1.1 


8 L. R. Klein and A. 8. Goldberger, An Econometric Model of the United States, 1929-1952 
(Amsterdam, 1955); Carl Christ, “Aggregative Econometric Models,” Am. Econ. Rev., June 
1956, XLVI, 385-408, esp. 396-97. Christ correctly commented, “Thus their consumption 
function is fitted to a distorted set of data, from the point of consumption decisions.” 

§ Cf, Richard Stone and S. J. Prais, “Systems of Aggregative Index Numbers and Their 
Compatibility,” Econ. Jour., Sept. 1952, LXIL, 565-83. 

10 The first user of this formula was J. M. Keynes. However, he developed two formulas, one 
measuring Y and P in money terms and another measuring them in wage terms. That there is 
an algebraic mistake was shown in my previous paper, of. cil., pp. 200-03. 
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The following important point now becomes evident. Even if the 
physical-terms marginal propensity to import » has great stability, the 
marginal propensity to import in money terms will be variable according 
as P,,/P and e, fluctuate. It would be a sérious omission to be satisfied 
with the computation of y alone. 

If prices do not change, i.e., e-=1, then 


This is because under the assumption of e¢.=0, an increase of money in- 
come will not induce any increase of real output, t.e., Y/P is constant; 
and by equation (1), the quantity of imports will also be constant 
when Y/P is constant. Further Pm is also given as a parameter, so 
mXP,=M is also invariant. This is why d44/dY will be zero when 
eo=0. This of course assumes away the possible intra- and intertemporal 
substitution through the relative price effect. For instance, when do- 
mestic inflation reduces P,,/P, there will occur a substitution of im- 
ported goods for domestic goods. To take account of this fact, our 
equation must be further extended. Let the relative price effect be in- 
troduced in equation (1): 


= u +Y (=) (4) 
m= p +Y, —€E T 


where 


m 


P 
v = ôm/ôY, and—& = ôm/ò (=) 


Multiplying both sides of the equation by Pn and differentiating with 
respect to F, we get the marginal propensity to import in money terms: 


dP 
i EP? 
d(mP m) P in dY 
= py - Co -+ 


dY EE -= p. 





A Tn 1 
= (re + EP nes 5) 


Pin Ee ”) a (5) 
=z m i Vle mE are 3 
P IT | 


r 
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where 








i.e., the price elasticity of import demand. 





If e,=0, 
aM Pe 
ay OPT 
and if ¢,=1, then 
aM Pm m M 
Ka, = ae 
aY > PFY Y 


The fact that dM /dY depends on mm indicates that dM /dY is affected by 
the degree of substitution of imported goods caused by the domestic 
inflation. Let us further assume that e¢,=1 and 7,,=1, then 


dM Pam M 


This means the marginal propensity to import in money terms will then 
coincide with the average propensity to import. When ep= 1 and 7,=0, 


We have so far analyzed the marginal propensity to import in money 
terms. This is useful when the multiplicand is an increment of monetary 
expenditure. However, when we want to use the real-income multiplier, 
the marginal propensity to import must be expressed in real terms 
(using a common deflator). Let us attempt this. 

Multiplying both sides of (4) by Pm/P, and differentiating with 
respect to real income Y,, we obtain the following equation :™ 


i("*) 
sic a eee eis Coe, ee i 6 
dY, P f» ata ; (0) 


If we assume in this equation that e,=0, then 





n As to the derivation of equation (6), see the Appendix I. 
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e 
(>) 
P 


If e,=0.5, 


(" v A 
dY, P Y, / 


MË m 
i) 
P 
dY, 


provided that the expression enclosed in { } <0. If the expression en- 
closed in { }>0, it will be— «. If nm=0, it will be 


because 


What I have shown in this section may be summarized as follows: If 
prices are constant, i.e., e.=1 and e,=0, then P,./P is also invariable, 
because Pm is given as a parameter. Therefore the coefficients, € or nm, 
expressing the relative price effect do not affect the volume of imports. 
In this case, dM/dY, as well as 


M Y , Pm 
i(=) J (5), is equal tov ——>) 
fa F P 


i.e. it is identical to the marginal propensity to import in physical 
terms multiplied by the relative prices of imported goods. When the 
case is one of hyperinflation, t.e., e.=0, then the money-terms marginal 
propensity to import 


wy 
This means that in the hyperinflation dM/dY is zero when nm=0, and 
that the larger the price elasticity of import demand nm becomes, the 
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_ greater the numerical value of dM/dY will be. And in the critical case 
where 7,=1, the marginal and the average propensities to import in 
money terms coincide with each other. Therefore, when e,=0, the 
marginal propensity to import in money terms 2 the average propensity 
to import in money terms, according as nnm=1. Since 


M 
Y 


in the case of e= 0, 


dM Y 
Nm = ay. M 
And in the critical case where 
dM Y 
m= oe 


The economic implication is clear. Since e-=0, dV/Y=dP/P, and since 
Pn is constant, dM/M=dm/m. Further since Pn is a parameter, 


wie —4(25)/(8) 


Therefore, when e,=0, 





Pai 
aM Y dm P. dm (=) 
oa S Saale 
: (>) 


However, when a relative price effect has to be taken into account; 


the results in the case of 
M Y 
(5)/ (5) 
UP P 


will be as follows: When e,=0, d(Y/P) will be zero. Therefore, the 
marginal propensity to import in real terms will be infinite. Inter- 
mediate cases where 1 >e >0 can be judged from equation (6), but the 
propensity in real terms appears to be more volatile than in money 
terms especially in semi-inflationary stages, for its numerical values 
range from « (when ¢=0) to 


Pin 
y —— (when e = 1). 
P 
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Even: on the assumption that the marginal propensity to import in 
physical terms is stable, it is clear that the marginal foreign-leakage. 
ratio which is an ingredient of the multiplier is not always stable, de- 
pending on the instability of P,./P, eo and qm. | 


III. Real- and Money-Income Multipliers Reconsidered 


We have explained that even if the coefficient which has a statistical 
stability might be the marginal propensity to import in physical terms, 
the coefficient measuring the marginal foreign leakage adequately as a 
component of the multiplier should be the marginal propensity to im- 
port either in real terms or in money terms, depending on whether we 
are concerned with the real- or money-income multiplier, In this section 
we consider the implications of the preceding analysis for the analysis 
of the multiplier In an open system. 

As we are concerned here with the multiplier in an open system with 
foreign trade and public finance, we must also examine the other two 
marginal-leakage ratios—the marginal propensities to save and to tax— 
in order to complete our multiplier analysis. The marginal propensity 
to tax should naturally be in money terms, since the tax rates are ap- 
plied to money incomes. The marginal propensity to save might more 
plausibly be defined in real terms, because the average propensity to 
consume or to save is regarded as a function of real income rather taan 
money income. 

For simplicity, we start from the simplest linear consumption function 


in real terms, 
+5(—) (7) 
— = a 7 
P P 


where C is money consumption expenditure, and F4 is money personal 
disposal income. From this; we obtain 


C= aP + bYa (7) 


Differentiating this with respect to Ya, the marginal propensity to con- 
sume in money terms is computed: 
dC dP 
dYa dYa 








bea ia 
a+b = ep — 
Ys 


aP C : 
= o -+ (ep + ĉo)b = êp pA EoD . (8) 


a 

where we assume that, approximately, 
PY _ dP Y 
-Y po dYa P 
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When e,=1, we get 





and the full-employment multiplier in the closed system (Goodwin)! 
will be calculated from this. Goodwin’s and our multiplier perfectly co- 
incide in this case. When e,=0, 


aC 
= b, 
dYa 





and the ordinary underemployment multiplier will be obtained from 
this. Equation (8) covers both conceivable areas and also intermediate 
cases. It is worth noticing that even if the marginal propensity to 
consume in real terms is constant, the marginal propensity to consume 
in money terms will be larger as the intensity of the price fluctuation 
becomes stronger. For this reason, an international comparison of the 
money-terms marginal propensities to consume and the money-income 
multipliers, once attempted by Richard and W. M. Stone, makes little 
sense.” 

We denote here as A the various exogenous expenditures, such as 
government expenditure for goods and services G, private capital 
formation I, exports #, and other autonomous expenditures. We assume 
that imports M are siphoned off as a foreign leakage and that savings S 
and taxes T are absorbed as domestic leakages during the working out 
of the multiplier process. Then the money-income multiplier would be, 


ay 1 


dA dC dT\ dM 
Eas 
dY a dY d&Y 
Representing dT/dY as t, and substituting equations (8) and (5) into 
(9), we obtain 


dY 1 

ts: (10) 

dA C , Pan m 
1— (e + “YC “on t) + > FE + NmEp z 


(9) 





Here, b, ¢ and » are assumed to have stable values, and ep, €o and 


2 R. M. Goodwin, “The Multiplier,” in Seymour Harris, ed., The New Economics (New York, 
1947), pp. 482-99. 

13 For a comparison of the real- and money-income multipliers in a closed system, see Ap- 
_ pendix Il. g 

“R, and W. M. Stone, “The Marginal Propensity to Consume and the Multiplier, a 
Statistical Investigation,” Ree. Econ. Stud., Oct. 1938, VI, 1-24. 
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P,,/P are supposed to fluctuate according tc the phases and conditions 
of the business cycle and balance of payments. However, since we cannot 
express their behavior mathematically, they are treated here as param- 
eters. The elasticity ,. is a coefficient derived from a constant 


oa ja(=) 
£ = m \P } 


so it may change and be influenced by the elteration of P,,/P and m. 

The main components of A, t.e., G, J and E, consist furthermore of 
two parts, prices and quantities. Consequently, we can express them in 
this way, G=gP,; l=iP;; E=eP.. g, t and e denote quantities, and 
P,, P; and P. represent prices. It is very important to observe that 
not only increases in quantity but also mere price rises will be the 
multiplicands of multiplier expansion. 

Furthermore, even in the case of the real-income multiplier 


Y A 
45)/ 4) 

P P 
the mere increases of relative prices (P,/P, P:/P and P./P) will entail 
the multiplier process in real terms. In other words, the changes of 
relative prices can be the multiplicand. This means that even when the 
amount of investment or of exports, deflated by its own price indexes, 
is Invariant, it can bring about an increase of real Income in so far as 
its value rises when deflated by the general price index. This fact was 
recognized, first, by Hicks, in relation to the changes of P./P, and 
secondly by Polak,!* in relation to the changes of P./P. However, in 
general, this point has not been taken into consideration, especially in 
econometrics. 

In the case of the real-income multiplier, we should use b in equation 
(7) as the marginal propensity to consume, and equation (6) as the 
marginal propensity to import. However, since the marginal propensity 
to tax was originally defined in money terms, it must be transformed 
into real terms. Assume a linear tax function, 


T=tY —H (11) 


where ? is the marginal propensity to tax and A is a constant. Dividing 
both sides by the price index P, 


T H 
T « (11^ 
P P 


Differentiating this with respect to F,, 


% J. R. Hicks, A Contribution to the Theory of the Trade Cycle (Oxford, 1950), p. 130. 
16 Polak, ibid., pp. 22-23. 
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H 
(5)  «G) 
P P) aY ep H 


m = f+ — —. (12 
dY, dY dY, ü é Y va) 


— 
— 


ppano 





Tu f, o m 








This ¢* (the marginal propensity to tax in real terms) is supposed to be a 
component of the real-income multiplier. In equation (12), if e,=0, 
then “=t; if ep= 0.5, then ¢=/"+H/Y; and if e,=1, then f= «. This 
is because when e,=1, then AY.=0 by definition, whereas the tax in © 
money terms will increase more speedily than money national income 
(consequently more than the price level too) under the restriction of 
equation (11). A(7T/P) is positive, and, when this is compared with 
AY,=0, we have f= «. . 

. As a formula for the real-income multiplier, we can derive an equa- 
tion similar in form to equation (9), 


dY, 1 
dA, 1—dC,/dY.{1 — dT,/4Y) + dM,/dY, 
where 4,=A/P, C,=C/P, Vae=Va/P, T,=T/P and M,=M/P. Sub- 


stituting into this equation the coefficients in equations (7), (12) and 
(6), we have an equation for the real-income multiplier. 


dY, i 
ee (1) 


dA, ey 2) Ai ep l = 2pm \] 
ee ee ee er acca 
( nw Pel lel Oe ) 


When e,=0, the equation will be, 


(13) 





1 


1—1 jas 
p” 


This can also be derived by assuming ep=0 in equation (10) for the 
money-income multiplier. However, in the world in which ep0, the 
real- and money-income multipliers may. differ considerably from each 
other. 

Thus post-Keynesian arguments have been too much simplified by 
assuming a world in which no change in prices occurs and no allowance 
is made for changes in the relative prices of imported goods as a factor 
bringing about fluctuations in the leakage. In making predictions for 
the economy, it becomes necessary to judge the magnitude of ep, because 
the multiplier also depends upon ep. Thus, results of predictions could 
considerably differ, according as prices in the future economy are 
anticipated as stable or inflationary. 
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IV. Conclusion 


It has not been our intention just to complicate the various formulas. 
The purpose of this article has been to clarify the role of absolute and 
relative price fluctuations during the multiplier process, to bring out 
thoroughly the limitations of existing econometric studies on the multi- 
plier, and to attempt to consolidate the theory of the multiplier and the 
analysis of price fluctuations. Post-Keynesian economists seem to have 
become accustomed to arguments in real terms, and to “real” trade- 
cycle theories. However, except during the 1930’s, the price cycle was 
more typical than the real cycle. The amendments of theory which I 
have proposed are particularly significant for countries in which the 
terms of trade are not constant and the ratios of imports to national 
income are comparatively large. In such countries, the ordinary type of 
computation of the marginal propensity to import will not serve as a 
useful tool for formulating economic policy nor for understanding the 
economy. I repeat that the points examined here are very simple, but, 
notwithstanding their importance, they have long been neglected by 
many economists. i 


APPENDIX 


I. Equation (6) in the text can be derived as follows: 
Starting from the following equation, 
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m= pu +Y, — (>) (4) 
and multiplying by P,,/P on both sides of (4), 
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Differentiating this with respect to real income Y,, 
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Substituting the following results into the above, 
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we obtain the following equation. 
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As the equation is still complicated for interpretation, we may simplify 
it by introducing the price elasticity of import demand, 
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II. Let us compare the real-income multiplier (k,) and the money- 
income multiplier (m) under a closed system in which the influences of 
public finance and foreign trade are assumed away. As 
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i it is a closed system, Y= Fa. From equation (a), it follows that when 
=0, k= km, and when e= 1, 


Èm will be relatively larger than k, according as ep becomes larger, In my 
previous article (op. cit.), a modification of equation (a), 


ree (b) 
Mice me E eee 
pe ee 
was called the fundamental equation. 
We assume, next, the Duesenberry saving function, 

Sy Y, l 

— = — Duesenbe 

y 78y’ ( rry) 
where Y,, is the highest real income in the previous peak and S, is real 
savings. By multiplying both sides by PY,, and differentiating this with 
respect to Y, we get 
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when e= 1. The ratio between k, and km in the case of the Duesenberry 
function is, 
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If e.=1, then km™= kp. 
Modigliani’s saving function was, 


i hee E 9 ere 
— = = odligilani 
y Y, i 


r 


a ae 


624 _ THE AMERICAN ECONOMIC REVIEW 


We merely note here the results of the computation: 
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When e,=0, 
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TII. Colin Clark, in a very helpful comment, points out that, in the 
case of large countries (like the United Kingdom) whose imports repre- 
sent a large fraction of the total supply, Pm may to some extent be a 
function of domestic money income F. Although P,, is a parameter in 
my system, it now becomes a variable like P. Instead of my equation 
(3), he gets: | 


alu Ps | m ` Pm 
a pe e T ( 
where 
dPm Y 
Com = ay P. 


If we assume epn =Q, equation (f) equals my equation (3). His equation, 
however, can be simplified into a more interesting form: 
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Then even if eo=0, dM/dY may not be zero, when epm is larger than 
zero and M/Y is comparatively large. l 
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FACTOR SUBSTITUTION, CONSUMER WEALTH, 
AND GROWTH STABILITY 


By FRANZ GEHRELS* 


The multiplier-accelerator model of national-income growth pio- 
neered by Harrod provides, despite its drastic simplifications, a very 
useful starting point for analyzing the growth process. It is possible 
to introduce a number of modifications which should make the model 
a more useful one.without unduly complicating it. Section I'sets forth 
a model containing the following modifications: (1) a public budget 
which increases and decreases the money supply;.(2) a market zor 
equities, which are treated as securities for the determination of the 
interest rate; (3) the existence of some substitutability between fac- 
tors of production; and (4) the addition cf household wealth as cne 
of the determinants of consumption. The remainder of the paper'is an 
analysis of this model to determine by what means balance can be 
maintained between the rate of output growth determined by the scar- 
city of one factor, and the rate of growth warranted by the savings- 
investment relation. Section II will consider whether factor substi- 
tutability by itself can be counted on to maintain balance between the 
two rates of growth. Section III argues that monetary forces acting 
on saving may be required to bear the brunt of the adjustment, because 
of the limitations to substitutability of factors. 


I. Description of the Model 


The following assumptions will be made: 

1. The level of technology is fixed. 

2. There are only two factors of production, labor and capital. 

3. Capital and labor are substitutable within a fairly wide range, 
but there are definite limits given by the state of technology. The 
elasticity of substitution is taken to be unity between these limits 
and then drops to zero at either extremity. This particular value of the 
elasticity is taken for convenience in dealing with the market value 
of equities and does not affect the generality of the subsequent argu- 
ment. Substitution of factors will take place both through changes in 

* The author is assistant professor of economics at Indiana University. He is much 


indebted for helpful criticism to W. C. Cleveland and H. M. Oliver of that institution, 
and to J. G. Witte of Ohio University. 
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factor combinations for particular products and through the substitu- 
tion of products of different factor intensities by consumers, 

4. The general price level of consumer and capital goods combined 
is fixed over time. Prices of individual goods will vary as the interest 
rate and money wages vary. If the interest rate falls, with an increase 
in the ratio of capital to labor, real and money wages must rise, be- 
cause labor’s marginal product rises with the increasing capital-labor 
ratio. This development will raise the prices of labor-intensive goods 
and lower those of goods which are capital-intensive. 

5. There are no costs of government, but the government levies taxes 
on income and makes transfer payments with two simultaneous objec- 
tives: to keep the relative distribution of income.by income-classes 
constant, and to maintain full employment. The latter objective may 
require an unbalanced budget; the former would not. The government 
finances its deficits with the issue of money and abstains entirely 
from the issue of interest-bearing securities. Neither commercial banks 
nor a central bank are available for the creation of money. Thus fiscal 
deficits and surpluses are matched exactly by changes in the money 
supply. 

6. Securities issued by the private sector consist solely of high-grade 
riskless equities, From assumption (3) above, that the elasticity of 
substitution between labor and capital is unity, it follows that the 
aggregate income earned by equities is exactly proportional to national 
income. In addition, the income expected from equities will be taken 
as equal to the income currently received from them. 

7. The total market value of equities will depend on the stream of 
income expected from them, and on the rate which the market uses 
to discount this stream. 

The entire system is set forth in four equations, giving investment, 
consumption, the rate of interest, and a definition of national income: 


(1) I = 4.dY/dt — b.dr/di+ A Investment 

(2) C= VtT) + dk V/r + 2M) Consumption 
(3) r= f(Y/M) + ro P Interest rate 

(4) Y=C4+1 National income 


The first equation states that aggregate investment depends on the 
rate of change of income (dY/d?), on the rate of change of the interest 
rate (dr/dt), and on other forces (A) which are treated as autonomous. 
Among the latter may be included access to new resources, demo- 
graphic changes, and alteration in government policy. Not included are 
innovations, because the level of technology is given. One can assume 
that individual investment decisions are compounded from all three 
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elements, but that investment in different sectors is influenced to dif- 
ferent degrees by each. The coefficients in the equation represent an 
average for investment over the entire economy. 

Net investment is a function of the rate of change of the interest 
rate, rather than of its level. This is true because the stock of capital 
required in equilibrium will depend on the amount of labor employed 
and on the rate of interest. The magnitude of the capital stock will be 
adjusted so as to equate its marginal product with the interest rate. 
Each reduction of the interest rate (with given employment of labor) 
leads to a one-time increase of capital. Therefore only a continuous 
reduction of the interest rate can bring about continuous net invest- 
ment. 

The second equation makes consumption a linear function of dis- 
posable income (Y + T) and of household wealth (KY/r + gM). 
T represents the excess of transfer payments over tax receipts; when 
T is positive disposable incomes exceed factor income. The wealth of 
consumers consists entirely of equities and cash. To take a simple 
linear relation between consumption and wealth in the aggregate is 
not inconsistent with the proposition that age and variable income ex- 
pectations influence the wealth-expenditure relation for single house- 
holds. We shall assume that the average age of households remains 
constant, and that the distribution of household incomes above and 
below expected incomes is constant. From assumptions (6) and (7), 
the market value of equities can be written as a constant times national 
income, and discounted by the market rate of interest. More exactly, 
KY is the expected income stream accruing to equities; and the ap- 
propriate discounting formula for a perpetual income stream is 1/7. 

KY/r is not directly related to the physical stock of capital. For Y 
is not a constant fraction of the capital stcck at full employment, as 
the proportion of capital to labor may vary. Moreover, the economy 
may not always be at full employment; and the expected stream of 
income to equities is discounted at a variable rate of interest. It is 
even conceivable that the stock of capital might continue to grow for 
a short period, through autonomous forces, while national income 
remained constant. In this event the value of equities would remain 
unchanged as long as the interest rate were held constant.” 


*See in particular F. Modigliani and R. Brumberg, “Utility Analysis and the Consump- 
tion Function: An Interpretation of Cross-Section Data,” in Post-Keynesian Economics, 
ed. by K. K. Kurihara (London, 1955), pp. 388-436. 


* Equities are used in order that household wealth will reflect changes in property in- 
come without requiring any change in the number of securities issued. I first saw this 
device used in the article by L. A. Metzler, “Wealth, Caving, and the Rate of Interest,” 
Jour. Pol. Econ., Apr. 1951, LIX, 93-116. However, Metzler’s purpose was to leave real 
wealth unaffected by changes in the general price level, whereas we assume the price level 
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The only additional form of household wealth is money created by 
the government through budgetary deficits. It is convenient to assume 
that a constant proportion (g) of the money supply (M) is held by 
households, the rest being in the haads of business firms. 

The third equation states that the interest rate depends on the ratio 
of national income to the money supply, subject to the constraint that 
there is a minimum level, 7o, below which the rate can not fall. The 
fact that the rate of interest varies not only with the ratio of income to 
the money stock but also with the supply of securities relative to 
money (for portfolio balance), is taken care of by the fact that the 
supply of equities (as measured by the expected income accruing to 
them) varies with income itself, 

However, if our system included a central bank which purchased 
and sold securities on the open market, it would no longer be true that 
the supply of equities would vary only with income. A change in the 
supply of equities would alter the proportion of income consumed, and 
thus also the interest rate required to maintain full employment. Con- 
sequently, creation of money through open-market operations has a 
different effect on growth equilibrium then creation of money through 
the public budget. This proposition was first demonstrated by Metzler, 
but it can be proven in simple fashion by means of our model.’ 

The consumption and interest equations will be altered to read: 

‘KY —O 
(2’) C= Y + T) + af == + gu) 
i \ 


(3!) p= f(¥/M) +m (=S) 


The new variable, Q, is the amount of equities held by the central 
bank and acquired through open-market purchases. Like the equities 
in the hands of private holders, it is measured by the stream of ex- 

KY — £) 

M 

(where m is a constant), reflects the portfolio-balance requirement for 
households, when both money supply and security supply change. House- 
holds, at any given rate of interes:, will wish to decrease their cash 
holdings whenever their security holdings are reduced, in order to keep 


pected income. The additional term in equation (3°), m( 


to be fixed. The relation of household wealth to national income is more complicated when 
it consists of bonds, real estate, mortgages, and cash, as well as equities, and when house- 
holds have debt. However, I have argued elsewhere that the main (but not the only) 
determinant of household wealth is still national income. The reader is referred to “Govern- 
ment Debt as a Generator of Economic Growth,” Rev. Econ. Stat, May 1957, XX XIX, 
183-92, for a discussion of these problems. . 


*See Metzler, op. cit. 
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the desired balance between the two assets. The market value of 
‘KY — 

equities purchased by the central bank is Q/r, and ae is the 

i r 


value of those left in the hands of the general public. Q/r and M will 
increase by approximately equal amounts whenever the central bank 
makes an open-market purchase. By equation (3’), the interest rate 


falls because both (Y/M) and TS diminish, By equation (2’}, 


C increases because, while Q/r and M increase equally, r falls and 
thereby raises the market value of those securities remaining in the 
public’s hands, 

Now if we wished to return to the initial higher rate of interest, 
without any further change in the private holding of securities, this 
could be brought about by a rise in the general price level, which would 
reduce the real value of existing cash balances without affecting the 
real value of equities. Alternatively, it could be achieved by reducing 
the money supply by means of a one-time budgetary surplus. We shall 
take the latter course because it is consistent with our stable-price 
assumption made at the outset. In the new position the term 
= s0 


+ eit) is smaller than before the open-market pur- 
P 


chase. This must be so because KY — Q has not been restored to its 
original value, and the amount of M needed to return r to its initial 
value is less than originally. Expressed differently, portfolio balance 
requires a smaller cash holding to match the smaller holding of se- 
curities by households. . 

The consequence of reduced household wealth is, by equation (2’), 
Jess consumption and more saving. Therefore, more investment Is 
required for full employment than at the outset, and this in turn calls 
for a reduction of the rate of interest. 


TI. The Secular Growth Problem 


The secular growth problem will here be defined in a narrow sense: 
that of keeping the warranted rate of growth of output adjusted to the 
natural rate. The warranted rate is one which just keeps producers 
satisfied with their production and investment plans. This condition 
means that expansion of capacity always is followed by the expected 
increase of output, and there is no unintended investment or disin- 
vestment. The natural rate is more difficult to define for a situation 
with substitutability between factors. With perfect complementarity of 
factors, the natural rate is given by the rate of increase in supply oi 
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the factor which increases most slowly. When the production function 
is such that further substituticn between factors, in response to rela- 
tive changes in their prices, is always possible, the natural rate of 
growth is such a rate as keeps all the factors fully employed. It will be 
intermediate between the ratio of increase of the factors which have 
the greatest and smallest rates of growth in supply. 

We now examine the role of factor substitution in adjusting the 
warranted and natural rates to each other. In order to concentrate on 
this feature of our model we shall neglect for the moment the forces 
in equation (2) that may alter the share of saving out of income by 
assuming that the saving-income ratio is held constant. 

Suppose that, of the two assumed factors, the supply of eee is 
initially increasing more slowly than the stock of capital. Output will 
then be increasing at a rate somewhere between the rates of growth 
of labor supply and capital stock. But equation (1) shows that the 
increase of capital can be more than proportional to the growth of in- 
come only if the interest rate is falling, or if, temporarily, autonomous 
forces are sufficiently great. According to equation (3) a falling inter- 
est rate can be brought about by increasing the money supply faster 
than income. But the interest rate can only fall to ro. Once this point 
is reached, the capital stock will again become a constant multiple of 
income and increase only in the same proportion as income. But the 
growth of capital can then nc longer pull the rate of output growth 
above the growth rate of the labor supply. The three rates expressed 
in percentage terms must therefore reach equality at the growth rate 
for labor, which is then the natural growth rate. 

An interesting problem now arises in connection with the warranted 
rate which can best be described as a mathematical property of some 
growth functions. In growth models it is commonly assumed that 
saving is a constant proportion of income. Since saving and invest- 
ment are equal, the warranted rate of increase in the capital stock 
must also be proportional to that of national income. But the capital 
stock itself behaves as the integral of investment, which, as we saw, 
is proportional to income. Now for many simple growth functions the 
integral will have a power index greater by one than the function it- 
self.* Consequently, the capital stock must in such cases outgrow na- 
tional income. A fortiori, it must also outgrow the labor supply. This 


: KP 

4 For example, if Y = Ki, ł being time and X being a constant, f Ydi = — ; if Y = KP, 
2 

Rieti 





z 
n also being a constant, f Ydi = 
n+i 
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disparity can be accommodated as long as a declining interest rate in- 
duces further substitution of capital for labor. When the limit of sub- 
stitution has been reached, the growth of capital becomes excessive 
and a.decline of investment causes a downturn of income. Thus, a lim- 
ited factor substitutability has not saved us from an eventual clash 
between the warranted and natural rates of growth. The former must 
increase and the latter must decrease from the common equilibrium 
rate, once factor substitution has come to an end. 

There is an exception where this problem may not arise, and that 
is the case where the limiting factor, labor, happens to increase over 
time at an exponential rate.’ As before, the growth of total output 
would slow down and eventually attain the rate of increase of the labor 
supply. Net investment, being proportional to income, would increase 
at the same rate. The capital stock, as before, would grow as the in- 
tegral of income; but the integral of an exponential function is pro- 
portional to the function itself, and so the capital stock would grow at 
the same rate as income. This alone does not assure that the warranted 
rate would be adjusted to the natural rate; for the equilibrium capital- 
output ratio may be too small in relation to the savings propensity, and 
the warranted rate may therefore be too great for the natural rate. 
However, if the range of substitutability is great enough, the capital- 
output ratio can be adjusted upward to the extent necessary to align 
the two rates.’ 

A priori, there is little basis for preferring one growth function over 
another, when considering the growth in time of the labor supply. How- 
ever, in a world with limitations of space and primary resources, it may 
be more reasonable to assume that the labor supply grows at some 
rate which is less than exponential. In such a case the problem out- 
lined above, of redundant capital, would eventually appear when sub- 
stitution possibilities reach their limit. 

It is also interesting to examine briefly the situation opposite to the 
foregoing, where labor is redundant because of an initial deficiency in 
the supply of capital. Assume that either technical limitations or a 
floor under the real wage prevents more than a fraction’of the labor 
supply from being employed with the existing stock of capital. Such a 


*Y = bKe*‘ is an example of an exponential function (with b another constant). Its 

integral is Ke’ which increases with time at the same relative rate as F itself. Th's is 

the case dealt with at some length by Robert Solow in “A Contribution to the Theory of 

Economic Growth,” Quart. Jour. Econ., Feb. 1956, LX XX, 65-94. 

6 Let V be the capital stock. Then, corresponding to equation (1) and neglecting autonomous 

V br 

investment, — = a — — - ais thus the maximum equilibrium ratio of capital to labor, as r 
VY 


diminishes and Y increases over time. 
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situation may describe an important part of the difficulties of under- 
developed areas. 

Assume, as before, that net saving is a constant share of income, 
although it may be a very small one. Since the supply of labor is no 
limitation, the path of actual and warranted output is an exponential 
one. The rate of growth could not be slower than this without the capi- 
tal stock growing more rapidly than output and thus not being: fully 
utilized at the constant rate of interest prevailing in this situation. 
Only the exponential rate permits capital stock and output to grow at 
exactly the same rate. With an excessive supply, labor is likely to be 
constant, or to increase only at a less-than-exponential rate. Eventually, 
but perhaps after a great time lapse, capital will have caught up with 
labor and absorbed it all in the productive process. From that point 
onward, the problem will become that of the advanced countries dis- 
cussed above, with capital tending to become the excessive factor. 

Thus it appears that oversupply of labor, so pressing a problem in 
some parts of the world, may be only a phase, if an extended one, in 
the development of these areas. This appears true even under the 
pessimistic assumption of constant technology made throughout this 


paper. 
II. Monetary Policy Affecting Consumption 


The previous section has consciously neglected some important ad- 
justing forces in our model in order to concentrate on its less familiar 
aspects. Here we shall summarize the elements affecting the ratio of 
consumption to national income, as expressed in equation (2). They 
are three in number: (1) changes in disposable income through changes 
in T (the public deficit) relative to Y; (2) changes in household 
wealth through changes in the rate of discount, 7, for claims to future 
income; and (3) changes in household wealth through changes in the 
money ‘supply (or public debt) not offset by changes in household 
indebtedness. 

Suppose that income grows at less than an exponential rate and that 
the deficit is a constant proportion of income. Then, by the same argu- 
ment as above for the capital stock, the supply of money (or the public 
debt) must grow at a faster rate than { income; for the money supply 
grows in proportion to the integral of income. Consequently, the in- 
terest rate will fall continuously until it nears vo. Household wealth 
then increases relatively to national income for two reasons: the capi- 
talized value of expected income increases, and household cash hold- 
ings grow more rapidly than income. Once the interest rate has come 
close to its lower limit, the second force alone will operate. Consump- 
tion will in consequence increase, and saving decrease, relatively to 
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national income. By this means, the warranted rate of growth can be 
diminished to whatever extent necessary to bring it into line with the 
natural rate. What factor substitution fails to accomplish is thus 
brought about by the effect of monetary factors on consumption. 

To summarize, we may say that the introduction of factor substitu- 
tion has had rather disappointing results, except under special assump- 
tions as to rates of growth and limits to substitution of factors. Conse- 
quently, adjustments of the interest rate would seem to have limited 
effect in dealing with the secular growth problem as defined in the 
present model. Stability of growth still depends heavily on the proper 
use of the public budget to adjust disposable income and household | 
wealth. 


CED’S STABILIZING BUDGET POLICY AFTER TEN YEARS 
By Waiter W. HELLER* 


The year 1957 is an appropriate time to take stock of the prescrip- 
tion of the Committee for Economic Development for the role of fed- 
eral tax policy in economic stabilization, not only because tenth anni- 
versaries are good occasions for stock-taking, but more important 
because recent experience in positive monetary and fiscal policy calls 
into question some of the assumptions and judgments on which CED’s 
“stabilizing budget policy” is based.* Recent modifications of the origi- 
nal CED formula, together with CED’s current re-examination of its 
entire monetary-fiscal policy, also suggest that a reappraisal of the 
stabilizing budget policy may be timely.” 

A review of CED’s tax policy for economic stability is a review of 
the dominant theme in postwar fiscal-policy thinking. A dozen years 
ago, in view of depression and war experience and under the intellec- 
tual impact of Keynes, Hansen, and Lerner, it appeared that the dis- 
credited dogma of annual budget balancing might be replaced in the 
affections of most economists—even if not in the halls of Congress and 
the White House—by a policy of compensatory or functional finance. 
But instead, by 1949, the doctrine of automatic flexibility largely held 
sway-—a doctrine which confines the role of budget policy in economic 
stabilization to the contribution it can make within the limits of (1) 
‘marginal budget balancing, (i.e., matching of new expenditures with 
new tax revenues even though the budget as u wkole may be un- 
balanced except at some agreed high level of national income), and 


* The author is professor of economics at the University of Minnesota. He is indebted 
to his colleagues Jokn H. Kareken and Harlan M, Smith for many helpful criticisms. An 
earlier version of this paper was presented at the April 1957 meeting of the Midwest Eco- 
nomic Association. 


*The basic document in which the stabilizing budget policy was first enunciated is 
Taxes and the Budget: A Program for Prosperity in a Free Economy (New York, Nov. 
1947), Restatements are available in the 16 national policy statements and other pam- 
phlets on fiscal and/or monetary policy issued by CED since 1947. The latest restatement 
is in The Budget, the Economy and Tax Reduction in 1956, issued June 1956. The May 
1957 statement, Tax Reduction and Tax Reform—When and Fow, contains no explicit 
statement or application of the stabilizing budget policy. 


* Having toiled rewardingly in the CED vineyards as a consultant and technical advi- 
sor on budgetary pclicy, and having been among the worshipers at the shrine of fiscal 
automaticity, I should perhaps note that this reappraisal has no: been entirely unagoniz- 
ing, 
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(2) the deficits and surpluses automatically generated by fluctuations 
in the level of national income (augmented by discretionary changes 
only in “serious“ recessions or inflations). 

What turned the main stream of economic-policy thinking so 
strongly towards automation of fiscal policy? Intellectual antecedents 
are not hard to find in the writings on built-in flexibility of Gunnar 
‘Myrdal, A. G. Hart, Alan Sweezy, Beardsley Ruml, and even Alvin 
Hansen in the late ’thirties and early ’forties.* But what pushed their 
efforts to the center of the policy stage and led to the de-emphasis of 
discretionary compensatory finance? Among the factors that played a 
major role were: (1) the expansion of the federal budget to a size 
which made automatic flexibility quantitatively important; (2) the 
shift of emphasis from secular stagnation to the problem of cyclical 
fluctuations, a shift which gave a higher priority to flexibility and re- 
versibility in policy; (3) the disappointing record of the immediate 
postwar economic forecasts that seemed to undercut the foundation on 
which discretionary policy must rest; and (4) the attractions of a 
budgetary policy based on automaticity and marginal budget balancing 
as a pragmatic middle ground on which a consensus of otherwise 
widely divergent groups might be reached.* 

Among professional economists, a remarkable degree of consensus 
. on underlying fiscal strategy was, in fact, reached. After issuance of the 
basic CED statement in 1947 and important further explorations of 
built-in flexibility and automatic policy by A. G. Hart, Richard Mus- 
grave and Merton Miller, and Milton Friedman, this trend of thinking 
culminated in the “Princeton Manifesto” of September 1949. In it, 16 
economists of such widely differing persuasions as Howard Bowen, 
Howard Ellis, J. K. Galbraith, James K. Hall, Paul Samuelson, Sumner 

lichter, Arthur Smithies, and Jacob Viner agreed unanimously on a 
set of policies centering on built-in flexibility buttressed by more or 
less automatic supplements. The essence of their recommendations was 
embodied in the Douglas subcommittee report early in 1950.5 

*For a useful survey of this subject, see N. F. Keiser, “The Development of the 
Concept of ‘Automatic Stabilizers’, Jour. Fin., Dec. 1956, XI, 422-41. His survey im- 
presses one with the multiplicity of antecedents whica provided the raw materials of the 
CED policy. However, to CED and its present research director, Herbert Stein, must go 


most of the credit for developing. the specific rationale by which fiscal policy could 
simultaneously serve two masters, że., economic stabilization and budgetary discipline. 

*for an analytical discussion of the background, content, and rationale of CED’s 
policy, see Herbert Stein, “Budget Policy to Maintain Stability,’ in Problems in Anti- 
Recession Policy, Committee for Economic Development (New York, 1954). 

5 Joint Committee on the Economic Report, Monetary, Credit and Fiscal Policies, 
8ist Cong., 2nd Sess., Sen. Doc. No. 129 (Washington, 1950), esp. pp. 11-17. “Federal 
Expenditure and Revenue Policy for Economic Stability,’ the statement of the 16 
economists who had been convened by the National Planning Association at Princeton 
(in September, 1949), was published in Am. Econ. Rev., Dec. 1949, XXXIX, 1263-68. 
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It should be noted that the Princeton statement, for all its automa- 
tion of fiscal policy, fell short of a complete victory of rules over 
authority. It left considerable room for discretion in the light of ‘‘re- 
cent events and the outlook for the near future.” For example, it pro- 
vided that under conditions of unemployment and deflation, tax in- 
creases to match new expenditure programs should be suspended until 
they could be put into effect without impeding recovery. In addition, 
it urged that the possibilities of “formula flexibility” be explored since 
automatic flexibility was no more than “a first line of defense.” The 
statement also called for “more strenuous fiscal measures” “where 
there is a definite expectation, justified by events, of serious recession 
or inflation .. .,” a prescription which left considerable latitude for 
differences of interpretation among the signers. Thus, although the 
Princeton statement represents the high-water mark of the doctrine of 
fiscal automaticity (among econamists, at least), it did not go as far as 
CED’s original stabilizing budget formula in relying on automatic 
stabilizers. | 


I. The Stabilizing Budget Formula and Philosophy 


The main elements of current CED fiscal doctrine as presented, ap- 
plied, and modified in a series of policy statements since 1947 may be 
summarized as followed: 

1. The Balanced Budget Rule. (a) Tax rates shall be high enough 
to balance the cash budget at high employment (defined as employment 
equaling 96 per cent of the labor force)—the rule of “high-level bal- 
ance’”’;* and (b) additional expenditure programs shall be matched by 
additional taxes (in terms of their high-employment yield) to maintain 
this balance at high employment—the rule of “marginal budget balanc- 
ing.” These rules also require that cash surpluses generated by eco- 
nomic growth be eliminated by tax reduction. 

2. Automatic Flexibility. Surpluses and deficits generated by infla- 
tionary and deflationary deviations from high employment should be 
welcomed as stabilizing influences, but tax rates should not be altered 
to magnify these surpluses and deficits as an offset to moderate eco- 
nomic fluctuations. 

3, Nonautomatic Deviations. Given severe inflation or unemploy- 
ment, either at hand or clearly in the offing, discretionary changes in 
tax rates (and, more reluctantly, in expenditure programs) may be 
made to enlarge the deficits or surpluses beyond the levels generated 

©The original 1947 formula called for a $3 billion surplus at the agreed high level of 
employment, but implicitly in 1952 and 19£3 and explicitly in 1954, CED changed its 
fiscal target to a balanced cash budget at high employment. Since the choice of a sur- 


plus, balance, or deficit as the high-employment target is an arbitrary one, a more 
generalized label such as “a fixed revenue-expenditure relationship at high employment” 


would be more accurate, 
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by built-in flexibility. Recessions or inflations falling short of this 
“severe” category may call for some adjustments in the effective dates 
of tax changes designed to maintain high-level balance. 

‘4, Other Exceptions. Large, temporary bulges of expenditures need 
not be covered immediately by tax increases. Surpluses generated by 
economic growth or expenditure reductions should not be converted 
into tax reductions until they are large enough and certain enough “‘to 
give room for significant tax reform” without danger of creating deficits 
during prosperity.’ 

5. Relation to Other Policies. “The stabilizing budget policy .. . 
should be regarded as part of an overall financial policy for greater 
economic stability, in which not only budget policy but also monetary 
policy, debt management, federal loans and guarantees have important 
functions.’”* | 

What assumptions underlie these policy prescriptions? Most basi- 
cally, CED policy rests on the assumption that human frailties and 
institutional deficiencies—reflected in imperfections and errors of fore- 
casting, slow-moving executive and legislative processes in taxation, 
and a tendency of human beings to be timid, unpredictable, and biased 
towards inflation—make it necessary to utilize automatic rather than 
discretionary fiscal changes in national stabilization policy. As Herbert 
Stein put it, “The Committee apparently felt that this plan embodied 
all that fiscal policy could do—in the existing state of affairs—to main- 
tain stability. While ‘stronger’ programs could be easily conceived, 
the Committee argued that these stronger programs are likely to be 
unstabilizing, because of errors of forecasting, lags, and biases in the 
decision-making process.’” 

Second, even if human and institutional factors were favorable to 
countercyclical manipulation of tax rates, the desirable “disciplinary 
effect” of the marginal-budget-balancing rule would still argue for re- 
stricting the ordinary scope of fiscal policy to its built-in flexibility. 
This restriction permits taxes to play their traditional role as a re- 
straint on expenditures. 

' CED policy appears to reflect two additonal articles of iaith. The 
first is that stabilization policy, if forced to choose, should give a rela- 
tively strong guarantee of price stability and a relatively weak guaran- 
tee of full employment, lest it promote secular inflation. 

The second is that heavy reliance on monetary controls for economic 
stabilization is desirable not only because of their effectiveness as a 
tool for stabilizing aggregate demand (an economic judgment) but 


"CED, The Budget, The Economy and Tax Reduction in 1956 (New York, 1956), 
Diet, 

3 Ibid., p. 6. 

* Stein, op. cit., p. 87. 
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also because their effects on resource allocation and income distribution 
are preferred to those of a more aggressive use of fiscal policy, given 
our present and prospective tax-expenditure structure (a value prefer- 
ence). 


Il. The Issues of Neutrality and Discretionary Action 


In evaluating the stabilizing budget policy, one should be careful 
to distinguish between true and false issues. In particular, there may 
have been some misunderstanding on the question of budget neutrality 
and the role of discretion in CED’s policy. 

Neutrality. First, those who espouse high-level balance and marginal 
budget balancing cannot claim (nor does CED claim) that a balanced 
cash budget will be neutral in its impact on aggregate demand at high 
employment nor that balanced-budget increments will be neutral at 
whatever level of employment they are introduced. It is not surprising 
that there should be misunderstanding on this point since a policy de- 
signed to run a surplus above a “satisfactory high employment” level 
and a deficit below that level may seem to say that the budget is neutral 
at that level. But several considerations quickly make it clear that 
balance is not at all synonymous with neutrality. 

Only a brief reminder of multiplier theory is needed to establish 
this point. The somewhat battle-scarred “balanced budget theorem” 
makes clear (1) that matched increments of taxes and factor-purchase 
expenditures are very likely, if not certain, to have an expansionary 
effect, and (2) that this effect will vary with consumption propensities 
. and with government expenditure leakages via imports, purchases of ` 
capital assets, and the like,*° Or, turning from marginal to total budg- 
ets in terms of high-level balance, we are long since aware that differ- 
ent types of expenditure activity and different types of revenues may 
have different multipliers. There is no reason to believe that the multi- 
plied income effects of the two sides of the budget will balance each 
other just because revenues and expenditures happen to be in balance. 
Neutrality would require attaching a multiplier to each category of 
taxes and expenditures and then balancing the two sums of the multi- 
plied products.” 


* For a good bibliography on the subject and for the latest rounds in the controversy 
on this theorem, see W. 'J. Baumol and M. H. Peston, “More on the Multiplier Effects 
of a Balanced Budget,” Am. Econ. Rev., Mar. 1955, XLV, 140448, and the “Comment” 
by Alvin Hansen, together with their “Reply,” Am. Econ. Rev., Mar. 1956, XLVI, 157-62. 

“For an interesting attempt to estimate the initial demand effects of various broad 
classes of federal expenditure and revenues, see Arthur Smithies, “The Impact of the 
Federal Budget,” Rev. Econ. Stat., Feb. 1947, X XIX, 28-31. See also A. H. Conrad, “The 
Multiplier Effects of Redistributive Public Budgets.” Rev. Econ. Stat., May 1955, XXX VII, 
160-73. 
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At a cruder level of budget definition, one encounters significant 
year-to-year shifts in budget coverage and timing which upset the 
relationship between the size of the federal cash surplus or deficit and 
the size of federal subtractions from or additions to private-income 
flows. For example, a transfer of the financing of certain farm price- 
support operations from the budget into the banking system via “cer- 
tificates of interest” reduced recorded federal expenditures and deficits 
by over $1 billion in fiscal 1954. The “Mills Plan” for speeding up 
corporate income-tax payments fattened federal receipts by $1 to $2 
billion a year for five years without changing corporate-tax liabilities. 
Year-end manipulations can shift significant amounts of revenues and 
expenditures from one year to another. For example, the devices of 
retarding the processing of tax payments and accelerating the payment 
of certain bills have been used to shift hundreds of millions of dollars 
of budget surplus from one year into the next. The shifting content of 
the budget as an economic yardstick of government activity not only 
interferes with any concept of budget neutrality but poses special 
problems for the managers of federal fiscal policy. If those managers 
are tightly tied to a rule of high-level budget balance, they will have 
less flexibility to adjust tax levels to compensate for these budget va- 
garies, thereby throwing an added burden on monetary policy as the 
economic adjuster. 

Finally, federal surplus and deficit figures fail to reflect adequately 
the far-flung federal credit programs, which have an important im- 
pact on private income and investment. Budget estimates for 1958 
show net expenditures of only $1.4 billion for these programs. Yet 
total new commitments in the form of loans, investments, guarantees, 
and insurance will exceed $21.0 billion. Outstanding federal guarantees 
-how cover over $50 billion, or 13 per cent, of total private debt.” Al- 
though largely outside the budget, federal credit programs have a posi- 
tive role to play in economic stabilization (as CED policy recognizes). 

Discretion. A second issue is that of implicit and explicit discretion 
involved in the stabilizing budget policy. Can this policy, and does it, 
live by rules alone? Does it draw a defensible line between rules and 
authority? Samuelson argues persuasively that there is no such thing 
as a truly automatic mechanism in fiscal policy.’® Not only is the mech- 
anism established, continued, modified, and abolished by discretion, 
which rules. out any “notion of a genuine difference of kind” but, more 


™The Budget of the United States Government for the Fiscal Year 1958, Budget 
Message of the President and Summary Budget Statements (Washington, 1957), pp. 
1103-05. 

3P, A. Samuelson, “Principles and Rules in Modern Fiscal Policy: a Neo-Classical 
Reformulation,” in Money, Trade, and Economic Growth (New York, 1951), pp. 162-66. 


640 THE AMERICAN ECONOMIC REVIEW 


than this, “efforts to establish a lozically rigorous difference of degree 
have not met with success.” This coes not rule out the pragmatic case 
for pursuing the kind of discretionery action which an automatic mech- 
anism provides, but it does do violence to any concept that a non- 
automatic policy is uncertainly managed by fallible men while an auto- 
matic fiscal policy is divinely guidec by infallible rules. 

There are also many explicitl- discretionary features in CED’s 
policy. It is left to human judgment to decide when a recession is so 
moderate that one leaves tax rates competely untouched, when it has 
reached the point that makes it advisable to suspend the effective dates 
of tax increases, and when it is “serious” or “severe” enough (CED 
does not define these terms) to call for outright compensatory rate 
changes. There are even more dificult decisions on the inflationary 
side: when is the revenue surplus cearly a product of economic growth 
which threatens to retard the rate of further growth, and when is it a 
welcome contribution (perhaps e~en too small a one) to the fight 
against inflation? 

CED’s fiscal formula provides taese general guidelines on a surplus 
at full employment: if employmen: does not exceed 96 per cent of the 
labor force, a substantial surplus Signals tax reduction, but if employ- 
ment rises above 96 per cent, one should hold the tax line against in- 
flation. But what if 96 per cent is -ust a point on a clearly rising trend 
of employment, or if it is accompamied by a rising price level? Should 
one simply project the existing employment and price levels into the 
future, follow the formula, cut taxes, and leave the rest of the job to 

monetary policy?** 

' “In two recent policy statements (Tax .Policy in 1956, Dec. 1955 and The Budget, 
The Economy and Tax Reduction in 195€ June 1956}, CED interpreted its rule in a 
setting of roughly 4 per cent unemploymert, rising price levels, and prospective budget 
surpluses of $3 to $4 billion. It called in effect for elimination of the surplus. In its 
December 1955 statement (p. 5), CED said “Although the actual figure may turn out to 
be more or less than this, we believe an a-sumption that taxes can be cut by $3 or $4 
billion is a reasonable basis for considerimg what kind of a tax reduction program is 
most desirable.” The actual cash surplus for-fiscal 1956 was $4.5 billion. In the June 1956 
statement (p. 8), CED recommended that C=cisions-on tax cuts (to take effect January 1, 
1957) “should be based on a comprehensive, authoritative review of the 1957 budget 
prospect”; the Budget Bureau's Mid-year eudget Review estimated the fiscal 1957 cash 
surplus at $3.7 bilion. Apparently, tax cuts of this magnitude were felt to be justified 
even in the face of incipient inflation on grcunds (a) that the transition from a non-CED 
policy to the CED formula required elimination of the budget surplus at 96 per cent 
employment and (>) that additional inflati mary pressure generated by moving onto the 
CED track was to be offset by a tightenirg of monetary policy, thus combining a less 
restrictive budget policy with a more restcictive monetary policy. While this was per- 
haps a correct application of the CED formula (though unemployment figures hovering 
between 3.2 and 3.7 per cent of the labor f: rce in the last half of 1955 raise some doubts 
on this score about the late-1955 recommezdation), one may question whether it was a 
wise recommendation in the light of the facts available at that time (ie, not just in 
retrospect). 
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Two considerations: suggest that CED’s generally affirmative answer 
is not as doctrinaire as one might infer from overemphasis on the auto- 
maticity of the stabilizing budget rule. First, in a current study of the 
problem of inflation, CED is considering this question: does the eco- 
nomic record of the postwar decade establish reliable clues to the 
“terms of trade” between the level of unemployment and the rate of 
increase in the price level? Is 4 per cent the magic number that is con- 
sistent with a 0 per cent price rise? Or are the terms of trade such that 
insistence on a 3 per cent unemployment target will bring about a 1 to 
2 per cent price rise per annum? Once these terms of trade have been 
established empirically, of course, one still has to make a choice be- 
tween the higher level of employment with the greater inflation poten- 
tial and the lower level with the greater likelihood of price stability.” 

Second, CED has opened the door slightly to further exercise of 
discretion in its year-to-year applications of the rule. For example, 
concern over inflation in 1955 apparently influenced CED?’s choice 
among alternative budgetary predictions in a direction indicating no 
tax reduction at that time, and in 1956 led it to suggest that the effec- 
tive date of proposed tax cuts be deferred to January 1, 1957. 

Given this much discretion in the management of its fiscal formula, 
why does CED stop so far short of full discretion? Is it justified in 
assigning to fiscal measures an essentially passive role and to monetary 
measures a decidedly active role in stabilization policy? The search 
for an answer leads us to consider the forecasting issue, the relative 
effectiveness and impacts of monetary and fiscal policy, and the ex- 
penditure discipline of CED’s budget-balancing rule. 


III. Economic Forecasting and Diagnosis in Stabilization Policy 


Deficiencies in our ability to forecast have loomed large in CED’s 
case for automaticity in budget policy coupled with heavy reliance on 
flexible credit policy.*® But forecasting is only one element of a broader 
issue. The question is not merely (a) whether forecasts of future eco- 
nomic conditions are reliable enough to permit discretionary preventive 
action but (b) whether diagnoses of current business conditions and 


* Note that CED has long since abandoned its initial 1947-48 position of trying to 
roll prices back to a pre-existing (lower) level. As introduced in 1947 and applied in 
recommendations to the Senate Finance Committee in 1948, the CED formula used the 
early-1947 price level in its calculations of high-employment national income, federal 
expenditures, and revenues. But by 1949, it became apparent that a roll-back of prices 
to 1947 would involve severe tax rates and serious threats to full employment. Starting in 
1949, CED has employed the current price level as the basis for its calculations, The 
effect of this is (1) to accept past inflation as a fait accompli, but (2) to assume that 
future inflation will be prevented by appropriate stabilization policy (or by develop- 
ments in the private economy). 


18 See, for example, CED’s The Stabilizing Budget Policy (New York, 1950), >p. 5-6. 
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movements should be used to guide tax and expenditure policies as in- 
struments of discretionary remedial action." CED does not eschew 
this “comprehensive look” at the economic situation, but, except in 
severe recession or inflation, it permits only monetary policy to re- 
spond to and be guided by the resulting diagnosis. 

What conditions would be sufficient to make a defensible case for 
letting fiscal policy also respond to the “comprehensive look” rather 
than keeping it on a straight and narrow path with the aid of blinders 
attached by the CED rule? The first is that information excluded from 
the decision-making process under the rule would, if granted entry, 
clearly call for remedial or preventive fiscal action where the CED 
rule calls for inaction or contrary action. The second is that the infor- 
mation be reasonably complete and reliable. 

As suggestive rather than conclusive demonstrations that these con- 
ditions may be met, the following four sets of situations which seem 
to find counterparts in postwar experience may be postulated. All four 
are presumed to occur in a setting of roughly 96 per cent employment 
and short of the boundary line labeled “serious inflation.” 

1. One case combines ample capital capacity, gently rising consumer 
demand, and strong pressures for public, especially state-local, con- 
struction; the other combines limited capital capacity, strong consumer 
demand, and little pressure for puklic construction. The first case might 
well call for credit restrictions, a balanced federal-state-local budget, 
and some federal tax reductions or tax sharing to put more fiscal re- 
sources at the disposal of state-local government; the second suggests 
less monetary restrictions, federal budgetary surpluses, and less trans- 
fer of fiscal capacity to state-local government. 

2. In one case the 4 per cent unemployed group consists of regular 
members of the labor force pressing for a job, while in the other the 
group consists largely of people who are only loosely part of the labor 
force (elderly persons, housewives, etc.), and who less adequately 
satisfy employer needs. The second case may require more restrictive 
budgetary policy than the first. 

3. In one case, “privately financed deficit spending on government 
account” (e.g., business borrowing to cover construction and produc- 
tion costs incurred on the basis of military orders) may be large and 
rising as in 1951-52, in another, small and falling, as in 1956-57.” 


"In putting the point this way, I am not unaware, first, that remedial action for 
current economic ills must either be appropriate to future economic circumstances or 
be quickly reversible and, second, that the discussion here sidesteps for the moment the 
question of how rapidly tax and expenditure policy can respond to the economic informa- 
tion and diagnosis we put at its disposal. 

8 For a development of this concept and statistical estimates of the magnitudes involved, 
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The former situation might call for a larger federal surplus, the latter, 
a smaller one, than CED’s rule.” 

4. Most cases of inflation will satisfy the traditional assumption 
(accepted by CED) that with stable tax rates and expenditure pro- 
grams, the federal surplus will automatically grow and thereby dampen 
inflationary pressures. But the possibility of a disturbing alternative 
case has been raised by 1957 experience. In this case, the type (or 
stage) of inflation may be such as to expand federal expenditures for 
military procurement, public construction, and government salaries 
faster than federal revenues expand. The resulting decline in the sur- 
plus might be the signal for a tax increase if inflationary pressures 
were diagnosed as persistent.” 

On the recession side, the need for going behind the aggregates as a 
basis for determining the appropriate fiscal policy can also be illus- 
trated. R. A. ‘Gordon makes a convincing case for early diagnosis of a 
moderate downturn to determine whether it is. (1) a “pure” minor re- 
cession calling for reliance on automatic stabilizers, easy money, and 
perhaps discretionary action to liberalize unemployment payments and 
accelerate light public works expenditures or (2) an “intermediate” 
“hybrid” recession calling for the “fullest scope of the conventional 
instruments of stabilization policy. ...”* 

The foregoing discussion serves to illustrate the case, conceptually, 
for discretionary adjustment of fiscal policy to take account of a far 
broader range of information than is admissible under the CED rule. 
But one should also confront the forecasting issue on CED’s own 
terms as a basis for preferring its rule to a managed compensatory 
fiscal policy. 


see A. G. Hart, “Fiscal Policy Implications of Reductions in Appropriations for Fiscal 
1958,” Fiscal Policy Implications of the Economic Outlook and Budget Developments: 
Hearings before the Subcommittee on Fiscal Policy of the Joint Economic Committee 
(Washington, 1957), pp.-72-76. 


“Whether one should consider such induced deficits. as a manageable stabilization- 
policy variable or as part of the complex of developments in the private sector to be 
counterbalanced, if necessary, by budgetary and monetary policy depends in good part 
on their controlability. From Hart’s analysis one may infer that while they may be 
controlable by military authorities, they are not likely to be controlable by stabilization 
authorities. 


2 To test the traditional and alternative assumptions on inflation’s budgetary impact 
calls for analysis and, to the extent possible, measurement of the relative behavior of 
government resource-using expenditures. transfer payments, and various kinds of taxes 
under the impact of different types and stages of inflation, 

aR, A. Gordon, “Types of Depressions and How to Combat Them” J Policies to Combat 
Depression, National Bureau of Economic Research (Princeton, 1956), pp. 13-16. Gor- 
don’s analysis leads him to conclude that “Discretionary action, extending beyond the 
field a merely monetary policy, is necessary in all excepi relatively pure minor cycles” 
(p. 12 
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First, managing even an “automatic” budgetary policy involves 
many explicit and implicit forecasts. To calculate revenues and ex- 
penditures under existing programs in terms of the “assumed high 
level of employment” requires assumptions or projections (forecasts? ) 
of price levels, labor force, and productivity. Projection of the current 
price level into the future involves obvious hazards, and the jerky rate 
of gain in productivity (e.g., fast in 1955 and slow in 1956) may make 
reliance on average rates of gain misleading for any given year. Even 
more vexing is the forecasting of federal expenditure levels, a vexation 
that no formula can escape.” Recent official budget estimates made 
well along in a particular fiscal year have turned out to be several 
billions wide of the mark. It may well be that CED’s rule denies the 
fiscal policy-making process access to other economic variables which 
can be forecast within ranges of tolerance as narrow as, or even nar- 
rower than, those which apply to its budgetary forecasts. 

Second, is economic forecasting as slender a reed as it appeared to 
be 10 years ago? No conclusive evidence is available to prove that 
forecasting techniques are now a thoroughly reliable basis for dis- 
cretionary stabilization policy. But many new or improved forecasts 
of important segments of the economy, such as plant and equipment 
outlays, are now available. The Council of Economic Advisers does 
not hesitate to invoke “prospective economic conditions” as a basis 
for discretionary judgments to hcld the line on federal taxes.” Quali- 
fied observers judge our short-term forecasting record as having op- 
erated “not too unsuccessfully” in recent years. Guarded optimism 
as to the future of economic forecasting seems justified. 

Third, it does not necessarily follow that present limitations on our 
forecasting abilities strengthen the case against flexible, discretionary 
tax action. It can be argued, on the contrary, that these limitations 
should lead policy-makers to bend every effort to make tax and ex- 
penditure devices more readily adjustable to unfolding economic de- 
velopments.* CED prefers monetary policy on this score because it 

= CED’s formula involves the additional demanding problem of differentiating among 
(1) those federal expenditure changes which are not to be matched by tax changes, 
namely, expenditure responses to fluctuations in the level of income and employment; (2) 
those which are to be matched, namely, the increases or decreases in government programs 
and the noncyclical expansions or contractions of open-ended programs; and (3) those 


which fall under the intermediate heading of “large, temporary bulges of expenditure” 
not requiring fully matching tax increases. 


=Tn view of the budgetary outlook and prospective economic conditions, present tax 
rates should be continued .. .,” Economic Report of the President (Jan., 1957), p. 48. 

“R, A. Gordon, “Stabilization Policy and the Study of Business Cycles” Am. Econ. 
Rev., Proceedings, May 1957, XLVII, esp. p. 121. 

A. G. Hart (op. cit., p. 73) strongly urges new efforts to develop speedy and reversible tax 
measures, including intrayear adjustments of the witholding rate, to cope with the 
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can be “reconsidered, changed, and, if necessary. reversed at short in- 
tervals,” while tax action tends to be slow, intermittent, and difficult 
to reverse.” More progress might be made in overcoming these defects 
of the taxing process if reliance on fiscal automaticity and monetary 
manipulation did not remove some of the pressure for action. 


IV. The Relative Roles of Fiscal and Monetary Policy 


The presumed operational superiority of monetary over fiscal policy 
as a flexible stabilization instrument, especially in dealing with infla- 
tionary pressure, requires rigorous re-examination in the light of six 
years of experience with an unleashed monetary policy and the rising 
tide of informed criticism based on this experience, Since the prefer- 
ence for monetary policy also involves “the diverse values and objec- 
tives that move men,””” one needs to go beyond questions of effective- 
ness to questions of effects. 

Time lags. Automatic fiscal stabilizers gain strong support irom 
their superiority with respect to the three familiar lags in stabilization 
policy: the recognition lag, the administrative lag, and the operational 
lag. Income-tax collections, unemployment compensation, and similar 
built-in stabilizers respond promptly to economic events which may 
take months for the human eye or electric brain to recognize. No legis- 
lative or executive body has to intervene to bring them into play. Auto- 
matically, the fiscal stabilizers offset between 35 and 40 per cent of a 
change in gross national produci. Yet, while this offset to economic 
fluctuations is substantial, the effect of automatic stabilizers is more to 
cushion the shocks of recession and inflation than to set up powerful 
counterforces. By themselves, they constitute a “tranquilizing budget 
policy” rather than a truly stabilizing one. 

But going beyond these built-in tranquilizers, we promptly come face 
to face with the issue of the relative behavior of discretionary fiscal and 
monetary policy in terms of the three lags. This issue, which hac in the 
past been clearly resolved in favor of monetary policy, has been re- 
opened on the basis of new evidence and new thinking. On the recogni- 
tion lag, both policies suffer the same disability. On the administrative 
lag, monetary policy clearly carries the day. The basic question is 


difficulties of. forecasting budget magnitudes, let alone developments in the private 
economy. 


% CED, ob. cit., 1956, pp. 6-7. 

“At any given moment, policy must be based not only on known facts about the 
nature and operation of the economy, but also on guesses and conjecture and on a 
balance of the diverse values and objectives that move men,’ National Bureau of Eco- 


nomic Research, Financial Research and the Problems of Our Day, 34th Annual Report 
(New York, 1957), p. 20. 
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whether its superiority on this score is more than offset by its inferior- 
ity in terms of the operational lag, że., the length of time between 
policy action and the effective impact of that action on the economic 
situation. 

In fiscal policy, we are dealing directly with income flows, with 
definitive and direct action to increase or decrease them. But in mone- 
tary policy and debt management, we are dealing only indirectly with 
income flows via impacts on liquidity and asset structure, The large 
cushion of short-term governments in the hands of banks means that 
the credit reins do not tighten on bank loans until the banks have dis- 
gorged these securities over a period of many months after tight- 
money policies are instituted (and unfortunately for the next period 
of inflation, experience suggests that the short-term securities flow 
back to the banks in times of slack loan demand). These and other 
factors led Warren Smith to conclude that “the operational lag may be 
considerably longer for monetary than for fiscal policy, at least in many 
situations.” ” 

Further, the administrative lag in taxation need not always be a 
long one. Under pressure, Congress enacted $5 billion of additional 
taxes within weeks after the outbreak of war in Korea and rushed 
through a $1 billion excise tax reduction in one month in 1954. If one 
were to add to the scheduled federal excise and corporate income tax 
reductions now on the statute books an individual income tax compo- 
nent, one would have on the shelf three important potential offsets to” 
recession that Congress could put into effect in a matter of days or at 
most weeks.” 

Other operational considerations, Without going into detail one may 
cite other doubts and questions about the effectiveness of monetary 
policy that have been raised by close students of the subject. Hyman 
Minsky shows that restrictive central banking measures and rising 
interest rates generate institutional changes which increase velocity 
and decrease liquidity and thereby destabilize the money market. He 


W. L. Smith, “Cn the Effectiveness of Monetary Policy,” Am. Econ. Rev., Sept. 
1956, XLVI, 588-606. 

The Congress in effect created a “shelf” of tax reductions much like the “public 
works shelf” often urged as an antidepression measure when it legislated automatic 
expiration dates for some of the tax increases enacted in 1951 (previously March 31, but 
beginning in 1958, June 30, a date by which the validity of year-end economic forecasts 
and the nature of the budget picture are much clearer). The conscious development of 
a broader program of “on-the-shelf” tax reductions has much to commend it. When 
inflation threatens, the cuts could be postponed as they were in 1955, 1956, and 1957. 
But when an economic recession or a slowdown of economic growth faces the country, 
Congress could pull the tax cuts off the shelf or let them come down on the specified 
date. This would grea:ly shorten the lag between an economic downturn and positive tax 
action to counteract it. 
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concludes, “The asserted asymmetry of monetary policy (that it is 
effective in constraining an inflation and ineffective in constraining a 
depression) is not true; monetary policy is of very limited effectiveness 
both in constraining an inflation and in counteracting a depression.’”° 

Relatively stable tax rates as a favorable factor in business expecta- 
tions are often cited as one of the important advantages of the stebiliz- 
ing budget policy. But analyses by Ervin Miller and Alvin Hansen lead 
to the conclusion that the upsetting expectational effects of the large 
fluctuations in interest rates and capital values required to stabilize 
the economy via monetary policy are a high price to pay for more 
stable tax rates.** 

Canada’s recent experience has- revealed distressing limitations to 
the effectiveness of restrictive monetary policy. As in the United States, 
these limits resulted partly from sales of government securities by 
banks and the existence of consumer finance and other credit sources 
outside of the direct reach of central banking policy. In part, the de- 
sire to maintain none conditions in financial markets” played a 
role,” 

On recent British experience with monetary restrictions, Warren 
Smith and Raymond Mikesell conclude that “while some of the weak- 
ness of British monetary policy is due to peculiar features of the Brit- 
ish economy and its monetary system, the episode is indicative of the 
general limitations of monetary policy.” 

The disappointing record of recent monetary restrictionism strongly 
suggests that monetary policy as a curb on inflation is subject to limi- 
tations and side effects to which CED (among many others) did not 
give sufficient weight in determining its relative reliance on fiscal and 
monetary measures. If this is true, a reappraisal would logically lead 
to a shift of emphasis toward discretionary tax and expenditure policy 
unless it could be demonstrated that the deficiencies of monetary policy 
are more amenable to correction (perhaps by selective credit controls) 
than those of fiscal policy. 

Value preferences. Evidence on the inadequacies of monetary policy 
may or may not dislodge some of its advocates from their existing posi- 
tions, depending on how strongly they prefer the patterns of resource 
allocation and income distribution (by income brackets as well as so- 

»Ħ, P. Minsky, “Central Banking and Money Market snarige,” Quart. Jour. Econ., 
May 1957, LXX, 184. 


“Ervin Miller, “Monetary Policy in a Changing World,” Quart. Jour. Econ., LXX, 
Feb. 1956, 23-43; A. H. Hansen, The American Economy (New York, 1957), Ch. 3. 

Bank of Canada, Annual Report of the Governor for the Year 1956 (Ottewa, Feb. 
1957), esp. pp. 23-36. 

W., L. Smith and R. P. Mikesell, “The Effectiveness of Monetary Policy: Recent 
British Experience,” Jour. Pol. Econ., Feb. 1957, LXV, 38. 
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cial classes) implicit in monetary controls to those implicit in fiscal 
controls. 

The issue was pointedly drawn by Stein and Samuelson recently.” 
While essentially agreeing that we have it within our fiscal-monetary 
power to achieve reasonable stabilization together with the capital 
accumulation rate and distributive cbjectives we desire, they differed 
sharply in the uses to which they would put monetary and fiscal tools. 
Stein would use a “faster or slower growth of the money supply” to 
expand or restrict total demand, thereby allowing us “to determine 
both the structure of taxes and the total amount of taxes by considera- 
tions other than the desired level of total demand” and, in particular, 
“to choose the tax structure that imposes the least direct interference 
to investment without fear that such a tax structure may restrict invest- 
ment indirectly by causing a deficiency of total demand.’ In contrast, 
Samuelson would rely mainly on fiscal policy to control aggregate de- 
mand. To achieve the goals of high investment, substantial redistribu- 
tion, and full employment without inflation, he would (1) make in- 
vestment funds easy and cheap to get by low interest rates and liberal 
credit programs; (2) impose progressive taxes, and (3) enact tax in- 
creases to produce inflation-curbing surpluses." 

The important point here is not to choose between these two alterna- 
tive approaches, but to make clear that they involve fundamental dif- 
ferences in their impact on the structure of our economy and the dis- 
tribution of income among different income-size and functional groups. 
Among the effects of the high-tax low-interest policy, for example, 
would be (1) to promote government capital formation at the expense 
of private consumption, (2) to lower the relative rewards for less 
risky as against more risky uses of money, and (3) to offer a net stimu- 
lus to uses (like public construction} which could take advantage of 
the low interest rates without encountering the high tax rates. The 
opposite policy, judging by recent experience, tends to pinch particu- 
larly hard in the field of state and local construction activities, home 
building, and small business, without noticeably curbing the business 
capital-goods boom. This is not to say that one set of effects is “right” 
and the other “wrong.” Rather, it signifies that we have an acute prob- 
lem of social priorities to resolve before we can come to any consensus 


Herbert Stein, “Stimulation of Consumption or Investment through Tax Policy,” 
pp. 245-49, and P. A. Samuelson, “The New Look in Tax and Fiscal Policy,” pp. 229-34, 
Joint Committee on the Economic Report, Federal Tax Policy for Economic Growth and 
Stability, Papers Submitted by Panelists Appearing Before the Subcommittee on Tax 
Policy (Washington, Nevember 9, 1955). 

* Ibid., p. 248, 

Ibid., pp. 232-34. 
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on the proper combination of monetary and fiscal policy, and conse- 
quently, on the basic question of automatic versus discretionary tax 
and expenditure policy.” 


V. Expenditure Restraint 


“Finally, the expenditure-restraining effect of the rule that an addi- 
tional dollar-of expenditures must be matched by an additional dollar 
of taxes (in terms of the agreed high level of employment) has been 
one of the CED policy’s chief attractions io many groups. Even if the 
forecasting and timing barriers to compensatory fiscal action could be 
overcome, preservation of this disciplinary effect would involve severely 
limiting the scope for countercyclical manipulation of tax and expendi- 
ture rates. This raises two important questions, First, does the CED 
rule effectively restrain spending and promote economy in government? 
Second, is this restraint a good thing, z.e., does it result in wiser public- 
expenditure decisions and a better allocation of resources between 
public and private use, than we would have in the absence of a bal- 
anced-budget rule? : 

As to the first question, we should note that the restraint exerts its 
force not on those who are pressing for the expenditures but on the 
President and Congress, whose resistance to pressures is presumably 
strengthened by the unpleasant political consequences of higher taxes. 
But one can readily perceive a number of loopholes and by-passes to 
this restraining effect. For many expenditure programs the initial tax 
consequences, which are the ones that beaz most directly on the politi- 
cal decision, may be only a small fraction of the eventual tax require- 
ments (é.g., the “open-end programs” for farm price supports, veterans 
benefits, and home mortgage purchases and the large resource develop- 
ment programs like the Missouri basin project). Moreover, there is 
considerable evidence that when the tax shoe pinches, it tends to 
jeopardize broad but diffused-interest programs of national significance 
like aids for school construction or foreign economic aids while exert- 
ing little restraint on expenditures infused with a strong sectional in- 
terest. The raw pork of the annual rivers and harbors bill a very 
little exposure to the heat of the tax fire. 

- The restraining effect of the tax test may also be widertined by 


"Smith and Mikesell, of. cit., pp. 38-39, state that “if orthodox monetary policy had 
been successful in checking inflation in Britain in 1955, it probably would have accom- 
plished this result mainly by causing a reduction in the fixed investment expenditures of 
the private sector. . : . There is more than one wav to control aggregate demand,. and 
monetary policy is not always the best way, even if it-works effectively.” For a discussion 
of distributional effects of different policies, see E. R. Rolph, “Economic Stabilization via 
Taxation, Debt Management, and Monetary Policy,” National Tax Association, 1956 Pro- 
ceedings (Sacramento, 1957), pp. 251-57. 
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sustained economic growth which automatically increases federal tax 
revenues by about $3 billion a vear. This “easy money” may be an 
open invitation to added spending.” 

The answers to the second question are even less reassuring. Our 
problem may not be so much that we will fail to count the cost of 
government expenditures and therefore overexpand government, but 
that our folkways and fiscal practices tend to discriminate against 
collective use of resources, even where public use would represent a 
more efficient resource allocation than private use.°® Our Puritan in- 
sistence on “tax directness” or “tax consciousness’ may have had this 
type of effect. We have failed to distinguish clearly between the two 
elements of tax consciousness, namely, (1) making the taxpayer aware 
of his tax payments and (2) making taxes painful to pay. Public goods 
are not likely to compete on even terms with private goods if taxes are 
made hard to pay and if taxpayers are made more acutely aware of the 
tax costs than the service benefits of government. 

When economic growth produces slack in the federal budget, the 
“tax test” does not tell us whether the slack should be taken up by 
increased federal programs, by increased federal aids to hard-pressed 
state and local units, by tax reductions to make room for state and 
local tax increases, or by tax reduction to put money into private 
pockets. To make these decisions requires a careful balancing of the 
relative benefits of alternative federal, state-local, or private uses of 
the funds, not simple reliance on the willingness to bear federal taxes.*° 

Possibly, even if the restraining effect of a balanced-budget rule is 
weak and often misdirected, the popular devotion to the balanced- 
budget dogma is so strong that fiscal policy must in some way be accom- 


CED's members are not unaware of this problem. A footnote to CED’s June 1956, 
statement (p. 4) severely criticizes the stabilizing budget policy on this score. Perhaps to 
meet this criticism, J. Cameron Thomson, Vice-chairman of CED, paraphrased the 
disciplinary rule under present conditions as follows: “. . . every new expenditure pro- 
gram ... should be undertaken only after the advantages of a tax reduction of similar 
magnitude are explicitly weighed against the need for the new program.” “The Realities 
of Tight Money,” an address by J. Cameron Thomson, Committee for Economic De- 
velopment (New York, 1956). 

* For example, while “extra-buyer benefits” as well as the cost criterion strongly support 
mosquito-control programs (estimates for area control by local governments against 
individual or small-group control indicate zhat the per-person cost of the former may be 
less than one-tenth of the latter), the adoption of such programs is often thwarted by 
the attached “mill-levy.” 

*CED’s May 1957 statement clearly recognizes this need for developing standards 
other than the balanced-budget test to determine the worthwhileness of public expendi- 
tures. In fact, its discussion of “How to Restrain Expenditures” (op. cit., pp. 8-28) 
does not base itself on the balanced-budget rule at all, noting that “Even if total expendi- 
tures are balanced by receipts, any expenditure is excessive if it costs too much for the 
national benefit it provides” (p. 8). 
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modated to it. In that case, we might be thoroughly aware of the 
defects of the rule and yet regard it as a lesser evil than an annually 
or cyclically balanced-budget rule. But there is a sharp distinction be- 
tween reluctant acceptance of this rule as a least-evil solution and the 
implicit suggestion that it represents an optimal solution. And in no 
event should the rule be allowed to serve, or even to appear, as a sub- 
stitute for a positive and well-reasoned theory of public expenditures. 


VI. Conclusion 


We are all very much indebted to CED for helping to rechannel 
public thinking about federal fiscal policy along informed and responsi- 
ble lines, for stimulating professional fiscal-policy thinking in prag- 
matic terms, for alerting us to the perils of indiscriminate compensa- 
tory fiscal action, and for giving us a periodic perceptive analysis of 
the tax and budget situation. But the foregoing review offers grounds 
for skepticism concerning the operational assumptions and conclusions 
which have led CED to assign fiscal measures an inherently passive 
role via the stabilizing-budget policy, reserving the active role for 
monetary controls. If the alternative assumptions and conclusions de- 
veloped in this paper are acceptable, the practical implication for 
CED’s fiscal-monetary policy is simply this: that its operational effec- 
tiveness as an instrument of economic stabilization can be materially 
improved by increasing its reliance on discretionary relative to auto- 
matic fiscal controls and its reliance on fiscal relative to monetary 
policy. 


COMMUNICATIONS 


A Note on the Measurement of the Benefits from 
Public Investment in Navigation Projects — 


In recent years increasing concern has been expressed in Congress and 
elsewhere regarding the methods and procedures by which federal navigation 
improvement projects are evaluated and recommended for development by 
the Corps of Engineers,’ the agency of the government basically responsible 
under law for the improvement of rivers and harbors for navigation. In this 
paper an attempt is made to apply elements of economic theory to the estab- 
lished procedure used by the Corps to estimate navigation benefits.? The 
question is posed, Can contemporary public investment in navigation projects 
be reasonably justified on the basis that expected benefits will exceed costs? 


I. The Theery Underlying Benefit Estimation 


The Corps of Engineers currently defines navigation benefits as equaling 
the difference between the cost to shippers of transportation by the cheapest 
available (or some hypothetical) alternative and the estimated cost to 
shippers of transportation by waterway. The cost by water includes the 
estimated costs of bargeline service, terminal and transfer costs, but not the 
cost of the waterway itself, 

This definition can be given'a diagrammatic interpretation in terms of 
demand and supply relationships (see Figure 1). Assuming that water 
transport is an imperfect substitute for alternative transport service which 
usually has advantages of both speed and convenience,® the demand for water 
transport will be zero at the rate per ton Pa, the current alternative transport 


*For a popular discussion of the transportation problem, see: Gilbert Burck, “The 
Great U. S. Freight Cartel,” Fortune, Jan. 1957, pp. 102-5, 192-202. The best contempo- 
rary evaluation of federal navigation projects was made by C. D. Curran, head task~force 
administrator, Hoover Commission Task Force on Water Resources and Power; see: 
Commission on Organization of the Executive Branch of the Government (Hoover Com- 
mission), Task Force Report on Water Resources and Power (Washington, 1955), Vol. 
II, pp. 1317-95, For select criticisms of the Corps’ analysis, see: the Jones Report, House 
Committee Print Nos. 21 and 24, 82nd Cong., 2nd sess., Dec. 5, 1952; and C. L. Dearing 
and W. Owen, National Transportation Policy (Washington, 1949). 

*The procedures used to estimate navigation benefits as outlined by the Corps can be 
found in the following: Commission on Organization of the Executive Branch of the 
Government, op. cit, Vol. II, pp. 874-77. and Vol. III, pp. 1328-33; E. W. Weber, 
Civil Works Administration Project Formulation, Justification and Cost Allocation (Fort 
Belvoir, 1950), Appendix 11; and Federal Inter-Agency River Basin Committee, Sub- 
committee on Benefits and Costs, Propesed Practices for Economic Analysis of River 
Basin Projects (Washington, 1950), pp. 74-79. 

`The limited accessibility of water transport, its slowness of operation, and the cir- 
cuity of water routes have been emphasized in a great many reports and permeate the 
entire report of the Commission on Organization of the Executive Branch of the Govern- 
ment, of. cit., Vol. H, pp. 843-1002. 
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cost, or any iia rate him P, : a ” demand curve foi water transportation 
can ‘be drawn on the assumption that the alternative transport éost will be 
* unaffected by competition from watéfborne traffic. The Corps in effect 
arrives at a second point on this same demand curve, B, by estimating the 
i _ barge and terminal cost of water transport, Pe, and by estimating the amount 
_of tonnage that will be shipped at this rate, X2. Since the Corps’ estimate of 
: benefits would be the rectangular area PABP., the implied demand curve 
‘for water transport is the angular line P,AD,. From a theoretical point of 
view this is a most unusual curve, and, in view of the nature of demand, it 
would appear to be very unrealistic. 
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FIGURE 1 


To measure the benefits attributable to making available an alternative 
supply of a service at a lower price than that which otherwise would prevail, 
some principle of either consumer or producer surplus must be accepted.’ 
It should also be recognized that an interpersonal comparison is involved 
since those who pay for public navigation, the taxpayers, constitute a larger 
group than those who benefit directly by cheaper transportation. In terms of 
modern welfare economics the question is, could those who gain by cheaper 
transportation compensate the taxpayers for their losses and still be better 
off? 

If the full amount of the estimated surplus were needed to justify public 
expenditures in a one-to-one benefit-cost ratio (fulfilling the requirement 
imposed by law that benefits equal or exceed costs), there would exist no . 


real social surplus associated with navigation investment. Use of the entire . - 


surplus to justify public investment in navigation might, therefore, leave 
nothing to balance alternative real surpluses which might be associated with ` 
the same funds invested in industries which are unable to collect surpluses." 

However, while consumer and producer surplus foregone elsewhere in the 


*A. Marshall, Principles of Economics, 8th ed. (New York, 1952), p. 811. 


"The presumption of those opposed to price discrimination, the market mechanism for 
collecting surpluses, is that people have a right to enjoy consumer and producer sur- 
pluses without paying for them. 
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economy as a result of navigation investment could essentially justify deleting 
part if not all of the benefits the Corps attributes to navigation investment, 
no adjustment will be made for general surpluses foregone. For the purposes 
of the following discussion I accept the savings principle that benefits can 
be approximated by the area under the conventional demand curve. 

My first quarrel with the Corps’ benefit estimation procedure rests on the 
inconsistency between the implied demand curve P,4D, and the general 
nature of the demand function. Increases in waterway traffic are expected 
to result from three sources: (1) existing traffic, not now using a waterway, 
which is expected to be attracted to a new or improved waterway; (2) unde- 
veloped or entirely new traific, which would not move previously because of 
prohibitive rates, lack of a transportation outlet, or general physical isolation; 
(3) potential waterway traffic which is expected to develop as a result of 
growth of the area. Category (2) and the fact that water transport is gener- - 
ally slower and often inconveniently located in relation to consumption 
and production casts considerable doubt on the relevancy of P,AD,. Ob- 
viously, undeveloped traffic which could not develop because the alternative 
rate is too high would not be wilting to pay the same prohibitive rate by 
water. Traffic can be attracted to water only if rates by water are lower than 
the alternative transport rate. This means the true demand for water transport 
must, for every quantity shipped in excess of zero, lie below P2, the alter- 
native transport rate. We also know that the quantity of shipping demanded 
at Po, the expected cost by water, is X, and that for any quantity of shipping 
in excess of X2, Po is a prohibitive rate. 

Not knowing exactly what the true demand for water transport looks 
like between P, and B a plausible assumption might be that the demand 
curve connecting these two points can be approximated by a straight line, D2. . 
The Corps’ estimate of navigation benefits would then be exactly twice the 
amount of the theoretical consumer surplus. 

Although D, would be a much more plausible estimate of the demand 
for transport services by water, it is of course inappropriate for decision- 
making purposes. It can justifiably be argued that a demand curve which 
holds the alternative rate constant at S, is irrelevant. Prevailing freight rates 
may contain rents accruing to historical investment and possibly a monopo- 
listic or discriminatory profit. Theoretically, competition by another trans- 
port service or action by the Interstate Commerce Commission might be able 
to force rates down to, say Sz, that rate which will just pay all factors their 
alternative worth or market value outside the transportation industry. In 
going from S, to Se only the transfer of income from the owners of alternative 
transport service to shippers in general is involved. 

An examination of navigation litarature makes it quite clear that price 
cutting on the part of railroads is to be expected in areas in which there is a 
danger that publicly subsidized navigation will divert a substantial amount of 
railroad traffic. It has even been alleged that profit losses sustained in 


*Commission on Organization of the Executive Branch of the Government, op. cit, 
Vol. IL, pp. 921-24, 
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competition with water-borne traffic are transferred to consumers in areas 
not affected by competition via discriminatory freight rates.” In any case, 
assuming that railroads knew their demand both before and after the intro- 
duction of competing water traffic and have been acting rationally, the cut in 
freight rates would certainly imply a diminution of the rents attributable to 
historical investments in permanent and semipermanent facilities: if rent 
diminution cannot be made up elsewhere within the system, railroad equity 
owners will suffer a wealth loss. While the social gains from railroad rate 
reduction may be more than sufficient to compensate (in theory) the owners 
of railroad securities,* the gains from rate reduction should not be attributed 
to public investment in navigation projects, since the rate reduction could 


conceivably be attained by action of the ICC without navigation investment. 


A more plausible estimate of the real socia] “savings” from public invest- 
ment in navigation, it seems to me,. would be based upon a demand for 


‘water transport that assumes competing transport companies would lower the 


existing rates. For illustrative purposes, I have drawn such a curve, Ds, 
in Figure 1. An assumption implicit in D, is that as the rate differential 
decreases between alternative transport and water-borne freight the quantity 
that one can expect to be shipped by water at every rate will also decline. 

In fact, a bias in the direction of overestimating the tonnage expected to 
move by water is to be anticipated for another reason as well. The Corps’ 
method of estimating expected tonnage by water is often based on informa-. 
tion obtained by questionnaires which are sent by the District Engineer to a 
sampling of shippers and receivers of freight throughout the tributary area 
and in other areas which may be affected. 


These questionnaires generally indicate the type and extent of naviga- 
tion improvement contemplated, and attempt through a series of ques- 
tions to develop the amount and type of traffic which recipient believes 
will use the waterway, and to obtain views on the rates and facilities 
which will make it attractive to shippers.® ! 


In view of the fact that public navigation benefits are nonreimbursable, 
any net benefit from public investment in navigation will accrue as a local 
“windfall” to shippers, receivers and possibly local consumers. Under these 
circumstances it is highly unlikely that either shippers or receivers will 
consider it in their own interest to underestimate expected tonnage by water 
when the anticipated benefits on the basis of which the public investment is 
to be justified are a direct function of tonnage. One of the most, frequent 
criticisms of the Corps’ benefit estimates is the optimism which characterizes 
the expected tonnage associated with navigation development.?? In this con- 


1 Loc. cit. 


® Harold Hotelling, “The General Welfare in Relation to Problems of Taxation and of 
Railway and Utility Rates,” Econometrica, July 1938, VI, 242-69. 


"E. W. Weber, op. cit., p. 25. 
1 Commission on Organization of the Executive Branch of the Government, op. cit., 


~ Vol. Il, p. 875; Vol. II, pp. 1317-94. 
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nection the Corps has further been accused of double-counting certain tonnage 
due to the extension or improvement of existing waterways. 


Il. The Measurement and Discounting of Navigation Costs 


One of the most striking revelations made by the Task Group on Naviga- 
tion was the complete record of cost experience on all river and harbor proj- 
ects considered for the fiscal year 1951: It was found that between the time 
of project authorization and 1950, the estimated real cost of navigation 
improvements had increased by 41.9 per cent. Of this figure the Corps 
attributed 17.6 per cent to authcrized extensions, 4.1 per cent to changes 
in local needs, 6.3 per cent to structural and engineering modifications, 8.5 
per cent to unforeseen conditions, and 5.8 per cent to imadequacies in 
estimates.” 

Perhaps the most significant criticism of the Corps’ cost-estimating pro- 
cedures is not that of the tendency consistently to underestimate the real 
costs associated with project construction, but of the tendency to ignore both 
opportunity costs of using navigable water for other purposes, and real cost 
increases in other activities caused by navigation investment. 

Very little work has been done with respect to measuring opportunity 
costs. There may, however, exist competing uses for water, such as off-season 
power generation and private irrigation development, that would not only. 
preclude navigation but entail greater social benefits. In the Missouri Basin, 
for instance, a conflict exists between the diversion and consumptive use 
of water for irrigation in head-water areas and its use in Jower portions of 
the Basin to meet the flow requirements of navigation.1s Any opportunity 
rent attributable to water as a scare resource that would be foregone as a 
result of navigation investment should be counted as a cost and included in 
the analysis. 

A second shortcoming of the Corps’ analysis is its failure to take into 
account increased inconvenience and costs associated with bridge clearances.** 
Specifically, the General Bridge Act of 1946% grants the following authority: 


The location and plans for such bridges shall be approved by the 
Chief of Engineers and the Secretary of the Army before construction is 
commenced, and in approving the location and plans of any bridge, 
they may impose any specific conditions relating to the maintenance 
and operation of the structure which they may deem necessary in the 

interests of public navigation, and the conditions so imposed shall 
have the force of law. 


Surely the incremental cost of increased bridge clearance and any increased 
inconvenience imposed on other forms of traffic by navigation investment 
are-real social costs and should be reflected in the benefit-cost analysis of 


1! Tbid., Vol. ITI, p. 1330. 

1" Ibid., Vol, IY, p. 873. 

1 Ibid., Vol. TH, p. 1104. 

1t Ibid., Vol. TI, pp. 924-28. 
* (60 Stat. 812, 847.) 
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TABLE I.—Benerrr-Cost RATIOS AND RELATED DATA, 24 NAVIGATION PROJECTS, 
Corps OF ENGINEERS, 1953 


Year Year Beneit 
Item and Location Authorized Started En 

Demopolis Dam and Lock, Tombigbee River, Ala. 1945 1949 1.07 
Jim Woodruff Dam, Apalachicola River, Fla. 1945-46 1947 1.12 
Buford Dam, Chattahoochee River, Ga. 1946 1950 1.12 
Chain of Rocks Canal, Missouri River, Ill. 1945 1946 2.0 
Lock 19, Mississippi River at Keokuk, Ia. 1935 1952 1.4 
ot. Anthony Falls, Mississippi River, Minneapo- 

lis, Minn. 1945 1948 1.4 
McNary Dam and Lock, Columbia River 1945 1947 1.19 
The Dalles Dam, Columbia River 1950 1952 1.26 
Reconstruction locks No. 2, Monongahela River, 

Pa., and W. Va. 1909 1949 3.17 
Cheatham Dam and Lock, Cumberland River, 

Tenn. 1946 1950 1.77 
Old Hickory Dam and Lock, Cumberland River, 

Tenn. 1946 1952 1.55 
Gulf Intracoastal Waterway, Colorado River 

locks 1950 1951 1.5 
Chief Joseph Dam, Columbia River 1946 1949 1.59 
Ice Harbor Dam and Lock, Snake River 1945 1953 1.19 
Howell Mill Shoals Dam, Coosa River, Ala. 1945 1954 1.19 
Upper Columbia Dam and Lock, Chattahoochee i 

River, Ga. 1946 1954 1.12 
Warrior Dam and Lock, Warrior River, Ala. 1909 1954 1.27 
Celina Dam, Cumberland River, Ky. 1946 1954 1.25 
Fernbank Dam and Lock, Ohio River 1909 1954 1.36 
Greenup Dam and Lock, Ohio River 1909 1954 1.33 
New Cumberland Dam and Lock, Ohio 1909 1954 1.18 
Carthage Dam, Cumberland River 1946 1954 1.52 
McGee Bend Dam, Angelina River, Tex. 1945 1954 1.41 
Hildebrand Dam and Lock, Monongahela River 1950 1955 1.72 


the Corps. Currently these costs are ignored. A further criticism is that the 
public has been required in many cases to provide at substantial extra cost 
clearances for conjectural future traffic that never materializes.’ 

If benefit-cost ratios for navigation projects are properly to reflect the 
alternative worth of capital to society (say, in producing roads, consump- 
tion goods and other things society wants) it would be highly desirable to 
discount expected benefits and costs from navigation, which accrue unevenly 
with respect to time, at an external market rate of return reflecting a com- 
parable risk. Currently** the only discount rate used by the Corps which 
approximates the average rate of interest payable on money borrowed for 
long-term private investment is the rate used to discount nonuniform benefits 
to an equivalent average annual benefit; it varies from 4 to 5 per cent. As- 


* Commission on Organization of the Executive Branch of the Government, op. cit, 
Vol. II, pp. 924-28. 


" Federal Inter-Agency River Basin Committee, op. cit., p. 74. 
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TasprEe IL—A MODEL DEPICTING THE Possrste EFFECT oF Bras ON BENEFIT-Cost RATIOS 
USED TO Justrery PUBLIC INVESTMENT IN NAVIGATION IMPROVEMENT PROJECTS 





Assumed Benefit-Cost Ratio 
Estimated by Corps of Engineers 


| 2-00 to 1.0 1.25t01.0 | 1.50to1.0 


| (1.00) (1.25) (1.50) 
Benefit Adjustments: | 
1. The effect on the ratio of an assumed | (50 to1.0 .62 to 1.0 .75 to 1.0 
straight-line demand curve (0.50) (0.62) (0.75) 
2. If competing carriers lower the Corps’ as- | .60 to 1.0 75 to1.0 .90 to 1.0 
sumed rate diferential by 40 per cent (0.60) (0.75) (0.90) 
3. Assuming the Corps has overestimated ac- | .60 to 1.0 .75 to1.0 .90 to 1.0 
tual tonnage shipped by 40 per cent (0.60) (0.75) (0.90) 
The multiplicative effect of adjustments 1 .18 to 1.0 .22 to 1.0 .27 to 1.0 
through 3 would be: (0.18) (0.22) (0.27) 
Cost Adjustments: 
4, Assuming a 41.9 per cent underestimate | 1,00 to 1.42 | 1.25 to 1.42 | 1.50 to 1.42 
of average annual costs (0.70) (0.88) (1.06) 


5. Assuming an opportunity cost {because of 

the necessity of foregoing alternative uses of 

water) of 10 per cent of the Corps’ esti- | 1.00 to1.10 | 1.25 to 1.10 | .05 to 1.101 
mate of the project (0.91) (1.14 (1.35) 


6. Assuming costs to others increase by 10 

per cent of the Corps’ estimate as a result of 

required bridge clearance and inconvenience | 1.00 to1.10 | 1.25 to 1.10 | 1.50 to1.10 
to other forms of transportation (0.91) (1.14) (1.36) 


praha 


The additive effect of adjustments 4 through | 1.00 to 1.62 | 1.25 to 1.62 | 1.50 to 1.62 
6 would be: (0.62) (0.77) (0.93) 


Interesi Adjustments: 
7. Assuming an increase in interest of 2 per 
cent on a construction outlay that is 36.6 | 1.00 to1.22| 1.25to1.22. 1.50 to1.22 


times average annual maintenance (0.81) (1.02) (1.23) 

The multiplicative and additive effects of ad- | .18 to1.84 | .22to1.84 | .27 to1.84 

justments 1 through 7 combined would be: (0.10) (0.12) _ (0.15) 
Expeination 


1. Based on our discussion of the theory underlying benefit estimation (see p. 654). 

2. A percentage relation suggested by the River and Harbor Board in 1939 in connection 
with the proposed Erie-Ohic River Canal Froject. See Commission on Organization of the 
Executive Branch of Government, op. cit., p. 998. 

3. Assumes a reduction in anticipated tonnage equivalent to the reduction in rate dif- 
ferential presupposed by (2). 

4, Based upon the Corps’ own estimate of real cost inflation previously discussed (p. 656). 

5. An arbitrary figure included for illustrative purposes. This is an upward adjustment in 
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suming benefits accrue evenly with respect to time (in many cases this is not 
an unrealistic assumption), discounting on the benefit side is quite un- 
necessary since the Corps’ stated practice is to convert all benefits and costs 
to equivalent-average annual amounts.® 

The more important interest rate is the rate used to compound construction 
costs to a comparable average annual equivalent since construction costs 
occur very unevenly with respect to the assumed fifty-year life of a project. 
This ratet? is currently 3 per cent or approximately the rate of return on 
long-term government bonds. The government’s borrowing rate, however, is 
not the relevant rate since the risk to holders of government securities Is 
not at all comparable to the risk associated with public investment in naviga- 
tion projects. The conjectural and hypothetical nature of navigation benefits 
would make these benefits about as uncertain as any benefit imaginable. If 
construction costs are to be made truly comparable to annual benefits, it 
would seem appropriate to charge navigation projects a higher rate of 
interest than the current 3 per cent rate. 


I. Towards a More Realistic Analysis 


The preceding discussion indicates the need for more realism in the evalua- ' 
tion of proposed navigation projects. Nowhere is this more evident than 
when considering benefit-cost ratios which are relied upon in the justification 
of proposed improvements. According to the Jones Report, all too frequently 
projects have been approved on the basis of a slim margin of tangible benefits 
over estimated costs.” The data in Table I was submitted by the Corps of 
Engineers in connection with its estimate of appropriations for 1953. The 
most striking aspect of the benefit-cost ratios in Table I is their comparatively 
low order of magnitude. 

In order to establish a frame of reference for appraising existing benefit- 
cost analysis, Table II provides a model depicting the possible effect of a 
biased treatment of benefits and costs on benefit-cost ratios of three assumed 
magnitudes, 1.00 to 1.0, 1.25 to 1.0 and 1.50 to 1.0. Where possible, the ratio 
adjustments have been tailored to either existing data or plausible theoretical 
assumptions. 

Since all of the assumed adjustments in Table II are equal fo or greater 
than 10 per cent, applicability of any one of the 7 adjustments would imply 
that a benefit-cost ratio less than 1.10 to 1.0 should be rejected if benefits are 

® Loc. cit. 
® Ibid., p. 79. 
” Jones Report, op. cit., p. 45. 


cost to allow for the fact that frequently navigation development precludes use of the water 
for irrigation or power. 

6. Again an arbitrary figure but perhaps not at all unreasonable (see p. 656). 

7. Based upon an increase in discount rate from 3 per cent to 5 per cent. The life expectancy 
of the improvement is assumed to be 50 years. Construction outlays at the onset of improve- 
ment are assumed to have a’present value 36.6 times as great as the expected average annual 
maintenance charge. Interest increase is.assessed only against construction outlays over the 
assumed span of 50 years after project completion. 


` 
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in fact to exceed costs. Applicability of all 7 adjustments in terms of their 
assumed order of magnitude would imply that one should be suspicious of 
any benefit-cost ratio less than 10.00 to 1.0. 

The parameters assumed in Table II are meant to be simply illustrative; 
the purpose has been to emphasize seven grounds on which one might expect ` 
a bias favorable to the project in the procedures used to evaluate navigation 
improvements, and to provide a framework for adjusting faulty ratios.?* 
From a theoretical point of view, acceptance of benefit-cost ratios as the 
statistic for comparing investment alternatives should be subjected to addi- 
tional criticism. In the first place, the degree to which benefits and costs are 
net in any one year varies from one investment category to another and from 
_one department to another. A ratio of gross benefits to gross costs is of only 
limited usefulness in making investment appraisals and has virtually no 
economic significance. In the second place, the benefit-cost ratio is an average, 
while the conditions for obtaining an economic maximum are marginal. The 
ratio, therefore, is unreliable with regard to determining the appropriate 
size of a project and to selecting the best alternative from a set of mutually 
exclusive projects. 

If on the average the benefits from public investment only equaled 50 
per cent of the cost of navigation development (which implies a real benefit- 
cost ratio of 0.50 to 1.0), the social wealth loss associated with completing 
- only the active authorized improvement projects for inland and intracostal 
waterways would be between $750,C00,000?? and $1,500,000,0007* or about 
$4 to $9 per capita. 

The most important losses stemming from the federal navigation program 
may not be the direct losses allocable to navigation investment but the fact 
that alleged navigation benefits can be used to justify directly or indirectly 
equally wasteful investment in other features of multipurpose projects. Cur- 
rently the cost of multipurpose features associated with active authorized 
waterway improvement projects of the Corps is about one-half of the total 
estimated cost of completing all improvements, about one-half of 
$3,025,400,000. In 1955 the revised. cost allocation for irrigation alone on 
the Missouri River Basin Project was $2,235,749,000, of which only 
$385,528,000 is scheduled for eventual repayment without interest over a 
period of 40 years following a 10-year development period. The Bureau of 
Reclamation does not even attempt to justify expenditures of this magnitude 
for irrigation on the basis that expected increases in the value of. irrigable 
land and water will exceed costs. The magnitude of conceivable indirect Joss 
of wealth associated with navigation development is rather astounding. 


a The Corps’ procedure for analyzing projects might not be so “bad” if we had someone 
in the Bureau of the Budget, say. with a table of corrections; as it is, each Congressman, 
while perhaps recognizing the possibility of bias, must make his own subjective correc- 
tions. 

=TIf all wealth loss were attributed to an overestimation of benefits, the 50 per cent 
wealth loss would equal one-half of the Carps’ expected cost ($1,500,000,000). 
~ If all wealth loss were attributed to an underestimation of costs, the wealth loss: 
would exactly equal the Corps’ expected costs. 
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IV. Concluding Remarks 


The great pressure for uneconomic investment in navigation projects can 
really be understood only within the context of existing freight-rate structures. 
Construction of waterways becomes a tool for redressing alternative transport 
rates** and for obtaining special privilege. Since the taxpayer shoulders the 
burden of improvement and maintenance,” direct benefits to shippers need 
bear no relation to real social costs. In this connection it would seern that a 
relevant alternative to public investment in navigation might be the subsidy 
necessary to induce alternative transport companies to lower their rates to 
the expected water rate, If the per-unit cost of this subsidy should be lower 
than the public cost per unit shipped by water, greater social gains would 
accrue from use of the subsidy rather than public investment in navigation. 
Since the introduction of water transportation may inflict equity losses on 
existing transport companies which the Corps does not consider costs of 
navigation, it seems only fair that existing transportation companies be given 
the opportunity to compete in producing benefits via lower freight rates. One 
advantage of a subsidized purchase of lower freight rates would be that the 
subsidy could be extended generally and need not depend upon the good for- 
tune of a conveniently located river. ~ 

In a free society with both consumer and producer sovereignty, the only 
real test of a benefit is the willingness of people individually and collectively 
to pay for value received. Navigation costs ought to be reimbursed by the 
direct beneficiaries rather than by public subsidy for the following reasons: 
(1) Benefits are localized and accrue directly to shippers, receivers and con- 
sumers. Income transfers resulting from public subsidy of navigation may be 
inconsistent with socially accepted standards for income redistribution if 
people with relatively the highest local incomes benefit the most.?* It should 
be noted that only about 10 per cent of the intercity water-borne commerce 
is regulated by the ICC, The taxpayer has no assurance that monopolistic 
elements will not siphon off what benefits do occur. Further, public income 
transfers via changes in relative prices represent a denial of consumer sover- 
elgnty; it is. unlikely that consumers will be made as well off as they would 
be if given comparable monetary subsidies.?” (2) In view of the economic 


“Commission on Organization of the Executive Branch of the Government, op. cit., 
Vol. II, p. 1002; Vol. ITI, p. 1332. 

*For one of the best discussions, see: J. H. Frederick, professor of transportation, 
University of Maryland, “User Charges on the Waterways of the United States, ibid., 
Vol. IT, pp. 1299-316. 

” Illustrative example: The argument has been advanced that slack water navigation 
on the Snake River above Lewiston, Idaho, would facilitate the development of the 
area’s mineral resources; particularly, it would make available lime from a rather high- 
grade deposit currently inaccessible. Assuming that the price of lime to consumers would 
be only imperceptibly affected by the addition of a new low-cost deposit, most of the 
direct benefits from navigation in this case would accrue to the owners of Lime Point. 
Lime Point 5 currently owned by two people. This information was obtained during 
discussions with various individuals attending hearings ae by the Sorpe of Army 
Engineers at Lewiston, Idaho, July 2, 1956. 


"H. M. Southworth, “Economics of Public Measures to Subsidize Food Consurnkon j 
Jour. Farm Econ., Feb. 1945, X XVII, 38-65. 
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defects in existing benefit estimation procedures and the implied prospensity 
of the Corps to overestimate theoretical benefits, reimbursability might be 
the best insurance the public could have that expected benefits from public 
investment in navigation equal or exceed expected costs. 

Epwarp F. RENsHAW* 


* The author is a research assistant in the department of economics of the University 
of Chicago. 


Liquidity Preference and Loanable Funds Theories 
of Interest: Comment 


The recent publication in this Review of the article by S. C. Tsiang, 
“Liquidity Preference and Loanable Funds Theories, Multiplier and Velocity 
Analyses: A Synthesis,’ reopens a discussion which has never long been 
absent from the journals since the publication of Keynes’ General Theory. 
Tt is unfortunate that, for twenty years, so much time and attention have 
had to be devoted to the mere mechanics or logic of the relationship between 
liquidity preference and loanable funds forms of statement of interest theory, 
and with results that have frequently been to compound the confusion. Per- 
haps because of this focus of the discussion too little attention has been 
paid to some real questions of substance raised by Keynes’ contributions to 
interest theory. 

Nevertheless, a correct understanding of the relationship between the two 
forms of statement of interest theory does probably constitute an essential 
prerequisite to an intelligent discussion of substantive problems. Fortunately, 
Tsiang has now shown clearly what is wrong with certain former attempts to 
reconcile the two methods of statement, and has, at least for one specific 
set of period-analysis assumptions, provided a clear reconciliation between 
the two. It is only to be regretted that his analysis was not more general, 
that it was not clear on the relationship between equilibrium and disequilib- 
rium (statics and dynamics), and that he did not consider what this author 
believes to be some of the more relevant questions of substance. 

More specifically, we shall argue that: (1) Contrary to Tsiang’s view, 
liquidity preference and loanable funds theories have different subject matter: 
the former identifies an asset-holding equilibrium, the latter (unless it is a 
mere trivial rearrangement of the former) deals with what happens in 
disequilibrium. (2) Tsiang’s specific period assumptions cause him to miss the 
crucial question for loanable funds analysis—at base, an empirical one— 
which relates to the speed of the hoarding or dishoarding flows which occur 
when stock equilibrium does not exist. (3) Tsiang’s apparently unconscious 
assumption that these flows are very rapid means that the speculative ele- 
ment must dominate short-run interest rate determination. (4) Tsiang’s 


1 Sept. 1956, XLVI, 539-64. The present note relates only to the interest-rate portion 
of Tsiang’s article. The author would have somewhat similar comments regarding the 
multiplier-velocity section, but that is another subject. See, however, a related discussion 
in G. Ackley, “The Multiplier Time Period: Money, Inventories, and Flexibility,” Am. 
Econ. Rev., June 1951, XLI, 350-68. 
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identification of the transactions demand for money with the level of current 
consumption plus investment rests on questionable assumptions and lacks 
generality. (5) The universal assumption in loanable funds analyses, includ- 
ing Tsiang’s, that income effects on saving and investment are lagged although 
interest rete effects are simultaneous is an empirically implausible one. — 

The above points are made (in not quite this order) in Section I. In 
Section II some broader problems are briefly considered. 


I. The Two Theories Compared 


1. By now it should be clear that any analysis of the interest rate can 
only be conducted within the framework of a completely specified macro- 
economic model, in which all other relevant economic magnitudes are like- 
wise determined. Consider, for example, the macroeconomic model repre- 
sented by the following set of familiar equations. This is a static or equilib- 
rium system. It is basically “classical” in its tabor-market and output 
assumptions, but incorporates as well Keynes’ consumption function [in (4) ], 
and his liquidity preference or speculative demand for money analysis 


[in (8)]. 


(1) Y= Y(N) (Aggregate production function) 


W 
(2) N=N (=) (Supply of labor function) 
W dY . , 
(3) m = IN (Condition for labor market and output equilibrium) 
' 


(4) C=C(Y,r) (Consumption function) 

(5) =r, VY) (Investment function)? 

(66) Ys=C+I (Condition for income equilibrium) 
(7), Mp = KPY (Transactions demand for money) 

(3) Ms = L(r) (Speculative demand for money) 

(9) M = Mr+ Ms (Condition for monetary equilibrium) 


where 
Y = aggregate real output, real income 
N = aggregate employment 
W = money-wage level 
P = general price level 
C = planned or desired consumer expenditures (in real terms) 


I = planned or desired investment expenditures (in real terms) 
*The author would prefer to omit the F, but defers to Tsiang’s example. 
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r = rate of interest 
Mr = required or desired transactions balances 
K.= fraction of money income required for transactions balances _ 
aM = planned or desired speculative balances 
M = total stock of money, exogenously determined 


The verbal descriptions which follow the equations are only for convenient 
identification, and are not to be taken in any other way. In particular, the 
labels given to equations (3), (6), and (9) are entirely literary. One could 
as well attach any of these three labels to any of the three equations. The 
point is that this is a system of simultaneous equations whose solution (if 
one exists) requires a set of variables which simultaneously satisfies all nine 
equations. If a particular set of variables satisfies any eight but not the 
ninth, then values of all variables maj y have to change before a set is found 
that satisfies all nine. 

In particular, it is fruitless to pick out any one equation [for example, (8) |, 
or even any four of these equations [for example, (4), (5), (6), and (8)], 
as being the ones determining the rate of interest (along with the other 
variables which these equations contain}. For through these other variables, 
which appear in other equations of the system, the rate of interest is linked 
into a system of mutual interdependence involving all variables and all 
relationships. It is clear that we can never consider a theory of interest in- 
dependently of the larger macroeconomic model in which it is included. 

Suppose that we now attempt to revise the previous system of equations 
to include the usual loanable funds fcrmulation. Instead of the equation for 
the supply and demand for money 
(9) M = Mr + Ms 
we substitute one for the supply and demand for loanable funds 

S+AM + DH =I 

where S is saving, AM is money creation (exogenous), and DH dishoarding. 
For S, we can clearly substitute (Y — C). Dishoarding (which, if negative, 
is hoarding) must in some sense represent the difference between the money 
which people actually hold and that which they desire to hold. Thus it might- 
be written: DH = M — My — My. The loanable funds equation therefore 
would become: 
(10) | (VY —C)+AM + (M — Mr — Ms) =I : 

It is quite easy to see, however, that, as long as we are dealing with a 
static or equilibrium system, in which all relationships hold simultaneously, 
this constitutes a trivial rearrangement of the previous set of equations. For, 
by equation (6), we know that Y — C = J. We can therefore subtract equals 
from both sides of (10) to leave 

AM + (M — Mr — Ms) = 0 
M+AM = M,r+ Msg 


or 
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We can also easily appreciate that the system cannot be in equilibrium unless 
AM should be zero; otherwise [see equations (7} and (8)] either z or PY 
would have to be constantly changing. Thus, in equilibrium, equation (10) 
becomes identical with.our former (9). 

We can conclude, therefore, that in an equilibrium or static model, it 
makes no difference whether we include the supply and demand for money 
[equation (9)], or the supply and demand for loanable funds [equation 
(10) ]. This does not directly confirm or contradict any conclusion of Tsiang’s, 
whose analysis, from the beginning, is couched in dynamic terms. 

2. Once we make~ur analysis dynamic, it is not necessary that all of the 
above equations, whicn uefine positions of equilibrium, should always simul- 
taneously be satisfied, nor is AM necessarily zero. Thus equations (9) and 
(10) need not, by subtraction .of equals, reduce to the same thing. We may 
therefore proceed to a comparison of loanable funds and liquidity preference 
theories in a dynamic model. 

The first simplification that we make is to assume prices to be rigid, thus 
splitting off the first three equations (or their equivalent). That is, “supply 
considerations” are ignored, and output is made to depend upon demand alone, 
(By the same token, all relationship between M and P is denied, which is 
the whole burden of the “quantity theory”). It is significant that all Joanable 
funds analysis of the interest rate seems to be conducted on these assump- 
tions. So, too, of course, is much “liquidity preference” analysis.® 

The second simplification that all loanable-funds theories embrace is to 
introduce a lag in the effect of income changes on consumption (saving) and 
investment, although the interest rate effect remains simultaneous, Thus 
equations (4) and (5) become 


(4.1) Ci: s3 C(V iar) 
(5.1) I: = I(r, Yi) 


The empirical validity of these lag assumptions is discussed below in para- 
graph 4. Their strategic importance in loanable-funds analysis, like the 
assumption of rigid prices, is that they permit us to have a “theory of in- 
terest” which is, at least in the very short run, independent of the larger 
macroeconomic model. Last period’s income, now merely a datum, determines 
the level of this period’s saving and investment schedules, which, together — 
with dishoarding and money creation, determine this period’s rate of in- 
terest. These also determine this period’s income, but the process is one- 
directional; there is no current “feedback” from income to saving, invest- 
ment, and the interest rate, . 

The methodological significance of these simplifying assumptions is con- 
sidered briefly in Section II. For the present, we proceed to see how saving 
and investment may be incorporated along with money creation and hoard- 
ing into an analysis of the supply and demand for loanable funds. The first 


7But because the liquidity preference analysis is static, and therefore simpler, it is 
easier to include it in a larger model which retains “supply considerations” and the price 
level. 
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basic problem we face is one of waits. (This problem arises equally in our 
previous manipulation of the equilibrium system, but the solution or even 
recognition of it makes absolutely no difference in that context.) Keynes’ 
supply and demand for money analysis dealt with a stock of cash and the 
demand for that stock. Stocks are noi expressed in terms of a time unit; 
flows (like saving and investment) are. The stock of cash is $500 billion, not 
$500 billion per day or per year. Flows, however, must have a time unit stated 
or implied. What the stock analysis says is that there are certain combinations 
of interest rate (r) and money value of income (PY) at which the total 
actual stock of cash will be willingly held. Given any of these combinations 
of ry and PY, wealth holders will be in equilibrium with respect to their-cash 
holding; there will be no incentive either to net hoarding or dishoarding. 
But at all combinations of r and PY other than these, the actual stock, M, 
would diverge from the desired stock, Mr -+-My, and hoarding or dishoarding 
would occur as individuals attempted “o alter their portfolios either by selling 
securities for cash (hoarding), or by using idle cash to buy securities (dis- 
hoarding). These kinds of transactions either absorb loanable funds or supply 
them, and thus should be included alcng with saving, investment, and money 
creation in an analysis of the interest rate. (Another way of putting it is that 
either hoarding supplies or dishoarding absorbs securities, and thus should 
be included, along with the demands for securities from savers and banks, 
and the supply from. Investors, in an analysis of security prices.) 

The trouble is that the difference between two stocks (the actual and the 
desired stocks of cash) is still measured in stock terms; it has no time dimen- 
sion. But it is to be added to or compared with flows (saving, investment, 
and money creation) that can only be expressed in terms of a time unit. 
Obviously one further piece of information is required. When there is a 
difference between actual and desired stocks of cash—say, an excess of $500 
million of actual over desired—we need to know how fast this difference is 
released into the market. Is it at the rate of $10 million per day (for fifty 
days), of $100 million per day (for five days), or at a rate of $1000 million 
per day (for one-half day) ?* This is an empirical question about the behavior 
of wealth holders that our stock analysis—normally framed only in equili- 
brium terms—never raises, much less answers. But it is obviously not only 
relevant but indispensable for a loanable funds, disequilibrium analysis. 

Tsiang assumes the answer to this question in his discussion, but without 
appearing to realize that it is an empirical question. The excess is dumped 
into the market instantaneously (the market is open only for an instant at 
the beginning of the day) so that every day actual cash holdings just equal 
those desired. 

Now it is indeed plausible to assume that portfolio adjustments can and 


*We must not fall into the trap of assuming that release at one of these rates (e.g. 
$100 million per day: will continue for the time specified (e.g., five days) and then be 
completed. Until or unless the actual steck of M, or r and PY which determine the 
desired stock, should be altered, the excess vill remain. However, the attempts to release 
the stock at one of these rates will affect r or PY, in a way which it is the object of our 
analysis to determine. 
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do occur very rapidly, although it is necessary to repeat that this is an 
empirical assumption. But are the consequences of this clear? What would 
be the results of another assumption? If we were to assume, for example, 
that the release of excess funds (or securities) were very slow, the conse- 
quence would be that the Keynesian speculative demand would play relatively 
little role in short-run interest rate determination. On the other hand, the 
Tsiang quick-release assumption has the consequence that the short-run 
determination of the rate of interest must be largely dominated by these 
portfolio-adjusting transactions—zi.e., by Keynes’ speculative demand for 
money schedule. Accepting Tsiang’s timing means that the daily amounts of 
saving and investment, whatever the interest rate, must be extremely small 
compared with the amounts of funds that can be withdrawn or supplied 
through portfolio adjustment. For the amount of hoarding that can occur 
in one day (on Tsiang’s assumption) is limited only by the total amount of 
securities outstanding, which must be hundreds of times as large as daily 
saving; the amount of dishoarding by the total of idle cash. Even with a very 
moderate interest-rate elasticity of the Keynesian speculative demand schedule 
(in stock terms), the magnitude and slope (with respect to r) of the hoarding- 
dishoarding component should completely swamp saving and investment in 
the supply and demand for funds, Tsiang’s graph® makes saving and dis- 
hoarding of roughly equal importance in the supply of funds. Drawing a 
conventional loanable funds diagram (Tsiang’s is somewhat unusual), but 
incorporating a recognition of the much greater potential magnitude of the 
dishoarding component, we should have a situation like that pictured in our 
Figure 1. 

In Figure 1, H and SS represent initial saving and investment schedules, 
r, is the market rate of interest, and this is an equilibrium situation with zero 
money creation and zero dishoarding. A shift in the investment schedule to 
I'l’ raises the market rate of interest to 7m, at which rate the demand for 
funds, OD, is equal to the supply, which now includes not only saving in 
the amount OB, but also money creation in the amount BC, and dishoarding 
in the much larger amount CD.° Because our diagram assumes a large 
elasticity of the dishoarding component of the supply of funds, the interest 
rate has been raised only very slightly despite a large increase in investment 
demand. Although income will also change in this same period, the invest- 
ment and saving schedules depend on last period’s income, and can thus be 
considered as given. ` 

Why is it important whether the rate of interest rises a little or a lot in 
response to an increase in investment demand, or falls a little or a lot in 
response to an increase in the propensity to save? 


€ Op. cit., Figure 2, p. 549. 

*In Figure 1, AM has been shown as a function of r, a relationship frequently hypoth- 
esized. Previously we considered M and AM exogenous. If the latter is preferred, the 
S- AM curve should be shown as parallel to the § curve. Tsiang’s assumption, that cur- 
rent M is a function of current r, raises stock-flow problems identical with those dis- 
cussed above in connection with hoarding and dishoarding—i.e., problems of the speed 
of the banks’ actions to adjust portfolios. 
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Knut Wicksell long ago pointed out that when a shift occurred in saving 
or investment schedules, altering the “natural rate” of interest (as from 
fo to ry in Figure 1), the banks would probably fill all or part of the gap 
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opened up between saving and investment at the former rate of interest, thus 
preventing the change in the market rate of interest which would otherwise 
have occurred, and which, had it occurred, would have stabilized the aggregate 
demand for goods and services—the sum of consumption plus investment 
spending. Since aggregate demand is not stabilized by the interest rate, 
inflation or deflation must occur in the price level, continuing until the 
natural rate happens to return to equality with the market rate, or until the 
banks are forced or induced (by exhaustion or accumulation of reserves) to 
let the market rate find the new natural level. (Since he assumed perfectly 
flexible wages and prices, only price and wage changes but neither unemploy- 
ment nor increased output could result.) 

What Keynes’ speculative demand for money analysis added was the idea 
that, even if the banks could be made to behave, and the quantity of money 
were stabilized, private wealth holders would systematically hoard or dis- 
hoard in a way that would prevent the adjustment of the rate of interest to 
changes in its natural level, thus again requiring changes in the aggregate 
demand for goods and services. (Because Keynes assumed rigid wages, an 
alteration of aggregate demand would produce changes in real output and 
employment. However, if we substitute flexible wages, the result is, like 
Wicksell’s, indefinite inflation or deflation.)’ In other words, Keynes’ specu- 
lators play the same role as Wicksell’s banks in preventing the interest rate 
from performing its classical function of stabilizing aggregate demand against 
shifts in saving or investment propensities.? What is thus at issue in the. 


1 Which proceeds until desired transactions balances are sufficiently altered by price- 
level changes that the rate of interest can again find its “natural level.” 

®%t is interesting to reflect upon the similarity of the behavior ascribed by Wicksell. 
to bankers and by Keynes to wealth holders in general. Wicksell suggested that the 
initiative for changes in the volume of bank lending did not usually originate with the 
banks but arose from fluctuations in investment prospects. A temporary reduction of 
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question of the speed of the hoarding or dishoarding adjustments is whether 
speculation interferes seriously or only to a minor extent with the stabilizing 
influence which the interest rate would otherwise automatically have on 
aggregate demand (assuming AM were zero). Similarly, the empirical sig- 
nificance or triviality of Wicksell’s proposition depends on whether the mag- 
nitude of the potential flow of money creation by banks is great or small 
relative to current saving and investment flows. 

If the view expressed above is correct, that the slope of the hoarding- 
dishoarding schedule dominates the short-run determination of the interest 
rate, then the rate of interest is, in the short run, a very poor automatic 
stabilizer indeed; and other adjustments, operating through changes in out- 
put and employment or wages and prices, or both, must bear the initial 
brunt of changes In saving or investment propensities, (Actually, in the 
particular model represented by our equations—which, like Wicksell’s as- 
sumes perfectly flexible wages and prices—the interest rate would, in tte end, 
fully adjust to any new conditions of thrift or productivity of investment, 
leaving real income at its initial level. But in the short run aggregate demand 
must shift, altering the positions of S, Z, and DH schedules, until the adjust- 
ment is completed.) 

3, There is one problem overlooked in the foregoing formulation, and it is 
a problem to which Tsiang pays particular atten-ion. In determining the 
amount of hoarding or dishoarding (speculative supply or demand for 
securities), we must first subtract from the total stock of money the current 
transactions demand. Tsiang appears to consider one of his most important 
contributions to be the explicit formulation of this element as the sum of 
today’s consumption plus investment. In our view, this particular result 
lacks either generality or great significance. The transactions demand (a 
stock variable) is equal to the sum of one day’s flow of consumption plus 
investment only on some very special assumptions. These include, apparently, 
the assumption of complete integration in business, the assumption tkat all 
income payments are simultaneous, and, as well, the impossible “perfect 
overlapping” of payment periods.® It would seem to be more general simply 
to specify current transactions demand as some fraction (multiple) of the 
current level of income (PY). More damaging to Tsiang’s argument is the 
possibility—-which could easily be defended on grounds of realism—that the 


investment incentives would reduce the volume of new security issues. Savers, wiling to 
absorb the same volume of securities as before, would tend to bid up security prices. As 
security prices rose above “normal” levels, banks would sell from their portfolios, in 
order to secure capital gains and to avoid later capital losses. This normal and rational 
(speculative) action by banks prevented security prices from rising as far as they other- 
wise would. Keynes merely observed that rational nonbank wealth holders had the same 
stability of interest rate expectations as banks, and the same desire to make capital gains 
and avoid capital losses, with the same consequences. However, while institutional 
changes or central bank controls could cure the destabilizing behavior of banks, private 
speculation may not be so easily handled. 

*See H. S. Ellis, “Some Fundamentals in the Theory of Velocity” Quart. Jour. Econ., 
May 1938, LII, 431-72; reprinted in Readings in Monetary Theory (Philadelphia, 1951), 
pp. 89-128. 
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transactions demand may depend not on current but on lagged income. 
Although there can be no great objection to Tsiang’s particular formulation, 
it is certainly not a matter for immutable generalization, in the light of 
which one should (as does Tsiang) criticize as clearly wrong Keynes’ discus- 
sion of the “demand for finance.” 

Even though we may grant, with Tsiang, that a change in the current 
volume of total demand (C +. 7) may involve a concurrent change in the 
transactions demand, thus affecting the current rate of interest, the important 
fact would still appear to be that the speculative release or absorption of 
funds is, in the short run, the more significant influence on the interest rate. 
Given speculators’ interest rate expectations, speculative sales and purchases 
of securities will dominate the short-run determination of security prices 
(just as such sales and purchases dominate the short-run determination of 
wheat or cotton prices). 

4, It was pointed out earlier that all loanable funds analyses of interest 
assume that there are lags in the reaction of saving and investment to income 
change. Otherwise, it would not be possible to draw unambiguous schedules 
of saving and investment (as functions of 7) at all. It is, again, an empirical 
judgment, probably carelessly made, that justifies this treatment. The writer 
is not disposed to quarrel with the assumption of these lags. But as one thinks 
at all about the realism of these lag assumptions, he is certainly led to ques- 
tion the empirical assumption, invariably made in loanable funds analysis, 
that while the effect of Y on saving and investment is lagged, the effect of 7 
„is simultaneous. Consider first the saver. If we adopt a Robertsonian view 
of his institutional setting and intellectual processes, we could as well lag 
the interest rate as the income effect: we could have him decide, at the begin- 
ning of the day (knowing yesterday’s but not today’s income and interest 
rate), what he would consume and save; and carry out that plan, regardless 
of what today’s income and interest rate turned out to be. (The usual assump- 
tion causes him to revise his plan if the interest rate changes but not if in- 
come changes!) This would leave for current decision, in the light of in- 
stantaneous developments in the. loan market, only his portfolio adjustment, 
ie., what he should do with his current new saving plus his accumulated 
past savings (the latter, of course, being by far the larger component). Think- 
ing more realistically about actual consumers, we are led to doubt the im- 
portance of any effect of the interest rate on saving. But even if we accept 
such an effect, we are surely led to suppose that any effect of interest rate 
change that may exist is likely to be at least as slow in appearing as is the 
effect of income change. This would suggest that the saving schedule in 
Figure 1 should be a vertical line. 

On the investment side, too, one wonders whether the interest rate effect 
should not also be lagg ged. To be sure, the timing of borrowing (which is 
what is relevant to the market rate) may very well be advanced or delayed 
depending on current market developments. But to the extent that this is 
independent of the actual expenditure of the borrowed funds, then we are 
dealing again with a speculative hoarding-dishoarding situation, based upon 


COMMUNICATIONS 671 


the relation of current to expected future rates of interest. Thus the invest- 
ment schedule might also become vertical. l 

If we should go all the way and make both saving and investment inde- 
pendent of the current rate of interest (though dependent, at leas: in the 
case of investment, on an earlier rate level), then the short-run rate of interest 
would depend even more heavily on the terms on which wealth holders are 
willing to release or absorb funds, and the banks to create or extinguish therm. | 
In these circumstances, the level of income—and perhaps other variables— 
would have to absorb almost the full effect of discrepancies between savirg 
and investment (although in the longer run the rate of interest might still 
play a major role). 

5. From the foregoing, it should not be difficult to understand why tke 
Keynesian formulation in terms of stocks is usually identified with a static cr 
equilibrium theory, and the loanable funds with a dynamic analysis. The 
usual liquidity preference formulation does not progress beyond the identificz- 
tion of an asset-holding equilibrium [equation (9)], the situation in which 
the supply and demand for money are equal. The loanable funds analysis, 
however, if it is to constitute anything more than a trivial rearrangement af 
the stock analysis, must consider hoarding or dishoarding as a flow of funds, 
positive or negative (ż.e., nonzero) in amount. But this involves a disequilib- 
brium situation with respect to stocks, For this analysis we need more infor- 
mation than the stock analysis provides—namely, we need to know something 
about the speed of these disequilibrium fiows. 

The difference of subject matter between the two theories is analogous to 
the difference between capital theory and investment theory. Capital theory 
-usually deals with the conditions of capital stock equilibrium—a state oi 
zero net Investment. Investment theory, on the other hand, deals (or should, 
with this question: how fast—at what rate—will the (nonzero) flow oZ 
investment occur when the capital stock is not in equilibrium? As is the case 
for loanable funds analysis, investment theory requires more information 
than is provided by capital theory. 

One could also put it that the loanable funds analysis is broader, because 
it includes within its scope both equilibrium and disequilibrium positions. 
That is, when DH and AM are respectively equal to zero, the system is ir 
equilibrium (as far as monetary relationships are concerned). In this special 
case, the equality between the supply and demand for funds reduces to an 
equality between saving (the only remaining element in the supply of funds) 
and investment. This equality is formally identical with the equality between 
income and the sum of consumption and investment, a proposition associated 
with the liquidity preference analysis. 

It seems to be a matter of literary taste whether we express it that the 
theories are identical (because they predict the same equilibrium values), that 
the liquidity preference theory is more fundamental (because it identifies 
the equilibrium), or that the loanable funds theory is more general (because 
it can handle both equilibrium and disequilibrium). In any case, the two 
are closely related, and, properly understood, not in conflict. 
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Il. Some Problems of Interest Theory 


We close with two final and more general observations on interest theory. 

1. Keynes’ innovations in the field of interest rate theory were of two 
kinds. In the first place, he formulated the problem in stock rather than in 
flow terms. In the second place, he postulated a kind of behavior by wealth- 
holders (the speculative demand for money), which had either not been 
considered in the previous literature, or the significance of which had not 
previously been grasped. The first of these innovations is one of form, the 
second of substance. The preoccupation of most subsequent discussion with 
the matter of form seems to have had the consequence that the substance of 
Keynes’ contribution to interest theory has received insufficient examination. 
Some critics have tried to show the superiority of any loanable funds ap- 
proach, or the error of any stock approach. Others, sensing that there need be 
no conflict, have tried, with generally unhappy results, to show how the 
Keynesian speculative demand can be incorporated into a leanable funds 
framework. In so doing, they have, like Tsiang, not examined the substance 
of what Keynes had to say about speculative behavior. Still awaiting really 
adequate examination, therefore, are these among other questions about 
Keynes’ substantive innovation: 

A. Keynes tended, despite formal disclaimers, to assume a stable specula- 
tive demand schedule, and to deal only with movements along this schedule. 
That is, he assumed a given level and structure of interest rate expectations 
by wealth-holders. But how important are movements along a given schedule, 
as compared with shifts in the schedule (that is, changes in the level or 
structure of interest rate expectations)? What are the causes of such shifts 
(other than changes in central bank policy, or in the financial community’s 
understanding of that policy}? : 

B. May not a change in the current interest rate itself cause changes in 
the level of expected future rates; sometimes even a larger change in ex- 
pected than in present rates? What determines whether the elasticity of in- 
terest rate expectations is zero or less than one (as Keynes assumed), one 
(as the classical writers in effect assumed by ignoring the problem), or 
greater than one (as fears of “disorderly market” seem to assume)? 

C. Although some extension of asset preference theory has occurred, in 
particular by bringing in loans of different maturity in place of Keynes’ single 
rate, much asset preference theory is purely formal, lacking the substance 
which—correct or not—Keynes’ ideas had. In particular, there is urgent 
need for the development of a theory, with empirical substance, that includes 
shares as well as bonds and money. (Keynes had some striking things to say 
about the determination of share prices, but they were not integrated with 
his asset theory, which assumed that people either owned capital goods, 
bonds, or money.) 

2. We began by noting that any analysis of the interest rate must be 
conducted within the framework of a completely specified macroeconomic 
model. We argued, therefore, that it was not possible to speak of an interest 
rate theory independently of the larger model. The way in which loanable 
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funds theories escape this problem is to assume a structure of lags such that 
the current values of income and certain other variables do not affect (al- 
though they are affected by) the current determination of the rate of interest. 
We have questioned the reasonableness of these specific lag assumptions. But 
even if a particular structure of lags should permit us to isolate the short- 
term determination of the rate of interest from the larger framework of.a 
macroeconomic model, the larger framework is still there, and is more im- 
portant than the little detail we have pulled out. At best, the usual loanable 
funds analysis Js a “one shot,” single-stage affair. This kind of dynamics is 
not necessarily better than statics. What we need, rather, is a process analysis, 
which links today’s values not only with yesterday’s but with tomorrow’s 
and those of the day after. 

It is now generally understood that what happens in disequilibrium depends 
on the relative speeds and sequences of adjustment of the various economic 
subjects to changing events (values of variables). With different assumptions 
about these speeds and sequences we can get very different patterns of move- 
ment of variables in disequilibrium. Also, depending on the same speeds and 
sequences, the equilibrium of the model may be highly stable (ż.e., quickly 
re-established), barely stable, or unstable. To carry forward a process analysis 
even of the interest rate thus requires that we know the speeds and sequences 
of all other adjustment in the system—of wage changes to employmert, of 
consumption changes to income, of output changes to aggregate demard or 
real wage, etc. Disequilibrium analysis, just as much as equilibrium analysis, 
requires the iramework of a completely specified macroeconomic model.?° 
The lack of such a framework constitutes the most serious limitation of the 
usual loanable funds analysis of the interest rate. 

GARDNER ACKLEY* 


2 Tt is for this reason that we have not attempted to present a dynamic model cor- 
responding to the static one presented earlier. The most strategic element in such a 
(short-run) model is, in our judgment, not the interest rate equation but the complex 
equation or equations describing the short-run adjustment of output to changes in demand. 
These output (or inventory) reactions must be specified for any process analysis even of 
the interest rate. To present and defend a model with even faint claims to realism is 
most difficult (see G. Ackley, loc. cit.), and would be inappropriate here. 


* The author is professor of economics at the University of Michigan. 


Reply 


I shall discuss the five objections which Gardner Ackley has raised to my 
previous article in the order in which they are enumerated at the beginning 
of his comment. 

1. In spite of my endeavor to show that the liquidity perference theory 
and the loanable funds theory are really different ways of saying the same 
thing in the analysis both of stationary equilibrium and of dynamic process, 
Ackley insists that the two theories have different subject matters. According 
to him, “the former identifies an asset-holding equilibrium, whereas the latter 
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deals with what happens in disequilibrium.’* He admits that in a stationary 
equilibrium, the two theories can be easily identified, although he calls the 
latter “a mere trivial re-arrangement of the former.’ Tn any other situation, 
however, he balks at the attempt to reconcile the two theories, because he is 
of the opinion that the liquidity preference theory “never raises, much less 
answers” the question of asset-adjustment should the existing asset-holding 
position get out of equilibrium.* This actually constitutes the substance of 
his second objection to which we shall presently turn. 

Before we do, I should like to express my doubt whether the liquidity 
i preference theory as Ackley understands it, viz. the original Keynesian 
version that lays emphasis chiefly on the speculative demand for money, is 
consistent with a state of general stationary equilibrium as implied in his 
illustrative model. For, according io Keynes, the speculative demand for 
money (liquidity preference proper) owes its existence mainly to the general 
expectation that the rate of interest will be different from what it is. If 
every economic variable should attain its equilibrium value and hence pre- 
sumably no further changes were tc be expected, then the speculative demand 
for money would be nonexisient.* 

2. Ackley contends that “the difference between ... the actual and desired 
stocks of cash is still measured in stock terms.’® It cannot be given a time 
dimension and made comparable and additive to flows of savings, investment, 
etc. ina dynamic theory of interesi, unless we know the speed at which the 
desired changes in the stock of cash can be carried out.® 

I doubt very much whether the concept of the speed of adjustment of the 
actual cash holding to the desired cash holding (as distinguished from the 
time lag in decision making) is of much help in this connection. Speaking in 
microeconomic terms, there is no reason to believe that the adjustment of 
one’s cash holding by, say, $10,000 would necessarily take any longer than 
(let alone ten times the time required for) the adjustment of one’s cash hold- 
ing by $1,000. What then is the speed of the adjustment of one’s cash hold- 
ing? Surely the speed is so flexible and capable of so great variation in 
accordance with the magnitude of the desired adjustment as to make it 
meaningless to speak of a speed. In macroeconomic terms, the situation is 
not much different. Judging from the enormous fluctuations in the volume 
of transactions per calendar day that are capable of happening on the stock, 
bond and money markets combined, we must conclude that the speed of 
adjustment of aggregate idle cash holdings is also extremely variable In 


* See p. 662 above. 

2 See p. 664 above. . 

2 See p. 666. See also p. 671 on which he states, “The usual liquidity preference formula- 
tion does not progress beyond the identification of an asset~holding equilibrium, . . . the 
situation in which the supply and demand for money are equal.” 

“See Section 3 below for more discussion on this point. See also D. H. Robertson, 
“Alternative Theories of the Rate of Interest,” Econ. Jour., Sept. 1937, XLVI, esp, 
p. 433. 

* See p. 666 above. 


® Loc. cit. 
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accordance with the aggregate magnitude of adjustments that are desired. 
That is why it seemed to me as reasonable an assumption as any that what- 
ever changes in the stocks of idle cash may be desired can be carried out 
instantaneously when we are dealing with a minimum time unit, the Robert- 
sonian “day,” which is presumably much longer than a calendar day. 

.3. Ackley contends that if the adjustment of the holdings of cash balances 
to changes in the interest rate Were as quick as I assumed, the speculative 
element would dominate short-run interest rate determination. 

He argues that since “the amount of hoarding that can occur in one day 
(on Tsiang’s assumption) is limited only by the total amount of securities 
outstanding, which must be hundreds of times as large as daily saving; the 
amount of dishoarding [is limited] by the total of idle cash,” hence “the 
magnitude and slope (with respect to r) of the hoarding-dishoarding compo- 
nent should completely swamp saving and investment in the supply and 
demand for funds,.’” This is equivalent to saying that because the absolute 
limit to certain variable is very large, the actual magnitude of that variable 
must be very large too. In my opinion there is far more theoretical ground to 
believe that normally the flow of hoarding or dishoarding is unlikely to be 
an overwhelming component in the demand or supply of funds than otherwise. 

Although Ackley regards much of post-Keynesian asset-preference theory 
as “purely formal, lacking the substance which—correct or not—-Keynes’ 
ideas had,” these later discussions have at least made it clear that what 
Keynes described as speculative adjustments of the holdings of long-term 
securities and idle cash are really speculative arbitrages between the long- 
term interest rate and the average of the current and expected future short- 
term rates.? The discussions of the relationship between the long and short 
ratés since the General Theory have made it quite clear that speculative 
selling of long-term securities in expectation of a future rise in the long-term 
rate by and large merely causes a shift of funds from the long-term capital 
market to the short-term money market (and vice versa}. There is no reason 
to expect, in normal circumstances anyway, that the speculator who sells his 
long-term securities will hold the proceeds in idle cash.?° 


* See p. 667 above. 

? See p. 672 above. 

” See particularly, J. R. Hicks, Value and Capital (Oxford, 1939) Ch. XI, pp. 141-32; 
N. Kaldor “Speculation and Stability,” Rev. Econ. Stud. Oct. 1939, VII, 1-27; M. 
Kalecki, Essays in the Theory of Economic Fluctuations (London, 1939), pp. 107-15; 
D. H. Robertson, “Mr. Keynes and the Rate of Interest,” Essays in Monetary Theory 
(London, 1940) esp., pp. 29-33; S. C. Tsiang, “A Note on Speculation and Income 
Stability,” Economica, Nov. 1943, N.S., X, 286 and D. H. Robertson, “Some Notes on 
the Theory of Interest,” Money, Trade and Economic Growth, in honor of J. H. Wi- 
liams (New York, 1951), pp. 193-209. 

“See Kaldor, op. cit., pp. 13-14, Tsiang, of. cit, pp. 286-88 and Robertson “Some 
Notes on the Theory of Interest,” op. cit., pp. 205-08. It is of considerable interest for Dog- 
mengeschichte that this is in fact Keynes’ own view in his Treatise. The bears will either put 
the proceeds of their sales in savings deposits, or use the “bear funds” to buy Treasury 
bills, to grant loans to the money market at call, or simply to pay off their margin 
debts to brokers. See Keynes, A Treatise on Money (London, 1930), Vol. I, p. 252. 
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Thus, when we have for the sake of simplification aggregated the long-term 
and short-term capital markets inta a single market with a single rate of 
interest, as I tacitly did in my article under comment, we may regard specula- 
tion in long-term securities as an activity which merely shifts the pressure of 
excess demand or supply from one sector of the aggregate money market to 
another sector, but which does not by itself lead to wholesale draining away of 
funds from the market into idle speculative cash balances or conversely, no 
matter how rapidiy portfolio adjustments are made. It is for this reason that 
I believe that hearding or dishoarding is unlikely to be an overwhelming 
factor in the determination of the interest rate unless the short-term rate has 
already reached such a low level that it barely compensates for the cost and 
bother of investing idle funds in skort-term assets. It is for this reason also 
that I prefer the more old-fashioned term “idle cash balances” to the term 

“speculative cash balances,” as I believe the main reasons for holding idle 
balances in excess of transaction requirements are precaution and inertia 
rather than expectation of future changes in interest rate or in values of 
long-term assets. 

4. Ackley criticizes my identification of the transaction ‘demand for money 
with the level of current consumption plus investment as resting on question- 
able assumptions and lacking generality. He maintains that “it would seem to 
be more general simply to specify current transactions demand as some 
fraction (multiple) of the current level of income (PY)”?? as he does in equa- 
tion (7), viz., Mp = KPY.” 

- He does not seem to realize, however, that so long as K is assumed to be a 
constant, one can always vary the time unit chosen for the measurement of 


1 . : 
money income by ra times so that the above equation can be reduced to 


My = PY. Surely he should have no objection to this procedure, since else- 
where in his comment he asserts that, with Keynes’ supply and demand- for 
money analysis (the liquidity preference theory), the choice of time unit 
“makes absolutely no difference.’"4 With such an equation for the transaction 
demand for money as his equation (7), the choice of time unit can only be 
said to make absolutely no difference to the demand for money and the 
equilibrium interest rate if K varies in exact inverse proportion to the length 
of the time unit chosen for the measurement of income flow, so that, whatever 
the time unit chosen, the transaction demand for money would remain the 
same. 

Our identification of the transaction demand for money with the level of 
current consumption plus investment was merely the expository device of 
adopting as a time unit the period during which the average velocity of 
transaction balances is unity. It rests on no more questionable assumptions 
and is no less general than to szecify current transaction demand for money 


“ See T'siang, op. cit., pp. 290-2. 
™ See p. 669 above. 

** See p. 663 above. 

* See pp. 665-66 above. 
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as some constant fraction (or multiple) of current money income. 

Even when this velocity (or fraction) is not constant, as in times of hyper- 
inflation or possibly even when there are very large changes in the interest 
rate, we would merely have the embarrassment that the time unit we heve 
adopted is not a constant one and that a stable income flow measured in 
our flexible time units may be actually expanding or contracting when 
measured in some constant natural time units, Nevertheless, this possibility 
does not detract from the value of this expository device in clarifying che 
true nature of the “demand for finance” and in cemonstrating that changes 
in the investment demand for funds or in the propensity to save have a 
direct effect upon the interest rate instead of having merely an indirect effect 
through the multiplier process. 

5. Ackley further criticizes as empirically implausible the universal assump- 
tion in loanable-funds analysis that income effects on savings and investment 
are lagged although interest effects are assumed to be simultaneous. Since, 
however, the interest rate is a sort of price—the price for loans according to 
the loanable funds theory and the price for the holding of money balances 
according to the liquidity preference theory—it surely is evident that at 
least some effects of the price upon various elements of demand and supply 
are immediate, The function of price in a market without rationing or restric- 
tion is to bring the current (not lagged) demand and supply into equality. 
Conversely, the price can be said to be determined by the equilibrium between 
the demand and supply, only when demand and supply are, at least partially, 
unlagged funciions of the current price. If:the effects of the price (the 
interest rate in the present case) should all be lagged, there is nothing left 
to determine the rate of interest in the present. 

I would not deny that past interest rates may have some lagged influences 
upon plans for current consumption, investment, adjustment of one’s cash 
holdings, etc. However, we do not really know much about the functional 
relationships between past interest rates of different periods back and the 
various current plans, in particular whether the lagged influences of past 
interest rates are cumulative and can be added to the immediate effects of 
the current interest rate, or whether they are to some extent mutually offset- 
ting. As my main purpose in the article under comment was to reconcile the 
loanable-funds approach (money-flow approach) to the liquidity-preference 
approach (money-stock approach) at their usual level of abstraction, I may 
be excused for not introducing new complications about which we know very 
little. 

Ackley is also unhappy about the absence of current income in the func- 
tions for savings and investment in the formulation of loanable funds theories 
such as mine. This actually follows naturally from the attempt of loanable 
funds theorists (or process analysts) to analyze the day-to-day determination 
of the interest rate on the money market by means of, so to speak, a series 
of cinematographic pictures. Under the specific assumption I made, the 
operations on the money market are supposed all to be carried out at the 
very beginning of the day before other types of transactions can be executed 
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during the later part of the day. Thus at the beginning of the day, the only 
income data available to the lenders and borrowers are incomes of the past 
periods and their own expectations of future incomes based upon past experi- 
ences. When loan transactions are made, the incomes to be received during 
the current day are still unknown." 

However, the fact that only lagged income is included in the savings 
and investment functions does not in the least mean that “there is no current 
‘feedback’ from income to saving, investment, and the interest rate’* and 
that “the usual loanable funds analvsis is a ‘one shot,’ single-stage affair.” 
A simple illustration should make this clear. Suppose we have a simple and 
much-discussed model of the interaction between the acceleration and multi- 
plier principles as the following: — 


Ci = cY (1) 

I, = a(Fin — Yio) (2) 

Y= C+, (3) 
Hence: 

Y, — (c+ a) Ya +4Yo = 0 (4) 


Here too we have only lagged incomes in both the consumption and invest- 
ment functions. Does it follow that the resulting difference equation (4) is a 
“one shot, single-stage affair’ with no feedback from income to savings and 
investment? 

6. Lastly, although he has not enumerated it at the beginning of his 
comment as one of his objections to ray article, he stresses that “any analysis 
of the interest rate can only be conducted within the framework of a com- 
pletely specifed macroeconomic model, in which all other relevant economic 
magnitudes are likewise determined.”?® 

It is true that all economic variables are to a greater or smaller extent 
mutually dependent. It is obviously impossible, however, to include in a 
theoretical model all economic factors that have any relevance at all to the 
problem under discussion. Certainly Ackley himself has not succeeded in 
doing this in his model of nine equations. Each economist must make his 
own selection of variables that he regards as of primary significance. His 
model is to be criticized only by pointing out concretely how his exclusion 
of certain other relevant factors leads to such substantial misrepresentation 
of the economic process under study as to mislead rather than to further 
understanding of the problem. Ackley has not done this. 

S. C. Tstanc* 


3A more valid question would be why past incomes of more than one period back 
and expectations of future incomes are nct specifically introduced. I would have to make 
the same plea of ignorance and. desire for simplification .as with respect to the effects of 
past interest rates. 


19 See p. 665 above. 

*7 See p. 673 above. 

18 See p. 663 above; see also p. 672. 

* The author is an economist in the International Monetary Fund. 
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A Macroeconomic Theory of Wages: Comment’ 


Professor Sidney Weintraub in his recent article? introduces labor-demand- 
and-supply functions which are related to money wages. In the transition 
from real to money terms, however, an error creeps into the analysis. 

Weintraub has developed a labor-demand schedule, where the quantity of 
labor demanded is a function of the money wage, as follows. First, given 
the stock of equipment, the money-wage rate, ard the production function 
for labor, an aggregate supply or aggregate money-proceeds function can be 
constructed (Weintraub’s Z function, p. 836). A certain level of output 
(employment) is associated with each point on this aggregate-supply curve.® 
Before the demand for labor at a particular monzy-wage rate can be deter- 
mined, however, it is necessary to construct a function relating aggregate 
money demand, for that money-wage rate, to the level of employment. Each 
money wage thus gives a different pair of D and Z curves and a different 
point of intersection. Our demand schedule for labor then relates the levels of 
employment, indicated by the intersection of each pair of D and Z curves, 
to the money-wage rate on the basis of which the curves are constructed. 

Constructing a labor-supply curve as a function of money wages poses 
additional problems. Since Weintraub assumes that workers have given 
income-leisure preferences and that they are not influenced by a money illu- 
sion, the supply of labor is a unique function of the real wage. Therefore, a 
labor-supply function formulated in terms of money wages must be based on 
some relationship between real wages and money wages. This relationship 
Weintraub obtains by assuming that the real wage corresponding to any 
money wage is equal to the marginal product of labor for the level of employ- 
ment determined by the effective demand, which is, as indicated above, a 
function of the money wage.* In other words the quantity of labor supplied 
at any given money wage is dependent on the r2al wage which corresponds 
to the level of employment demanded at the indicated money wage. 

In his final section (pp. 851 ff.) Weintraub considers the effects of a shift in 
the labor demand schedule while assuming a classical rising supply function. 
of labor in real terms. 


With labor-productivity functions unchanged, the Dz curve will move 
rightward and each money wage rate will now signify a lower real 
wage than before. Inevitably the D, shift will carry with it a displace- 


*The author is indebted to members of an economics seminar at Northwestern Univer- 
sity and particularly to Robert Eisner of the same institution for many valuable sug- 
gestions. 

7A Macroeconomic Approach to the Theory of Wages,” Am. Econ. Rev., Dec. 1956, 
XLVI, 835-56. i 

C}. J. M. Keynes, “The Employment Function,’ The General Theory of Employ- 


ment, Interest, and Money (New York, 1936) pp. 280 fÈ, in which Z is defined, however, 
in wage units instead of money. 


“The money wage affects the real quantity of money and the real creditor position of 
the economy thus influencing demand through the rate of interest and the “Pigou ežect.” 
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ment of the S, function inasmuch as the latter is geared to the level of 
real income implicit in Dg. ... Essentially, the effect is to curb the ex- 
pansion in employment while accommodating an important wage 
movement and price-level upswing. It can be inferred from this that if 
increases in Investment demand occur, a rather small change in the 
employment figure is capable of accompanying a fairly sharp change in 
the money-wage level." 


But here Weintraub is in error, There will not be “a rather small change in 
the employment figure.” Regardless how much Weintraub’s D, function 
shifts as a result of changes in investment demand (or for any other reason), 





° o My a a Employment 


FIGURE 1 


the Sz function must always shift exactly enough to prevent any change in 
employment. This can be demonstrated as follows. 

Before the shift in the labor-demand schedule, employment is Wọ (Figure 
1). The problem now is to determine how much the money-labor-supply 
function (which is fixed in real terms) will shift to compensate for the shift 
in labor demand. First, suppose that Sọ could shift to Sı as Weintraub sug- 
gests.° At the new money wage rate, W,, employment would be A. Since 
employment would then have increased (from Ne to N), assuming a declin- 


* Weintraub, op. cit., pp. 851-52. 

° His diagram (p. 851), assuming it is consistent with his statements (pp. 85 1-52) con- 
cerning changes in employment, apparently indicates a small increase in employment due 
to the shift in the labor-demand-and-supply functions. 
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ing marginal product of labor, the real-wage rate would have had to decrease. 
This situation, however, is inconsistent with the assumption that labor supply 
is a unique (in this case rising) function of the real wage. S, shows that 
more labor is demanded and is supplied at the lower real wage, which must 
correspond to the higher employment N., than had been supplied at the 
higher real wage corresponding to the lower employment No. 

Similarly, suppose that S, could shift to Ss. Now the money-wage rate 
would be W, and employment Wz. Since W3 is less than No, the real-wage 
rate would have had to increase. But S shows that less labor is supplied at 
the higher real-wage rate, which must correspond to the lower employment 
Na, than had been supplied at the lower real wage corresponding to the higher 
employment No. Thus supply curves $S, and S, are inconsistent with the 
assumption that labor supply is a positive function of the real wage. The 
only supply functions consistent with this assumption are those which inter- 
sect D, directly above No, e.g., Sz in Figure 1. 

Weintraub has perhaps failed to realize that the intersection of his money- 
demand-and-supply curves must be at Keynesian full employment in view 
of his rejection of money illusion. But in the Keynesian system, at Wein- 
traub’s level of abstraction,® the actual level of employment is affected by 
changes in investment demand only if involuntary unemployment exists. 
Neither changes in investment demand nor money wages can then affect the 
level of full employment in either Keynesian or classical terms. For full 
employment as defined by Keynes and the “Classicists,” and apparently by 
Weintraub, depends upon the production functicn and the real-supply curve 
of labor.® These are unaffected by changes in the inducement to invest (Wein- 
traub, p. 851) and are entirely unrelated to the level of money wages. 

Weintraub has developed an interesting technique for picturing labor- 
demand-and-supply functions in terms of money wages. But his concluding 
sections, in which he attempts to utilize this technique to indicate the effects 
of changes in money wages on employment and of changes in aggregate 
demand upon money wages and employment, cannot be sustained without 
amendment. 

The necessary amendment might take either or both of two forms. (1) 
The possibility of involuntary unemployment may be recognized in the 
supply-and-demand curves for labor. The intersections of these curves may 
not represent an attainable equilibrium, or they may not intersect at all at a 
positive monéy wage (whether or not the demand curve for labor is totally 
inelastic, as Weintraub defines the Keynesian case, p. 842). The precise 
level of employment (the quantity of labor demanded), along with the real 
wage, and the precise level of unemployment {labor supplied minus labor 
demanded) are then exogenously determined by the money wage. (2) Money 


î Weintraub, of. cit., p. 841. 


. * Given income-leisure preferences (p. 847) and no consideration of possible changes 
in relative prices of wage goods and nonwage goods. 


°” Cf. J. M. Keynes, op. cit., pp. 4-7. 
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illusion may be allowed in the labor-supply function. Then changes in aggre- 
gate demand which affect the money-wage rate may change the “full-employ- 
ment” supply of labor. 

Paur E. JUNK* 


* The author is a graduate student in economics at Northwestern University. 
Reply 


Mr. Junk’s comment, I think, facilitates the extension of my previous paper 
somewhat further towards a definition of involuntary unemployment and a 
theory of monev-wage changes. What he has to say concerns primarily the 
last two pages of the article, or an implication of the main theme. Yet if 
the earlier portion still survives—and his remarks do not lead me to believe 
otherwise—the necessary modifications for shifts in the functions ought not 
be hard to find, without departing substantially from the original text. - 

Junk’s basic criticism is that in the case of labor positively responsive to 
real wages, a supply shift which increases equilibrium employment (as does 
his S, curve) and a supply shift which decreases employment (his S;) are 
both invalid, z.e., inconsistent with the hypothesis of diminishing returns with 
given equipment in conditions of rising investment demand. Hence, he argues, 
the equilibrium employment level must remain unchanged. 

I think this proves too much. While the S curve, with its smaller equilib- 
rium employment can be eliminated as contrary to “usual” experience, with- 
out at the moment stopping to analyze it in more detail, the same is not true 
of Sı. Conceptually, it is possible for reduced aggregate consumption to go 
along with higher investment (measured in employment units), higher real 
wages, and higher employment. For example, moving up along the labor- 
supply (or demand) curve involves higher money wages and higher prices. 
Thus through the price rise the income shift from rentiers to profits can 
diminish aggregate consumption; as I suggested in the earlier article (pp. 
844-45) this income shift was one of the factors tending to support the 
classical version of the labor-demand curve. In the present case, with higher 
investment demand shifting the full labor-demand curve the ensuing income 
distribution at the higher prices at each money wage is also adverse to the 
real rentier position and favorable to profits. The cut-back in rentier con- 
sumption through “forced-savings,”? together with the higher interest rate? 
and the inroads of the corporate and personal income tax structure which 
can block an offsetting rise in entrepreneurial consumption, will limit the 
size of the price rise on consumption goods at each money wage; this thereby 
provides a margin. which helps maintain the real-wage position of labor at 

*I have made use of the concept of “forced-savings” in an article on “The Micro- 


Foundations of Aggregate Demand and Supply,” to appear in the Economic Journal. I 
think the concept has been unduly neglected in recent years. 

* Thus it may be unwise to exclude the effects “of possible changes in relative prices of 
wage goods and nonwage goods.” (Junk, footnote 8). If we argue that savings come 
largely from nonwage earners and that the savings are positively responsive to interest, 
then this would be another factor tending to cut nonwage consumption. 
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each money wage. Put in another way, as we move up from Junk’s Dy to D: 
at each employment volume the rentier consumption, and so aggregate con- 
sumption, is reduced without an offsetting entrepreneurial rise, so that Junk’s 
labor supply curve need not be pulled as far back as his S, but can lie closer 
to Sı. In effect then, in equilibrium the reduced rentier consumption would 
make room for higher real wages for labor.* This would involve, as equilib- 
rium implications, reduced aggregate real consumption along with increased 
ageregate wage-earner consumption, higher real wages, and higher real 
investment. 


Money Wage 
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FIGURE 1 


I would agree that the decline in aggregate real consumption after a rise 
in the investment function is at odds with usual arguments and with real 
phenomena in unemployment situations,* It would be this strange concatena- 
tion that would invite a re-examination of the premises of the labor supply 
curve, rendering suspect one drawn throughout its length as positively re- 
sponsive to real wages. Let us now consider a likely amendment to incorpo- 
rate involuntary unemployment within the system. 

The simplest, and a reasonably realistic, procedure would be to draw the 
positive real-wage-responsive labor-supply curve as having a perfectly elastic 
‘“going-wage” bottom, as at wo for the supply curve S, in Figure 1. This 
might be regarded as given either by minimum wage laws, labor-union wage 
scales, or as a carry-over customary wage standard from the historic past: in 


‘Cf. a similar remark by Joan Robinson, The Accumulation of Capital (Homewood, 
IH., 1956), p. 271. Her Book V contains, I think, several illustrations of “forced-savings, i 
though she refrains from the use of this term. 


*It would be this case in which a small change in employment is capable of accom- 


panying a sharp change in the money-wage level. See “A Macroeconomic Approach... ,” 
op. cit., p. 852. 
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a sense it would be legitimate to regard this wage level as an exogenous 
datum. In Figure 1 then, with labor demand D, (constructed as in my 
original article), the equilibrium employment would be ON, while the full 
labor offering at the going money and implicit real wage would be ONe, with 
the difference (ON. — ON) constituting a measure of involuntary unemploy- 
ment. As drawn, and exaggerated purely for visual illustration, less than half 
of the labor force desiring jobs would secure employment. 

Suppose now that through a strengthening of the investment function the 
labor-demand curve is shifted to D+. In the absence of labor supply-and- 
demand interdependence the immediate effect is to erase some involuntary 
unemployment, in amount NW:N. However, with somewhat higher prices for 
consumer goods (when produced under conditions of diminishing returns) 
at the wọ wage, there is now a leftward move in the positively responsive 
segment of S,, to Sz say.5 Thus from the supply side, too, some involuntary 
unemployment is eliminated, with the total unemployment magnitude amount- 
ing in the end to (ON, — ONs) compared to the original (ON, — ON,) 
amount: involuntary idleness will be lower in the new investment situation 
so long as the real wage is reduced. f 

Considering the pressure on the labor market from both sides, from labor 
demand and supply, with the tightening of the market we can assume that 
events become propitious either for new wage demands by unions or higher 
wage offers by entrepreneurs faced individually by smaller pockets of unem- 
ployment; the latter sequence would be particularly relevant if we admitted 
more heterogeneity in the labor market. From either direction the sequel to 
the narrowed unemployment margin involves a raising of the wage floor, 
from wo to w,, with a consequent reduction in employment to ON; and an 
extension of involuntary unemployment to (ON, — ONs). 

Thus, on this interpretation it is the rise in labor demand and decrease in 
labor offerings at the going wage level which absorbs some of the involuntary 
unemployed, tightens the labor market, and leads causally to higher money- 
wage levels. Of course, trade union demands for money-wage hikes may be 
quite independent of the size of the involuntary unemployment gap, but they 
are likely to be most successful and reflect market forces most closely when, 
through rising investment and the multiplier the labor market has first been 
tightened compared to an easier (past) situation. And the higher money 
wage, when won, has in part the effect of increasing involuntary unemploy- 
ment and easing the labor market—given the juxtaposition of the classical 
labor-demand curve and the flat-bottomed positively responsive labor supply 
curve. 

If anyone wishes to interpret the perfectly elastic bottom of the labor- 


*With some rectification for altered (=creduced, in this case) rentier consumption, 
building on Junk’s comment we can derive a precise method for locating S2. For the 
case considered it would be necessary to complete the diagram by drawing in the implicit 
lower segment of Sı below the perfectly elastic floor at wo. I do not think this extension 
necessary for the analysis here, and thus have not encumbered the diagram with it. 

It might be noted that with constant marginal products the labor supply curve would 
become a backward L, and unresponsive to shifts in labor demand. 
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supply curve of (my) Figure 1 as reflecting either a “money illusion” or a 
surreptitious introduction. of an exogenous wag2 under the guise of market 
determination, he is at liberty to do so. However, I think that other interpre- 
tations are equally plausible. For example, workers may be entirely cognizant 
of real-wage phenomena and yet, if the law compels them to accept a nom- 
inal minimum wage or if union loyalty leads them to observe the announced 
money-wage standard, then there is no “money illusion” with which to 
charge them as individuals, though there is illusion in the “system.” Likewise, 
in the argument above it is the tightening of the labor market through 
demand and supply changes which is regarded as causal in lifting the money- 
wage floor, though the analysis is unable to account for the exact magnitude 
of the elevation. 

I have confined myself to the case isolated by Junk. However, as drawing 
the relevant figures would show, his results do not necessarily obtain if the 
labor supply curve is f-shaped; all would depend on the point of original 
intersection of labor demand and supply. Further, his argument only applies 
to the case of given equipment and productivity; while I agree that this is 
the basic original case that requires exploration, with rising investment and 
improved productivity, in company with constant labor-supply attitudes, 
the restrictive results pictured by him need not follow. 

SIDNEY WEINTRAUB* 


* The author is professor of economics at the University of Pennsylvania. 


Interest Rates and Fixed Investment: A Correction 


We are indebted to Arthur Goldberger of Stanford University for pointing 
out two errors in our paper “Interest Rates and Manufacturers’ Fixed In- 
vestment,”’ in the March 1957 issue of this Review. 

1. In equation (5), page 88, the price coefficient should have a positive 
sign. It is obtained from the ratio of the wage coefficients in (3) and (4), 
without change in sign. Correspondingly, the price elasticity of demand for 
investment goods comes out with a “wrong” positive sign. From the confi- 
dence intervals of the wage coefficients, one can infer that the price coefficient 
is not significantly different from zero at the 5 per cent level. 

2. On page 82, the last sentence of the first full paragraph should be 
corrected to state that the hypothesis of no serial correlation barely misses 
acceptance at the 5 per cent level. 

FRANZ GEHRELS 
SUZANNE WIGGINS 
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Economy and Society-——-A Study ia the Integration of Economic and Social 
Theory. By TaLcort Parsons and NEIL J. SMELSER. (Glencoe, Illinois: 
Free Press. 1957. Pp, xxi, 322. $6.00.) 


As the authors state in their preface, the first three chapters of this book 

. follow, in a broad way, the outline of the subject-matter of the three 

Marshall Lectures” which Professor Parsons delivered at Cambridge in the 
fall of 1953. At that time, so the story continues, 


. the junior author was in the last year of a Rhodes Schott in 
Philosophy, Politics, and Econcmics at Oxford, with emphasis on eco- 
nomics; he had previously been a student of sociology at Harvard. We 
established contact immediately end carried on a series of discussions 
in Europe during the academic year 1953-54. When both of us returned 
to Harvard for the year 1954-55, these discussions ripened into the 
collaboration of which this book is the product. 


The conclusions they reached, as summarized in a brief concluding chapter, 
are such as would be accepted as a matter of course by virtually all econo- 
mists: (1) that economic theory is a special case of social theory in general; 
(2) that the economy is a special type of social system; (3) that a two-way 
exchange goes on continuously between the economy and the rest of society; 
(4) that such.interchange is not “randomly distributed,” but is “concen- 
trated vis-d-vis other specific cognate societal sub-systems”; (5) that con- 
crete economic processes are always conditioned by factors which are opera- 
tive in those other subsystems; (6) that the operation of such factors can be 
analyzed only by use of a theoretical scheme other than economic theory; 
' (7) that “the problem of institutional change in an economy is a particularly 
striking special case of Proposition 6 because the primary factors involved 
cannot be economic”; and (8) that “economic theory need not remain an 
‘island’ of theoretical specificity totally alone in an uncharted ‘sea’ of theoreti- 
cal indeterminacy.” However, the procedure by which the authors arrive at 
these conclusions is likely to strike many economists as somewhat less intelli- 
gible than the conclusions reached. 

The principal analytical device is a “paradigm” that has been adapted 
from Working Papers in the Theory of Action, by Parsons, Bales, and Shils. 
In this paradigm “the functional imperatives of a system of action” are 
represented by a parallelogram that is subdivided into four parallelograms 
which contain the following notations: A: Adaptive Instrumental Object 
Manipulation; G: Instrumental-Expressive Consummatory Performance and 
Gratification; L: Latent-Receptive Meaning Integration and Energy Regula- 
tion Tension build-up and drain-off; and I: Integrative Expressive Sign 
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Manipulation. This paradigm is then adapted to the representation of the 
“Functional Differentiation of the Economy as a System,” with “Capitaliza- 
tion and Investment Sub-system” in the A compartment, “Production Sub- 
system—including Distribution and Sales” in the G compartment, “Economic 
Commitments: Physical, Cultural and Motivational Resources” in the L 
compartment, and “Organizational Sub-system: Entrepreneurial Function” 
in the I compartment. Various “sub-systems,” and the relations among them, 
are then schematized in diagrams of increasing complexity, involving all sorts 
of combinations of code letters. 

This exercise occupies the three long chapters (184 pages) which follow 
the outline of the Marshall Lectures. Two more long chapters follow in which 
the authors show how the trade-cycle models of Samuelson, Kalecki, and 
Hicks (plus the consumption theories of Keynes and Duesenberry), and the 
Domar model of economic growth (plus the separation of ownership and 
control as treated by Berle and Means), can all be translated into the lan- 
guage of their paradigms, and that so translated it all leads inexorably to 
the conclusions of the final chapter. 

It would be regrettable if this were all a reviewer could report about 
Economy and Society. But it is decidedly not all. In the past half-century or 
so the other social sciences have learned a great deal about cultural processes 
and the “internalization” of those processes in the roles and personalities of 
individuals, and this knowledge renders invalid and oksolete “the psychologi- 
cal and sociological atomism . . . set forth perhaps most conspicuously by 
Robbins . . . but in more moderate form permeat[ing] the work of such 
authors as Pareto, Hicks, and certain welfare economists.” As the quotation 
marks should indicate, Parsons and Smelser are well aware of this, and hence 
their book is enriched on nearly every page by acute comments on the arbi- 
trariness and artificiality of much present-day economic analysis. Space per- 
mits the citation of only one example, but it is representative of manv. 


To argue that the pressure to better satisfy wants is the prime mover ~ 
of economic development is to argue in a circle, since wants themselves 
are a part of the changing entity in question. 


The short essay on the present posture of Western society, especially as re- 
gards the supposed antithesis of “capitalism” and “socialism,” with which 
(except for the short summary chapter) the book closes, is especially fine. 
For these reasons at least the book deserves to be read by every serious stu- 
dent. i 

Nevertheless the schematization is regrettable, for two reasons. First, such 
paradigms, like mathematical: models, inevitably strip down and stereotype 
social and economic reality; and then, having done so, they produce a spurious 
impression of intellectual rigor. Thus, for example, the reader who learns 
from the table of contents that a discussion of “The adaptive significance of 
theas Ag, and As,;—Az, boundaries for the economy” begins on page 
213 will realize that considerable study will be required before he will be 
competent to run a drift fence along these boundaries. But the question still 
remains whether there are any such “boundaries,” and even whether the 
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word boundary is appropriate to a discussion of the relation of economic to 
otherwise designated activities. 

C. E. AYRES 
University of Texas l 


Economic Policy: Principles and Design. By J. TINBERGEN. (Amsterdam: 
North-Holland Publishing Co. 1956. Pp. xxviii, 276. $7.00.) 


Years before the operations researchers had gotten around to the applica- 
tion of mathematical models to military and business problems Professor 
Tinbergen was employing similar methods in the investigation of govern- 
mental economic policy. Now we have presented to us what is in effect the 
master’s manual on model-building for policy analysis. 

Tinbergen classifies the measures available to the policy maker into three 
categories: reform or changes in foundations, quantitative policy-measures 
involving changes in the numerical values of instrument variables like interest 
rates and taxes, and qualitative policy measures which consist in a change in 
the instruments employed. It is not surprising that the bulk of the book is 
devoted to the examination of quantitative policy problems both because 
of the greater amount of interest which has centered on these problems in 
western economics and because these problems are more amenable to analysis 
by the most commonly employed mathematical techniques. 

Tinbergen’s approach consists essentially in the listing of specific problems 
and the construction of appropriate mathematical models for each problem. In 
all, the author constructs 21 models, some containing as many as 20 equa- 
tions. (This should not frighten the nonmathematical reader—there is almost 
no mathematical manipulation, and what there is, is elementary.) Each 
problem is described by a listing of the policy maker’s targets and the 
instruments available to him. For example, in one problem the targets are 
listed as “ ‘full’ employment, balance of payments equilibrium and monetary 
equilibrium” and the instruments as “government expenditure, the wage 
rate, and the exchange rate.” This does not mean that Tinbergen believes 
these to be the orly or even the most effective instruments for the attainment of 
the targets. In fact, a number of the problems discussed by Tinbergen differ 
primarily in the instruments considered as means for the achievement of a 
set of common goals. Sometimes the author evaluates these instruments with 
the aid of illustrative numerical parameters (which doubtless reflect Tin- 
bergen’s rich experience in empirical investigation) that are inserted in the 
equations. These are then used to calculate the values of the instrument varia- 
bles required to achieve the specified targets. 

Tinbergen treats a wide range of important problems. Wage policy, mone- 
tary policy, employment, monopoly, trade balances and even specific schemes 
like 100 per cent money and commodity reserve currency make their appear- 
ance. (Incidental quibble: Tinbergen misinterprets 100 per cent money as 
“a 100% gold cover” rather than bark reserves which constitute 100 per cent 
of deposits.) 

The mathematical models produce a number of familiar conclusions. Lower 
wages will often not add much to employment and can even sometimes reduce 
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it. The balanced budget multiplier may or may not be equal to unity. Mone- 
tary policy can sometimes be a weak policy instrument, etc. But closer 
examination suggests that some of these results are deduced in ways which 
are unfamiliar and somewhat surprising. For example, it is usually maintained 
that any depressing influence of a fall in wages is likely to arise through its 
effect on expectations. If a cut in wages leads to a disproportionately greater 
fall in anticipated future wages and prices (elastic expectations) it will induce 
sellers to try to hasten inventory depletion and buyers to postpone purchases, 
both effects serving to produce or aggravate a glut on the market. But in 
Tinbergen’s model there is nothing said about expectations, Instead he states 
that the possibility of a depressing effect of low wages arises in his model out 
of a difference between wage earners’ and nonwage earners’ propensity to 
consume—lower wages redistributing income to a nonwage earner whose pro- 
pensity to save is relatively high (p. 67). 

However, closer examination of the model suggests that the relation 
between the wage level and employment is derived in an even more unusual 
manner. For example, the depressing effect of high wages on employment is 
deduced from an equation [equation (3506), p. 65 or equation (3) p. 232], 

an oversimplified version of which is PY = CEW + K where P is the 
"price level, Y is real national income, Æ is empleyment, W the level of wages, 
and C and K are constants. This equation states essentially that the money 
value of national income is dependent linearly on the propensity to consume 
of wage earners (for simplicity I have droppec, or rather, hidden the term 
corresponding to nonwage-earners’ expenditure which appears in the original). 
Now its peculiar feature is the presence of the constant A, whose value is 
unaffected by wage and price changes. In an economic setup satisfying this 
relationship a wage-price spiral is likely to occur only at the expense of real 
income and employment because the equation says that the money value of 
income minus total labor earnings is a constant. If W and P rise proportion- 
ately during a period of full employment there must be an offsetting fall in Y 
(and hence presumably in Æ}. I find this quite difficult to visualize. Surely a 
more plausible relationship would result from substitution of PK for the 
constant term so that inflation at a high level of income and full employment 
becomes possible. 

I have gone over this at some length only to emphasize how tricky the 
construction of a mathematical model can be. The insertion of an apparently 
innocuous constant can turn out to be crucial. Even in the hands of so skill- 
ful a master as Tinbergen a model can sometimes lead to acceptable ccnclu- 
sions for what appear to be the wrong reasons. And that in turn affects the 
confidence which we should be prepared to display in other conclusions drawn 
from the same model. 

But this is meant as a note of caution not as a serious criticism of a very 
admirable volume which can be instructive alike to the theorist who hopes 
to contribute to policy making and to the policy maker who hopes to employ 
the theorist’s services. 

WitrtramM J. BAUMOL 

Princeton University 
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International Economic Papers, Na, 5. Edited by ALAN T. PEACOCK, RALPH 
TURVEY, WOLFGANG STOLPER and ELIZABETH HENDERSON. (New York: 
Macmillan. 1956, Pp. 211. $3.50.; 


This series has made a valuable contribution to economics by calling to 
the attention of English-speaking eccnomists the names and contributions of 
many of the best European writers. It also has served the purpose of suggest- 
ing through notes and other references the contributions of other important 
Europeans. 

This volume is of particular interest as it contains an outstanding con- 
tribution by the late Professor Schumpeter. A reading of this article, written 
in 1917 or before, leads one to think that a large part of the controversy over 
monetary policy should have been settled when this discussion of “Money 
and the Social Product” was published. This article, the longest and the most 
exciting of the collection, proves again that many of the controversies of 
economists are the result of either inadequate attention to the literature of 
the times or the result of a perverse, if not distorted, bias. The beauty with 
which Schumpeter disposes of mest of the aberrations of the period and 
keeps focus on the basic question of the value of money commands great 
respect. His disposal of the commercial loan theory of credit extension is 
admirable in its clarity and forcefulness. One must conclude that even in 
the field of income analysis his insight was far advanced, and little has been 
added of a positive sort since this jamous article was written. Indeed the 
retrogression of the late ’thirties and early forties suggests that we have only 
just recovered from the weaknesses caused by an overemphasis upon income 
rather than monetary analysis. 

Other articles in this collection include an interesting essay by Paul Lam- 
bert on “The Law of Markets Prior to J.-B. Say and the Say-Malthus De- 
bate.” The author indicates that even some of the language used by Say can 
be found in the works of Le Trosne and an anonymous author of “Sketch 
of the Advance and Decline of Nations” published in 1795. He further indi- 
cates that in the Say-Malthus debate Malthus clearly won his battle but that 
the ideological overtones of the period prevented the public. recognition he 
deserved. Guy Arvidsson’s article “Cn the Reasons for a Rate of Interest” 
focuses on Boéhm-Bawerk’s three main reasons for the existence of interest in 
a stationary society. Covering the debate between Böhm-Bawerk and writers 
such as Fisher, Wicksell, Lindahl and others, he proves that each of the three 
conditions of Béhm-Bawerk is sufficient to give rise to a positive rate of 
interest, contrary to the contention of many of these opponents. Mauro 
_Fasiani’s article of 1930 “On a Particular Aspect of Consumption Taxes” 
anticipates the recent controversy in this country over the relative effects of 
consumption taxes and income taxes. Using indifference analysis he finds that 
consumption taxes generally impose a more severe burden than an equivalent 
income tax. “A New Theory of International Trade” by August Lösch is a 
sharp criticism of classical trade theory in terms of modern location theory. 
His stress on gradual adjustment and the similarity of international and 
domestic trade are a welcome corrective to some of the more traditional 
presentations of international trade theory. 
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Two articles on planning follow. One is by V. V. Novozhilov “On Choosing 
Between Investment Projects” in the planned economy of modern Russia. 
The other is a German contribution by Herbert Zassenhaus “On the Theory 
of Economic Planning.” Both are of considerable interest but the stress of 
the Russian author on scarce materials is indicative of the efforts which they 
are making to achieve the best utilization of limited plant, materials and 
other skills. Zassenhaus’ stress on the political factor is welcome but the 
possibility of finding adequate means of measurement of this influence, even 
in a static economy, seems to defy rational calculation. 

“Developments in the Danish Money and Capital Markets 1948-1953,” 
by Heinrich Schlebaum Larsen, is an attempt to verify Keynesian interest 
theory by reference to the percentage distribution of assets rather than the 
` total supply of money and credit. He finds that the data suggest a compar- 
able curve to that of liquidity preference. 

He concludes that if it is true “that the public invests its assets in approxi- 
mately fixed proportions, but varying with the level of the rate of interest, 
then it must also be true that developments in the public’s time deposits and 
purchase of bonds are primarily determined by developments in the quantity 
of money and cannot be taken as an expression of changes in the magnitude 
of savings.” The article by Gustav Cassel on “The Principles of Railway Rates 
for Passengers” is a thorough exposition of the problem of differential rate- 
making and a sharp criticism of full-cost pricing. His advice is made pertinent 
for the guidance of rate-making officials but is abstracted from the political 
forces that are so often the cause of the most violent departures from economic 
principles. 

PAUL J. STRAYER 

Princeton University 


Principles and Problems of Modern Economics. By WILLIAM A. Korvisto. 
(New York: John Wiley. 1957. Pp. xxi, 834. $6.00.) 


In his introduction the author says that he wanis to train studenis “to 
think in a systematic fashion about economic problems and that the prablems 
fall under . . . three major headings . . . economic instability, economic 
efficiency, and economic inequality.” . . . “Theory is developed in terms of 
and illustrated by means of | these] three problems.” 

This approach leads him to divide his book into four major parts of about 
equal length and a concluding chapter.. The “background and orientation” 
section has useful chapters on the history of economic thought (focused on 
the three problems) and on simple models of the market process, the price 
system, and the circular flow of national income. The author also makes the 
usual vain attempt to justify theories and theorizing before the student 
knows, or cares, what it is all about. 

In line with the prevailing mode of economic thought, the problem treated 
first and longest is that of economic instability. After a historical review of 
business fluctuations, there is a Keynesian analysis of fluctuations in national 
income with a good set of diagrams. Implications for fiscal policy are explored, 
perhaps too briefly, before turning to a more extended discussion of the 
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banking system and monetary policv. Here the author’s Chicago background 
reveals itself in the first of several major references to the ideas of Henry 
Simons, this time to the 100 per cent reserves approach to greater stability. 
Changes in liquidity preference are given a key role, though interest rates 
are also shown to be influenced by the open market activities of central 
banks. Koivisto gives less weight to rediscount rate changes which seem to 
have been the major method of credit control in 1955-56. The concluding 
chapters of Part II deal first with the instability problems of foreign trade 
and capital movements and then with the long-run problems of stagnation 
and progress. 

The economic efficiency section of the book does not have as good an 
introduction as that on instability. It starts right off with models of the 
rational consumer deciding which good and how much to buy. There are 
indifference curves, price-offer curves, contract curves, and similar analytical 
tools in profusion. Next follow the usual models of the firm under pure com- 
petition and several variants of the monopoly theme. To point up the prob- 
lems of “wasteful” monopolistic pricing and output practices, a brief history 
of antitrust action is given together with some recent court decisions. Simons’ 
antimonopoly credo and program are given two pages, with further reference 
later to his somewhat paradoxical preference for government ownership 
rather than public regulation. However, the author does not urge any particu- 
lar solution as following logically from the application of the economic prin- 
ciples he expounds. He summarizes his optimal efficiency analysis in a final 
chapter after an institutional appraisal of consumer buying inefficiencies and 
another look at foreign trade. Reading between the lines some may get the 
idea that economic efficiency in a democracy is too complex a problem for 
his models to handle with their preferred MC ‘= AR solutions. 

Part IV on inequality begins abruptly with a chapter on the internal 
equilibrium of the firm followed by others on wages, interest, and profits 
with frequent use of 3-dimensional models. Rent is not given separate con- 
sideration, but is treated as a loosely defined “surplus” element in all factor 
incomes. Partial ambiguity here stems from the common failure to distinguish 
clearly between four different kinds of surpluses: those obtained by subtract- 
ing from the realized factor price (1) the factor owner’s reservation price, (2) 
the factor’s opportunity cost, however figured, (3) its past cost of production, 
or (4) its reproduction cost. The final chapter of Part IV on the personal 
distribution of income is very good. Some will prefer to use it as an intro- 
duction to inequality problems, rather than as a conclusion. 

Part V contains a brief summary and review using the inconsistencies of 
our various agricultural policies to ilustrate forcefully the unavoidable con- 
flicts among economic objectives. 

Although the pattern of the book is very clear, sometimes its terms are not. 
“Inflation,” for instance, is used in many different ways: usually as a vague 
opposite of “depression,” but also as the opposite of deflation, as rising out- 
put, as the state of business when above the GNP trend-line, as rising prices, 
as rapidly rising prices, etc. The author’s failure to distinguish between dif- 
ferent kinds of competition leads to the absurdity: “Advertising, often taken 
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by the uninitiated as a sign of competition is the reverse. Its appearance is 
always a sign of the disappearance of competition” (p. 474). For want of 
appropriate adjectives “profits” also becomes a term with several conflicting 
definitions. We are told (pp. 477-79) that “profits are zero” under the full- 
equilibrium conditions of both pure competition and monopolistic competi- 
tion, but the reviewer could find no suggestion that normal profits mizat be 
included as a cost in the AC curve at the preferred tangency point with AR. 

Semantic shortcomings, however, are not enough to condemn a text, as the 
wide sale of Samuelson indicates. Koivisto may not have quite the same light 
touch, but he presents many interesting and relevant stories. His text goes 
further than most in its analysis of price and firm equilibrium models and 
has more clearly defined central themes. Instructors fresh from graduate 
school and others wanting something more thorough than their present texts 
should take a good look at this one. 

ROBERT B. PETTENSILL 
Rollins College 


Price and Allocation Theory; Income and Employment Theory; 
Related Empirical Studies; History of Economic Thought 


The Accumulation of Capital. By Joan Rosson. (Homewood, Il.: Richard 
D. Irwin. 1956. Pp. xvi, 440. $6.00.) 


“She seems to have written her article the way an oyster makes pearls— 
out of sheer irritation,” was a comment? elicited by a recent article of Mrs. 
Robinson’s? on the same subject as the book. To this reviewer the book seems 
to reverse the process and to constitute a pearl whose most conspicuous product 
is irritation. Of the two main sources of the irritation, the most prolific, though 
the less important, is the proclivity to produce aphcrisms, wisecracks, “‘con- 
tradictions,” “paradoxes” and “anomalies” which look rather Marxist, and 
whose power to irritate is only magnified by edjacent indications that Mrs. 
Robinson really knows better. The more important source of irritation is the 
method employed of using abstractions which seem so far beyond the call 
of necessity and performing on these models with such virtuosity that the 
attention not only of the reader, but of the author too, is frequently shifted 
from the original economic issues to the immediate exercises, so that peculari- 
ties that arise only from the kind of model used come to be considered as 
practical problems in economics. 

In spite of these faults, or perhaps in part just because of them, the volume 
is not only a work by a distinguished economist on a most important subject, 
but it is an important book. It brings into focus and develops the kind of 
thinking on the subject of economic development that is going on in Oxford 
and Cambridge, and though this line of thougkt does not seem to the present 
reviewer to be too helpful, working through the book would be excellent 


*R. M. Solow, “The Production Function and the Theory of Capital,’ Rev. Econ. 
Stud., 1955-56, XXTII (2), 101. 


* Same title and same journal, 1953-54, XXI (2), 81. 
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experience for such graduate students as are not terrified by the extreme 
abstractions of the models and are not too intimidated by the intricacy of 
the arguments. The book is full, too, of intriguing and stimulating comments 
on all sorts of subjects peripherally related to the problems of the accumula- 
tion of capital. And behind my strictures on the method harps the disturbing 
memory of my feeling somewhat similarly supercilious about queer things 
going on in Cambridge some twenty-two years ago before Mrs. Robinson and 
her friends so patiently educated me on the incipient Keynesian revolution. 

The book is in the first place an attempt to direct the attention of the 
economist from the theory of value (which she satirizes elsewhere as being 
concerned with “Why does an egg cost more than a cup of tea?’*) to the 
causes of the wealth of nations. These causes are limited to the accumulation 
of capital and the growth of technice] knowledge and of population. The 
contribution of the market mechanism in enabling the economy to produce 
efficiently the things that buyers prefer (the understanding of which would 
seem to be a more appropriate account of the function of the theory of 
value) is either taken for granted or shrugged off as negated by the power 
of advertising to influence preferences. Growth of population having escaped 
from the economic discipline and growta of technical knowledge never having 
been captured, the concentration is naturally on the accumulation of capital. 
Accumulation is, moreover, considered as it would develop in a society which 
was purely capitalist, by which is meant that there is no responsibility by the 
government for maintaining a satisfactory level of employment (although 
there are occasional lapses when it is recognized that modern capitalist 
societies do recognize this responsibility and can carry it out with some 
success). We thus get the combination cf a keen recognition of the Keynesian 
flaws of a market economy and an outlawing of the remedies, a convenient 
stage for disobliging remarks about capitalism. 

Reading this book does not alter one’s previous feeling that there is not 
really very much that economics can tell us about the accumulation of capi- 
tal. Accumulation, which is equal to (a) saving as well as to (b) investment, 
can take place only to the degree that (a) consumption leaves resources to be 
available for accumulation and (b) entrepreneurs undertake investment 
activity. The former by itself would lead only to stagnation, while the latter 
by itself would lead only to inflation. Stagnation may therefore be due either 
to lack of saving (because of poverty or because of profligacy) or to lack of 
investment (because of lack of enterprise or because of lack of opportunity 
for worth-while investment). 

Where population is increasing, the level of income (per capita) can be 
maintained only if there is a rate of accumulation sufficient not only to pro- 
vide the increasing number of workers with the prevailing level of productive 
equipment per head, but with some moze on top of that to make up for the 
declining availability of natural resource: per head. Only if the rate of accumu- 
lation is greater than that needed for these two purposes can there be any in- 
crease in income per head, and the greeter the rate of growth of population 


? Joan Robinson, On Re-reading Marx (Cambridge, 1953), p. 22. 
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the greater is the rate of accumulation needed to maintain any given increase 
in income per head. 

With a given state of technical knowledge cne would expect to find di- 
minishing returns to accumulation in the sense that given increments in the 
rate at which current consumption is sacrificed to the eccumulation of produc- 
tive equipment (including skills) would yield diminishing increments in 
future output. This would, however, probably be overlaid by the cortinu- 
ing improvement of technical knowledge and possibly important econo- 
mies of scale from the fuller utilization of indivisibilities as the size of 
the market is increased. Furthermore, every one of the factors is liable 
to have significant reactions on each of the others. Technical progress is 
liable to change the relative productivities and the rewards of the different 
factors of production and the rents of all the different kinds of natural and 
not so natural resources, including the rate of return on accumulation. It will 
also change the relative prices of different products and thereby the alloca- 
tion of expenditure between them. Accumulation will affect the costs of 
different products differently. Increases in the level of consumption will affect 
the relative demand for different products, with repercussions on the rewards 
to different factors including the return on accumulation. Similar effects would 
follow from population changes, from changes in the degree of monopoly and 
from changes in tastes, in preferences about efforts or saving or in enterprise. 
On top of all this there are the possible effects cf all these items on the nature 
of the technical progress when it is directed to finding ways of economizing 
in factors (or products) that become expensive. The prospects of figuring 
out the ultimate results of all these intricate interreactions between the 
thousands, or rather millions, of different elements are extremely dim, and 
the theory of value is not likely even to be able to tell whether a cup of tea 
will continue to cost less than an egg. Its function, however, is to indicate 
the manner of these interreactions with possible morals for policy rather 
than for prophecy. 

Economic policy, since it is directed at achieving more efficient use of 
resources, does not make much sense if the economized resources are not 
really scarce and would only be lost in the larger hole of severe depression.‘ 
The first condition of any economic study that would hope to arrive at useful 
results would be to suppose that the government is carrying out a pclicy of 
maintaining a reasonable degree of employment. One could then examine the 
ways in which investment is adjusted to thrift, or saving adjusted to enter- 
prise, and the effects of the resulting accumulation, not indeed on the degree 
of inflation or stagnation that might come about, for these would be pre- 
vented by the more general rules of policy, but on the degree of economic 
progress. One could then go on perhaps to consider the methods of discourag- 
ing consumption so as to increase accumulation or vice versa. The existing 
corpus of economic understanding, or at least that of a few years ago, would 
seem to indicate that there is sufficient adaptability in the system, by the use 


“Lerner, Economics of Employment (New York, 1951), Ch. 9, “The Upside-Down 
Economy or Topsy-Turvy Economics,” pp. 141-50. 
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of the price mechanism, and in particular the rate of interest, as well as by 
the use of fiscal policy, to maintain full employment (or at least reasonable 
employment) over a large range of division cf the product between consump- 
tion and accumulation. The one cutstanding question, which is touched on 
only incidentally in the book, is whether a full-employment policy, when 
it is accompanied by strong pressure for increased money wages, may not 
necessitate a “Wage Authority” to ccme to the rescue of monetary and fiscal 
policy much as fiscal policy has to come to the rescue of monetary policy in 
certain situations (or vice versa). But this is another story. 

Mrs. Robinson’s strategy in the book is quite different. She bypasses mar- 
ginal analysis altogether, beginning with the assumption that there is only 
ore technique available with fixed coefficients between labor and equipment. 
There is then no marginal productivity in the picture and the division of the 
product is open to determination Ly other forces. As the book is developed 
this abstraction is relieved. Technical: progress is brought in, neutral and 
biased as between labor and capital, then a “spectrum of techniques” with 
different levels of mechanization, with these neutral and biased between the 
use of labor and cf land as well as a host of cther complications. But the ad- 
justments to reality are incomplete and irregular so that the unusual results 
that follow from the initial simplification are not completely removed. It is 
true that at the end of the book the reader is invited (p. 386) to draw his 
conclusions for himself, and that at the end of Book IV which brings in 
“finance” he is warned that “We must be content with the conclusion that, 
over the long run, the rate of accumulation is likely to be whatever it is 
likely to be” (p. 244), but at the end of the section that deals with “Ac- 
cumulation with a Constant Technique” he is told that “many of our con- 
clusions will have to be modified as the assumptions of one technique and 
no rentier consumption are relaxed, Sut we shall find that the argument holds 
good in all essential respects, and provides a picture of the basic characteristics 
of accumulation under the capitalist rules of the game.” This prophesy is 
indeed fulfilled, but the reason for this, apart from the exclusion of employ- 
ment policy from the definition of the capitalist rules of the game, lies in the 
incomplete emancipation of the models from the initial assumption of fixed 
coefficients. 

‘The essential argument is that with fixed coefficients any additional workers 
require the same tcols per head as the others. They can therefore be absorbed 
only if accumulation is just sufficient to provide these tools. If this comes 
about we can have a smooth centinuing development which Mrs. Robinson 
mischievously calls a “Golden Age.” (There is another kind of Golden Age 
if neutral progress in technique plays the part of increased population. There 
is then also an increase in the level of consumption per head.) A slightly 
greater rate of accumulation would make tools a free good, the worker would 
get the whole product, and the capitalist would get euthanasia. Conversely a 
rate of accumulaticn slightly less than that required for a Golden Age would 
reduce the real wage to zero (or to subsistence level when the redundant 
labor had disappeared). These extreme corollaries are not drawn by Mrs. 
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Robinson—perhaps because of the inability of workers to negotiate real wages. 
And a way out is found in a gradual fall in the real wage (when labor is the 
redundant factor) which increases profits, and thus saving out of profiis, so 
as to permit the additional accumulation to provide the needed tools. Un- 
easiness at the arbitrariness with which the real wage is reduced (for there is 
no good reason why prices should fall less than wages) is relieved in true 
Marxian fashion by pointing out that this only goes to show how silly a 
system the capitalist system is to have to depend on Golden Ages, while 
implying that the historical viability of capitalism must nevertheless indicate 
that this reaction (and the reverse when equipment is the redundant factor) 
is in fact operative. Nor does it turn out to be difficult to find a rationaliza- 
tion: The investor seeks to maintain the monzy volume of investment, so 
that real investment increases when money wages and prices fall and thus 
real wages—the residual—must fall. (This does nct prevent the opposite 
deus ex machina from being invoked later in the book when a fall in money 
wages leads to the rise in real wages which turns up the bottoms of trade 
cycles; but in that area such license is traditional.) It is the changing distribu- 
tion of income between workers and capitalists that adjusts the saving to the 
investment needed for a Golden Age and completely takes the place of the 
traditional adjustment of capital intensity to the rate of interest that is pooh- 
poohed, but not entirely thrown out, by other performers on the capital-output 
ratio like Kaldor and Harrod. 

This argument survives the relaxation of the assumption of constant 
technique because the relaxation is only partial. It takes the form of a series 
of discrete techniques on a spectrum or scale of increasing mechanization on 
the lines made familiar by the substitution of discrete processes and linear 
combinations of these for production functions in “linear programming.” This 
device permits one to imagine a movement along the straight line joining two 
points representing two “processes” (here techniques), the line representing 
combinations of the two processes in different proportions. A movement along 
such a line would represent the continual displacement of one of the tech- 
niques by the other, namely by the technique represented by the point toward 
which the movement is imagined, reaching this point when the displacement 
is completed. While the displacement is going on both techniques are (almost 
exactly) equally profitable, the displacement Xeeping constant the relative 
prices of the factors (here the wage rate and the profit rate). When the dis- 
placement is completed we are back with only one technique in operaticn and 
accumulation bids wages up and profits down until a still more mechanized tech- 
nique becomes worth while and we go off along enother connecting line. 

Mrs. Robinson makes use of this device to stress the difference between 
accumulation and mechanization—between the supplv of equipment by saving 
(and investing), which has the effect of bidding up wages and bidding down 
profits, and the demand for more equipment for more mechanized techniques, 
which moderates the effects of accumulation (the supply of equipment) on 
wage and profit rates (p. 151). 

The usual way of expressing this is to say that any given amount of ac- 
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cumulation will have a smaller effect in raising the marginal product of labor 
(and the wage rate) and in lowering the profit rate, the greater are the 
opportunities for mechanization—or in other words the greater is the 
elasticity of substitution of equipment for labor. But Mrs. Robinson will 
have nothing of marginal productivities and goes on to some true hair- 
splitting in denying (though not too consistently) that the accumulation of 
capital increases the real wage by increasing the marginal product of labor, 
and she insists that the increase in the real wage (which is brought about 
by the increase in accumulation) is the cause and not the effect of the increase 
in mechanization. This is hairsplitting because with a given population there 
can be no mechanization without accumulation, and vice versa, and it leads to 
error because Mrs. Robinson seems to suppose that at the critical points, 
where the process by which one technique displaces another has been com- 
pleted and the process of its displacement by a third is about to begin, accumu- 
lation is going on without mechanization. But no accumulation can take place 
at such points. All that can happen at such points is the increase in the 
valuation of the existing equipment (and other stocks) as wages (and costs) 
are bid up and the rate of profit (and the rate of discount) is bid down. Mrs. 
Robinson’s device is an excellent way of illustrating the difference between 
genuine accumulation of capital which takes place as more mechanized tech- 
niques replace less mechanized techniques at the margin of equal profitability, 
and mere revaluations which are restricted to the critical points. This gets 
her involved in a host of mare’s-nests about the difficulties and impossibilities 
of measuring capital instead of concentrating on investment or accumulation 
as the only way in which so-called capital problems come in contact with 
genuine economic decisions. In throwing out the marginal productivity 
mechanism she is forced (if that is the right word) to a kind of residual 
theory which says that the real wage is determined by how much is left over 
to be divided among the workers as they take their turn in the queue after 
the requirements for accumulation and any consumption by capitalists, and 
we are back at a strict wage fund waich comes back to life in several different 
contexts but always in response to minor variations of the same spell. 

I have considered only one, though perhaps the most important, of a series 
of questionable procedures, and peraaps I should have said more about some 
of the more positive elements which are many and important. Among these 
are her development of the inflation barrier concept that is of great help in 
understanding various kinds of inflations (and to which could profitably be 
added a more thorough examination of cost inflation), an illuminating account 
of the operation of buyers and sellers markets (that could be put to better 
use than to add yet another, if more than usually skilful, business-cycle de- 
scription masquerading as analysis with its excess degrees of freedom show- 
ing) and the clarification of the concept of “finance” as the ability of 
entrepreneurs to pursuade the controllers of funds that they are worthy of 
credit (though this is in several places confused with the supply of liquidity 
to the economy as a whole). It seems to me, however, that the most useful 
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parts of the book are the errors and the ingenious confusions the search for 
which can give such first-class exercise in economics to graduate students (and 
to professors) who could do with a tough workout and who can stand the 
tough cuteness of Mrs. Robinson’s style. 
ABBA P. LERNER 
Roosevelt University 


Location and Space-Economy. By WALTER Isard. (Cambridge: Technology 
Press. New York: John Wiley. London: Chapman and Hall. 1956. Pp. 
xix, 350. $8.75.) - 


In recent years the literature of location theory and spatial economics has 
benefited from a number of significant contributions; Professor Isard’s book 
must certainly be counted as outstanding amcng these. The book couples a 
rich scholarship with originality of thought anc recognition of unsolved prob- 
lems. Surely one can ask little more of an author. 

An index of the scholarship of the book may be gained from considering 
either the book’s review of existing literature or the thoroughness of the 
coverage of the field of spatial economics that the book exhibits. Under the 
former category notice is taken of the pioneering work of Thiinen and Luan- 
hardt, and considerable attention is given to the work of Weber. Probably 
less known to American readers are the attempts of Predöhl to integrate 
spatial economics and general equilibrium theory and Weigmann’s applica- 
tion of Gestalt analysis to location and spacial problems. The writing cf 
Lésch on market areas receives an extensive evaluation. In addition to a 
review of the important German literature, the volume includes discussion 
of the writings of Ohlin, Palander, Hoover and other writers more familar 
to American readers, 

Viewing the book from the standpoint of coverage of the field of spatial 
economics, one is also brought to a recognition of the completeness and sound- 
ness of the author’s work. The volume begins with a statement of regional 
and locational problems in nontechnical language. The author then moves 
to a consideration of some general theories of location. In this section he 
brings out with clarity the point that spatial considerations alter existing 
economic theory; that, for example, dollars spent for transportation assume 
a special importance in consumer and entrepreneurial decisions in a manner 
not contemplated in dimensionless value theory. Or, relying on a loose anal- 
ogy, transportation expenditures deserve special emphasis in value theory 
just as investment expenditures deserve special consideration in the study 
of economic fluctuations. 

Perhaps the most striking segment of the book is the chapter on empirical 
regularities of space-economy. The work of Zipf with the rank-size rule, and 
the work of Steward with social physics and population distributions receive 
special attention. While Isard is skeptical of the validity of the various em- 
pirical studies, he does not totally reject them. In a more traditional manner 
the author continues with chapters on the locational equilibrium of the firm 
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in the case of transport orientation and the case of labor orientation. A 
chapter on market and supply areas rounds out this more orthodox theoretical 
section of the book. 

Throughout the book, the authcr contends that many of the seemingly 
diverse topics in location economics can be related to each other in a logical 
fashion, and that there is an underlying unity in spatial economics not 
sufficiently stressed by previous writers. He makes this point clearly in his 
discussion of the relation between industrial location and agricultural location. 
In this discussion he shows that basically the same theory, appropriately 
modified, handles both cases. The parallel between the development of dis- 
tribution theory and of spatial economics may be observed by recalling that 
at one time the compensation of different factors of production had to be 
explained by elaborately and fundamentally different theories. The develop- 
ment of generalized marginal productivity theory showed the underlying unity 
in distribution theory. Similarly the work of Isard, Greenhut and other 
modern writers appears to be performing a comparable service for spatial 
economics, 

Another thread of underlying unity in economic theory is developed by 
the author in his chapter on the relations of location theory and international 
trade theory. He shows that the transport-orientation theory from location 
economics and the opportunity cost theory of international trade can be 
united. The demonstration is carried through by means of an example. One 
might wish for a more general and more comprehensive demonstration. 
Several interesting implications of the fusion of location and trade theory 
are mentioned or hinted at but not developed fully. 

The most significant and original contribution that the book makes is the 
mathematical formulation of location theory. Again the underlying unity 
appears as similarities between different aspects of location theory and 
similarities between location theory and other branches of economic theory 
are developed. The author shows that Weber’s problem of transport-orienta- 
tion, problems of market and supply areas, and the problem of agricultural 
location all depend essentially on a condition of equality between ratios of 
transportation rates and marginal rates of substitution of transportation 
inputs. In other words, the locational equilibria depend on a condition 
analogous to the equilibrium condition of a consumer’s indifference map. 
Since all of the problems involved are maximization problems, the similarity 
of the results can hardly be regarded as surprising. Nevertheless they are 
instructive in pointing out the precise nature of conditions that one vaguely 
knows to be true. 

The book contains little that the reviewer would wish to criticize. The 
level of exposition is uneven; at points the obvious is elaborated and at other 
points difficult arguments are insufficiently explained. Judgments are some- 
times passed on writers that would not be accepted by all persons familiar 
with the literature. Probably a more economical organization could have 
been obtained by developing the general location theory early in the book 
and showing briefly that previous theories are special cases. 

Isard has produced a distinguished book in spatial economics, He has 
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promised a second book dealing with the larger, regional aspects of spatial 
economics. After reading the present book, economists will hold great ex- 
pectations for the promised book. 

l RALPH W. PFOUTS 
University of North Carolina 


Studies in the Labour Theory of Value. By Ronatp L. MEEK. (New York: 
International Publishers. 1956. Pp. 310. $5.90.) 


Most western economists today would share the observation once made by 
Schumpeter to the effect that the labor theory of value had its burial a long 
time ago. It is all the more ambitious, therefore, for anyone to try to re- 
suscitate it in language comprehensible to contemporary students of eco- 
nomics. Mr. Meek sets out to do this, and, in the opinion of this reviewer, 
manages to reach but the half-way mark. That he did not succeed in making 
a dent on Joan Robinson, likely a most sympathetic listener, is apparent from 
perusal of her booklet On Re-reading Marx (1953) which bears evidence 
of having grown out of her discussions on the subject with Meek. 

The book is divided into four parts: (a) the doctrinal development of 
the labor theory of value before Marx, in particular in the hands of Adam 
Smith and Ricardo; (b) Marx’s treatment of the subject; followed by (c) 
one chapter taking up, and attempting to answer, the arguments by Marx’s 
critics such as Pareto, Bernstein, Croce, Joan Robinson, etc.; and (d) the 
last chapter on “the reapplication of the Marxian labour theory.” The basic 
theme which runs throughout the book and illumines different phases 07 argu- 
ments appears to be, in Meek’s own words, the following: 


What Marx was above all concerned to show in his discussion of the 
value problem was that relations of exchange were ultimately determined 
by relations of production—using the latter expression here to include 
not only the basic relation between men es producers of commodities 
which persists throughout the whole period of commodity production, 
but also the specific set of relations of subordination or co-operation 
within which commodity production is carried on at each particular stage 
of its development. ... In this context, . . . it was quite sufficient for 
Marx to show (a) that under ‘simple’ commodity production ratios of 
supply prices were directly determined by embodied labour ratios, and 
(b) that under capitalist commodity production ratios of supply prices 
were indirectly determined by embodied labour ratios. (Pp. 287-88. 
Italics in the original.) 


Meek’s presentation of the doctrinal evclution of classical economics, 
which prepared the ground for Marx, is excellent and recommends itself as 
independent text-book material in its own right. But I am less certain as to 
how far Meek has succeeded in maintaining the same degree of persuasiveness 
in the subsequent chapters. A lapse occurs right at the stage where he makes 
the transition from the classical economists to Marx. In the transition, I feel, 
it is essential to highlight the remarks made by Marx to the effect that Smith 
and Ricardo did quite well in analyzing the problem of the magnitude of 
value but failed completely in drawing out the implications of the form of 
value; in other words, failed even to ask the question of why “Jabor is 
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represented by the value of its product and labor-time by the magnitude of 
that value.” (Mr. Meek actually quotes a part of these remarks, but in a 
somewhat different connection, besides giving the wrong impression to 
readers by using the term “bourgeois political economy” whereas Marx was 
referring to the “classical political economy.”) I have long since felt that the 
major contribution by Marx in the field of value theory was in pursuing the 
implications of the specific form of value which labor takes under the system 
of commodity production and I still feel, as I suggested two decades ago, that 
it would be better to call Marx’s theory “ the value theory of labor” rather 
than “the labor theory of value.” 

Meek’s final: chapter, where he takes up the operation of the “law of 
value” under socialism and monopoly capitalism, is naturally the most appetiz- 
ing. But in the end, it is rather disappointing. I should like to have seen him 
devote more attention to how the wage rate as the price of labor power can 
be explained by the labor theory of value, and also how relative prices in 
international transactions could be exolained by the same theory in the 
present-day world. But more basically, a question arises in my mind as to 
how he relates his understanding of Marx’s theory of value with the oft- 
repeated dictum by Marxists that the contradiction of the social character 
of production and the private character of property ownership is basic to 
capitalism, This latter proposition seems to imply that where the private 
character of property ownership is abolished as under socialism the produc- 
tive powers of a society will show themselves in their “true” light, namely 
as social productivity, thus changing the social form which concrete human 
labor takes while permitting pragmatic flexibility in the method of recouping 
the surplus for investment purposes. Such a train of thought leads us to a 
number of extremely interesting questicns as regards the application of the 
labor theory of value to socialism. The book under review does not, and 
probably is not intended to, enlighten us on this type of problem. 

In the case of a book of this kind, criticism is easy. Therefore, on balance, 
I must say that Meek has done a great service to the profession by making a 
serious attempt at least to make the labor theory of value a subject debatable 
in terms of the contemporary scene. In particular the conceptual framework 
which ‘he, admittedly in a somewhat schematic form, proposes towards the 
end of his book, as a guide to the concrete investigation of exchange relations 
in the different stages of commodity production, is quite original and should 
be challenging to economists, Marxists and non-Marxists alike. 

SHIGETO TSURU 

Hitotsubashi University, Tokyo 


Zinstheorie. By FRIEDRICH A. Lutz. (Zürich: Polygraphischer Verlag. Tiibin- ` 
gen: J.C. B. Mohr (Paul Siebeck). 1956. Pp. 195.) 

This is not so much a Zinstheorie, a theory of interest, as it is a Zins- 
theoriegeschichte, a concise history of thought on interest. Lutz makes a dis- 
tinction between theories of interest for a stationary economy, those for a 
progressive economy, and so-called monetary theories of interest. He groups 
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his material accordingly. Finally, and in rather sketchy form, he attempts a 
synthesis and builds toward a positive theory of his own. 

There is a painstakingly detailed exposition of the interest theories of 
Eugen von Böhm-Bawerk, Knut Wicksell, Gustav Akerman, Friedrich A. 
Hayek, Léon Walras, Irving Fisher, Frank H. Knight, some forerunners of 
monetary theories of interest (among whom Lutz counts notably Joseph A. 
Schumpeter), and Lord Keynes. This is complemented by a less ambitious 
survey of the post-Keynesian discussion of interest problems, where John R. 
Hicks and Abba P. Lerner are given particular attention. In his expository 
technique Lutz apparently emulates Gottfried Haberler’s Prosperity and 
Depression. There is the same scholastic patience in describing arid details of 
theories that the author deems demonstrably false and convincingly de- 
molishes in critical summaries at the end of each chapter. He is both out- 
spoken and fair. 

Naturally, the treatment cannot be equally penetrating and felicitous in 
all cases. While Böhm-Bawerk, Wicksell, and Walras are expounded with 
lucidity and Lutz will have ingratiated himself to all students for the plausi- 
ble explanation of Akerman’s hardly accessible theories, the treatment of 
Hayek appears somewhat perfunctory and strangely aloof. This is the more 
remarkable since the author’s (and Vera Lutz’) Theory of Investment of the 
Firm professed heavy indebtedness to Hayek’s Pure Theory of Capital. Also, 
the discussion of the admittedly difficult Knight occasionally makes one still 
wonder what it is all about. The part concerning monetary theories of inter- 
est is probably not less well done than the preceding chapters, but here 
Lutz competes with an industry of skilful expositors. The topic is still too 
live, it seems, to be treated as history, and too abundant and kaleidoscopic 
to be dealt with in some forty pages. 

In the final part, Lutz moves toward a positive theory of interest “that 
does everything a theory can possibly do” (p. 158). I would submit thet such 
a general goal is a will-o’-the-wisp or methodologically self-defeating. Nor 
does Lutz adhere to the program. Indeed, it is the structure of interest rates, 
their spectrum, so to speak, that he is mostly concerned with. He does not 
begin to pierce beyond his previous contributions to this field. A brief ap- 
praisal of the empirical evidence on entrepreneurial behavior vis-à-vis interest 
rates is unsatisfactory in that not even the better-known results of recent 
years are cited or evaluated. 

There can be no doubt, however, that Lutz has written a welcome addition 
to the expository literature. Translated into English, the first three parts 
of the book should get on the reading lists of graduate theory courses as they 
are usually taught in this country. While later parts could be shortened, 
earlier parts might well be amplified by a similar treatment of economists 
like, e.g., William Stanley Jevons, Rudolf Auspitz, and Richard Lieben, who, 
invariably eulogized in the better books on doctrine, are certainly not too 
well known for precisely what their specific contributions really were. 

EBERHARD M. FELS 

University of California, Berkeley 
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Hobson and Uncerconsumption. By ERwtn Esser NemMers. (Amsterdam: 
North-Holland Publishing Co. New York: Kelley & Millman. 1956, 
Pp. ix, 152. £4.00.) 

To the casual student the underconsumption doctrine of John A. Hobson 
is a simple one. As Professor Nemmers points out, this attitude toward the 
work of Hobson is attributable to the fact that Hobson wrote many books 
in no one of which is to be found his whole system of thought. Since the 
most widely read books are those in which he expounded his underconsump- 
tion doctrine proper, the relation of this doctrine to the remainder of his 
system is easily missed. 

The author views Hobson’s system as a whole and makes clear the connec- 
tion between Hobson’s theories of underconsumption, economic surplus, and 
imperialism. But Nemmer’s book is what might be called a micro-examination 
of Hobson’s essentially macroeconomics. After a very brief review of the 
earlier underconsumption theories of Sismondi, Lauderdale, Malthus, Rod- 
bertus, and Marx and a short discussion of the possible derivation of Hob- 
son’s underconsumptionism he proceeds to a rigorous examination of Hobson’s 
major theses. His underconsumption, economic surplus, and imperialism 
doctrines are each examined critically. He concludes by a critical analysis of 
Hobson’s concept of fiscal policy and of his views on rationalization, wage 
policy, and tariff policy as techniques for achieving economic stability. 

Although Nemmers finds much that is valid in Hobson, he is chiefly 
critical of what he feels to be Hobson’s failure to develop an adequate theory 
of interest. Nemmers feels that Hobson’s failure to recognize liquidity prefer- 
ence leads to a failure to attribute sufficient importance to monetary aspects 
of the cycle and tc monetary policy. He is also critical of Hobson’s reluctance 
to make a clean break with Say’s law. By not doing so, Hobson seemed to 
imperil his undercansumption position. 

Although Nemmers feels that Hobson lacks many of the refinements of 
latter-day income theory, the total effect of his analysis is to show that 
Hobson has a more solid position than even Keynes’ belated respects would 
seem to indicate. By virtue of having accomplished this, the author has him- 
self contributed a valuable work to cycle theory. 

The most serious criticisms that can be made of the book are structural 
ones. The analysis seems at times to be needlessly repetitive. The book 
would also have benefited by a concluding summary and evaluation of Hob- 
son and his place in income and employment theory. These structural faults, 
however, do not seriously detract from the value of this book to the student 
of income theory. 

Davin HAMILTON 

University of New Mexico 


Friedrich List und Deutschlands Politisch-Oekonomische Einheit. By Hans 
GEHRIG. (Leipzig : Koehler & Amelang. 1956. Pp. 450.) 

Friedrich List, whose life and thought is interpreted in this book, occupies 

a modest niche in economics’ hall of fame. List’s doctrines, unlike those of his 


~~ 
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more illustrious contemporaries, are accepted -around the world. Gehrig’s 
book makes clear, however, that List’s contemporary significance is not limited 
to the theory of industrialization through protectionism. He has at least two 
other points of contact with our day:. German reunification and European 
integration. — 

Throughout his life, List was a passionate protagonist of German unity. 
And at the same time, he was an early proponent of the doctrine of a large 
common market, which to him meant primarily the German Zollverein and its 
expansion, but which, in today’s context, might mean a European customs 
union. Gehrig, now in retirement in Halle in Eastern Germany, forbears to 
make these parallels explicit. He lets them speak for themselves. He does so 
by tracing simultaneously List’s stormy career and the development of his 
thought. 

List was an eminently political economist, always reacting to the problems 
of his changing environment. As a young employee in the public administra- 
tion of Wiirttemberg, he developed vigorous plans for the improvement of 
the bureaucracy and profound scepticism of the viability of small economic 
units, His ideas earned him a professorship at an early age. He went into 
politics, stuck out his neck too far, was promptly sentenced to jail for what 
amounted to un-Wiirttembergisch activities, and was released on his promise 
to remove himself to the United States. Here, he rapidly made a position for 
himself as an economist and made money in the coal business. His intellectual 
reaction to the underdeveloped American economy was the espousal of infant 
industry protectionism. | 

Homesickness drew him back to Europe, where he might have arrived as 
American consul in Hamburg if the Senate had not refused to confirm Presi- 
dent Jackson’s appointment. He returned at <= time when railways were 
becoming a practical possibility, and he immediately plunged into the sub- 
ject. Railways must have appeared to him as a potential carrier for all of his 
major doctrines—German unity, the large market economy, and industrializa- 
tion through protectionism. But though his prestige as a publicist and 
economist continued to grow, particularly after the publication of The Na- 
tional System of Political Economy, his luck in the sphere of business gave 
out. He lost his American money in the crisis of 1837. He continually failed 
in his efforts to inject himself into the administration of the various railway 
enterprises that he helped to promote. He was a discouraged and impover- 
ished man, as well as a sick one, when in 1846 he ended his life. 

The picture of the man that emergés from Gehrig’s pages is that of a person 
with extraordinary brilliance and drive. European businessmen probably 
regarded his endless projects as visionary and his constant needling as a 
nuisance—this would account for his lack of business success after his return 
from America. Contemporary economists no doubt suspected him as a jour- 
nalist and tended to neglect him. His deficient theoretical equipment probably 
contributed to his lack of impact in academic circles, though it may have in- 
creased his capacity for original ideas. 

These ideas have all sooner or later been translated into reality. The rail- 
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ways were built and in good measure had the effect he expected. German unity 
arrived 25 years after his death. If today it is once more a burning issue, 
the memory of List reminds us that it is an issue with a long past. The 
European customs union, the modern version of the Zollverein, is being 
negotiated today. It is only in the area of industrialization and protectionism, 
where the victory of his ideas seems to be most obvious, that one must stop 
to ask what sort of a victory it is, and whether indeed these are List’s ideas. 

The answer to which Gehrig’s book points is at best a qualified “yes.” List 
was moderate in his proposals; he did not favor industrialization at all cost, 
including that of efficiency. Tariffs were to be removed as the economy 
progressed. Though he was a dirigiste, he was wholeheartedly entrepreneurial. 
His doctrine that capacity is more important than actual output does presage 
that school of thought in modern development economics which favors re- 
striction of consumption as a means of increasing saving and investment. 
But reality has gone much beyond what he thought wise. His ideas have 
been accepted, but with such exaggeration that his spirit, though defeated 
in life and scarcely to be held responsible for posthumous influence, must 
surely view some aspects of present-day developmentia tremens with mis- 
givings. | 

Henry C. WALLICH 
Yale University 


Bildung und Verteilung des Vol&seinkommens. Gesammelte Aufsdize zur 
Wirtschaftstheorie und Wirtschaftspolitik. By ERICH PREISER. (G6tting- 
gen: Vandenhoeck & Ruprecht. 1957. Pp. 351. DM 19, 80.) 

This is a collection of articles which (with one exception) have been pub- 
lished previously in German periodicals and Festschriften between 1941 and 
1956. The author is professor of economics at the University of Munich. 

It speaks well for the author that he is able to reprint papers on economic 
policy which have appeared in Hitler Germany during the war. However, 
although his discussion of different methods of price control and of ambiguities 
in defining price levels was probably useful when first published, it does not 
add to what is general knowledge today. 

The substantial contributions are in the two areas named in the title of 
the book: income creation and income distribution. The papers on income 
creation (1944-1956) were concerned, as early as 1944, with the relations 
between Keynesian and “classical” formulations on savings and investment, 
distinguishing clearly real and monetary, underemployment and full-employ- 
ment aspects of the two approaches. Money creation and savings, capital 
exports and full employment, the multiplier and economic profit are discussed 
in a similar way. For the purpose of bringing the analysis in Keynesian 
terms to the German reader the papers have been and still are well suited. 
To give an example: Preiser describes (1950) German “active business-cycle 
policy” (p. 53). To him, in classical theory, increased investment requires 
decreased consumption with momentarily unchanged income; in the Key- 
nesian world increased investment and unchanged consumption go together. 


BOOK REVIEWS 707 


Increased income provides added demand, finally prices may rise. In the 
German case, according to Preiser, initially increased autonomous investment 
increases output, but additional savings follow, to be followed again by 
increased investment, etc. In this. manner price rises can be avoided. To 
Preiser price rises would have been undesirable in Germany (1950) because 
the wage-price differential had been too high. Indeed, the relatively low wages 
did permit the high level of investment out of additional savings. There is, 
of course, nothing really new in the combination of initial pump-priming 
and further investment matched by savings. The burden of investment is 
borne in the Keynesian world, when full employment is finally reached, by 
lowered real wages (forced savings in the wake of price rises). Preiser prefers 
the German approach because there are individual voluntary savings sufficient 
. to avoid price rises. 

The paper “Der Kapital Begriff und die neuere Theorie” (1953) will baffle 
the American reader. To Preiser Kapital means investible funds; the German 
term for real capital is, he asserts, Vermögen. Hence his discussion is con- 
cerned with capital accounts and funds available. In the absence of wage 
and price reductions (which are depressive, p. 113) growth is only possible 
if additional funds are made available to enterprise by the banking system. 
To Preiser, in equilibrium investment equals savings by definition; in dis- 
equilibrium investment equals savings plus the entrepreneurial profits due tc 
the price-level changes. This is a reformulation of the classical contentior. 
that investment is limited by voluntary savings and forced savings; the latter 
are equal to the profits mentioned above. Much justified emphasis is placed 
throughout the book on distinguishing entrepreneurial profit due to price- 
level changes from the Schumpeterian profit due to innovation. 

The first paper on income distribution reviews Boéhm-Bawerk’s famous 
article on Power or Economic Law. Preiser’s paper was earlier made available 
in English in International Economic Papers, Vol. II, 1952: “Property anc 
Power in the Theory of Distribution.” Economic distribution is a pricing 
process, hence “power” as such does not furnish any explanation. Market 
forms, indeed, influence the determination of incomes. Preiser, following sug- 
gestions or Eucken, makes the point that elasticities of factor demand anc 
factor supply also influence distribution; these elasticities in turn depend or. 
social conditions. If, for example, workers own land, the supply of labor at 
least in the lower wage ranges will be more elastic than if they are property- 
less. Hence functional and personal distribution are not as independent o` 
each other as is sometimes assumed. 

Another paper sketches the limitations of marginal productivity theory: 
income is determined by the marginal revenue product (here identified as the 
Amoroso formula). Again the social element is introduced through the 
elasticities (p. 216). To Preiser, Marx’s theory of exploitation assumes the 
existence of all-pervading quasimonopoly due to property distribution. J. B. 
Clark’s theory of marginal productivity assumes competition throughout. 
Hence, according to Preiser, the two theories are not contradictory, as com- 
monly ‘thought, but rather complementary to each other. 
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The third article questions Stackelberg’s contention that consistently lower 
estimation of future goods (Bohm-Bawerk’s second ground) proves necessarily 
the existence of positive time preierence, Preiser points out that consistent 
underestimation of future goods may be due to positive liquidity preference 
alone. 

The book is carefully written, terms are clearly defined, and arguments 
are carried to their logical conclusions, using from time to time customary 
algebraic income analysis. The stvle is simple, as German books go. Some 
of the topics have been treated extensively in the American literature. There 
are, though, occasional new formulations that may be of interest not only to 
the German reader. This is a fine piece of recent German theorizing. It is far 
superior in clarity and conciseness to most German writings, as far as I can 
judge. It should be worth-while reading to anyone interested in German 
critical elaboration of Keynesian thought and of economic theory. 

WALTER FROEHLICH 
Marquette University | 


Die Grundlagen des Historismus in der deutschen Nationalökonomie, By 
GOTTFRIED EISERMANN. (Stuttgart: Ferdinand Enke Verlag. 1956. Pp. 
xv, 249. DM 28,00.) 


The emergence of what is loosely referred to as the German historical 
school of economics and its later spread in Germany is probably much less 
puzzling a phenomenon than Professor Eisermann claims. However, no spe- 
cial justification is needed for an attempt to. explain the occurrence of given 
ideas as events in the history of thought and, more generally, as social events. 
Eisermann restricts his analysis to the three writers who are said to form the 
“older historical school”: Wilhelm Roscher, Bruno Hildebrand, and Karl 
Knies. Gustav Schmoller and the “younger historical school” are not con- 
sidered. l 

Usually in book reviews remarks about style are relegated to the last para- 
graph. In the present case it seems, however, useful to begin by saying that 
the book under consideration is so poorly organized and written in a language 
so disdainful of its function of communicating ideas that it is very difficult 
to read. 

In the preface the author states his intention of explaining the rise and 
success of the historical school in terms of the sociology of knowledge. Ac- 
cordingly he devotes the first four chapters of Part I to a survey of the high- 
lights of German history in the early decades of the last century. However, 
the division into distinct chapters on the political, economic, social, and in- 
tellectual (geistig) background results in a great deal of tiresome repetition 
and confusion. The reader well versed in Western history after the French 
revolution will find these chapters superfluous. The reader unfamiliar with 
this period will find them too brief and too unsystematic to be of much help. 
The chapter on the two precursors of the historical school, Adam Miiller and 
Friedrich List, which concludes Part I, contains a wealth of valuable infor- 
mation. Yet the author does not make really clear what precise place—if any 
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——the doctrines of these two men occupy in his explanatory scheme. Inci- 
dentally, no mention-at all is made of Alexander Hamilton’s influence on List 
(e.g., the infant-industry argument). 

In Part II the author examines in detail the works of Roscher, Hildebrand. 
and Knies, If I correctly understand him, he argues that the “older historica 
school” had its origins in the German romantic reaction to the rationalism ot 
the Enlightenment. In contradistinction to the individualism of the classica- 
economists, it is chiefly characterized by an organistic approach to society 
Born and developed in the climate of the rising German bourgeois class anc 
the frustrated popular aspirations for national unification, it also shcws < 
strong liberal-nationalistic flavor. Concern with the economic and politica 
needs of the Germany of their time leads the three writers to emphasize the 
unique aspect of socio-economic events, and to develop a historical relativism 
hostile to universal laws. Confronted, moreover, on the one hand with the: 
social evils of early capitalism, and on the other hand with the rise cf the 
new working class and of socialism, they sought a middle way of social re 
form within the liberal bourgeois State. 

Eisermann’s approach suffers from two weaknesses, one factual, the othe- 
methodological. First, he follows tradition uncritically in assuming the exist- 
ence of an “older historical school.” Schumpeter has already pointed out 
in Epochen der Dogmen und Methodengeschichte (Tübingen 1924) and agaiz 
in his posthumous History of Economic Analysis (New York 1954), that 
Roscher, Hildebrand, and Knies had actually little in common and did noz 
form a “school” at all. Moreover, they were certainly not as antitheoretical 
as some later critics—probably under the influence of the famous Menger- 
schmoller controversy—have assumed. While the author does point ow 
Roscher’s classical-theoretical inclinations (pp. 136,150-51,157), he men- 
tions Knies’ chief work, Geld und Kredit—a theory of money and credit 
along essentially traditional lines—only in a brief and rather embarrassei 
passage (pp. 227-28). It is true that the teaching of these three men is crit? 
cal of a priori reasoning and places strong emphasis on empirical studies. 
Now, empirical research in economics means largely, and until recently almost 
exclusively, work with historical data. However, nothing in this is basically 
opposed to modern reasoning in economics, or for that matter to reasoning 
in any empirical discipline. It is regrettable, therefore, that the author formt- 
lates his task as that of explaining why “such obviously quite ‘reasonable’ 
men who were not without professional ability . . . could believe such absurc-. 
ities (Abstrusitdt) . . .” (p. vi). It must also be regretted that he fails t 
clarify his own conception of theory. There are indications that his attituce 
towards inductive generalizations (low-level empirical laws) is not wel 
thought through. 

Second, the author does not seem at all to appreciate the limitations of h.s 
approach. So far the sociology of knowledge yields no more than interestirg 
but quite tentative hypotheses. It can not yield rigorous proofs. As a resur 
his explanation is mostly superficial and shows no awareness of the need fer 
the precise formulation of the relationships between the phenomena to ke 


710 THE AMERICAN ECONOMIC REVIEW 


explained and the explaining data. For example, we are told (p. 5) that 
Hume’s dissolution of the concept of causality corresponu3 to the decomposi- 
tion of the medieval social order (Stdndegesellschaft). Again, Hildebrand’s 
theory of the three economic stages is explained as the “bourgeois counter- 
proclamation against Engels’ teachings and the Communist Manifesto” 
(p. 177). 

In spite of shortcomings, however, this is a very learned study of the work 
of five important social scientists of the last century. It brings together a 
great deal of material, some of it new, some not easily accessible. Economists 
interested in the slow and devious development of their science will find this 
book well worth perusing: 

EMILE GRUNBERG 

University of Akron 
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Studies in the Agrarian History oj England in the Thirteenth Century. By 
E. A. Kosminsxy. Edited by R. H. Hilton and translated from the 
Russian by Ruth Kisch. Studies in Medieval History, No. 8. (New York: 
Kelley & Millman. 1956. Pp. xxviii, 370. $7.00.) 

The author of this book, Eugeny Alexeyevich Kosminsky, is a distinguished 
Russian historian and a member of the Academy of Sciences of the U.S.S.R., 
an honor conferred only upon scholars and scientists with outstanding ac- 
complishments. In Russia, where everything is planned, the Academy of Sci- 
ences plays an important role in promoting research and in selecting the 
works deserving publication. 

In England, Kosminsky is considered a leading authority on English agra- 
rian history. Although the main results of his research are available in three 
articles published in Tke Economic History Review, scholars will welcome this 
somewhat abridged translation of his book, which contains the statistical and 
factual evidence underlying his conclusions. 

Russian interest in English agrarian history is not-a new development but 
dates back to the nineteenth century. One of the first to study the manorial 
system and to make major contributions was a Russian professor, Paul Vino- 
gradoff, who settled in England, taught at Oxford, and was even knighted as 
a reward for his academic achievements. In Russia, Vinogradoff’s teaching 
and writings influenced Alexander Savine, who investigated the dissolution of 
the monasteries and Demetrius Petrushewsky, who wrote on Wat Tyler’s 
Rebellion. Kosmirsky is the latter’s pupil and pays tribute to his great prede- 
cessors while criticizing them, of course, for not adopting a Marxian point 
of view. 

In his preface, the author frankly states that his book “has been written 
on the basis of Marxist-Leninist method” and that he uses Marxian terminol- 
ogy. Accordingly, feudalism is regarded as a mode of production rather than as 
a political and social institution. It found its economic realization in feudal 
rent, the instrument of exploitation by which the surplus labor of the peasan- 
try was confiscated by the ruling class, composed of lay and ecclesiastical 
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landlords. The manor or feudal estate was the traditional organization for 
the appropriation of feudal rent. As oppressive landlords attempted to in- 
crease labor services and to raise money rents, there arose a “never-ending 
class struggle which filled the life of the manor’s inhabitants.” I am inclinec 
to believe that in their daily life medieval peasants were more concerned witk 
weather and crops than with class struggle. It is true that history records € 
few peasant revolts but they were far less common than feudal warfare anc 
baronial uprisings. Nevertheless, a book review is not the place to discus: 
Marx’s interpretation of history or theory of exploitation. Since the author 
clearly states his point of view, no reader will be deceived and it would, there- 
fore, be unfair to challenge him on ideological grounds. It appears more fruit- 
ful to concentrate on his specific contributions, unaffected as they are by 
preconceived doctrines. 

As source material, Kosminsky uses mainly the Hundred Rolls or Rotuz 
Hundredorum, a survey conducted in 1279 to investigate the loss and destruc- 
tion of royal rights during the troubles of Henry III’s reign. They have nct 
been preserved for the whole realm, but only for Huntingdonshire, Oxforc- 
shire, and parts of Bedfordshire, Buckinghamshire, and Cambridgeshire. 
certain respects, the Hundred Rolls are comparable to William the Cor- 
queror’s Domesday Book. It so happens that they cover a territory where 
manorial organization was thought to be dominant. However, Kosminsky’s 
investigation reveals that the typical manor with a demesne worked by villeins 
who owed labor services to the lord was not prevalent except on large lay ard 
ecclesiastical estates. At one extreme, there were estates without demesne 
_ and, at the other, estates composed only of demesne without dependent ville.n 
land. On many medium-sized and small manors the labor services due from 
the villeins were insufficient to cultivate the demesne, so that the lord had 29 
rely on the hired labor of cotters and landless peasants. Kosminsky draws tie 
conclusion that nonmanorial forms of organization cannot be regarded as a 
mere exception. In any case, the conventional picture does not correspond to 
reality. As Kosminsky further points out, vill, or village, and manor do rct 
necessarily correspond: a vill may lie in several manors or a manor may W- 
clude ‘several vills. With regard to the commutation of labor services irto 
money rents, the author shows convincingly that this development is rot 
connected with the rise of a “money economy.” As: markets for agricultu-al 
products developed both at home and abroad, landlords, especially on ecclei- 
astical manors, sought to increase both labor and money dues. 

The Hundred Rolls are among the few medieval sources which lend then- 
selves to statistical treatment, and Kosminsky makes an extensive use cf tais 
method. At the same time, he insists repeatedly on the variety and complex:-y 
of manorial organization. Yet his method shows that he is interested only in 
uniformities and mass phenomena. As a result, his treatment lacks spark end 
life. Even the oppressive landlord remains in the background and makes only 
. fleeting appearances on the scene. As for Piers Plowman, the peasant, wheter 
serf or freeholder, he finds himself reduced to a mere number in a statistical 
series. There are no individuals, only classes, The author would, howerer, 
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insist that such criticism is unfair and that his treatment was conditioned by 
the nature of his source material and his own selection of questions. Granting 
these limitations, it is certain that he has made some very real contributions 
to English agrarian history. 
RAYMOND DE ROOVER 
Boston College 


New Horizons in Planning—A Study of Planning Techniques with Special 
Reference to India’s First and Second Five Year Plans. By ALAK GHOSH. 
(Calcutta: World Press Private. 1956. Pp. 141. 10s 6d.) 


To achieve accelerated economic growth in an underdeveloped country 
during the planning period a technique of “planning with unbalanced growth” 
should be adopted. This is the leading theme of the above study which at- 
tempts to explain the main strategy of the second five-yéar plan of India. 
The fundamental feature of this strategy or technique is an unbalanced growth 
between heavy industries and consumer goods industries. The marked growth 
of heavy industries would create a proper capital base which would generate 
the necessary sustaining power in the course of future rapid economic devel- 
opment. This plarning with unbalanced growth contains of course a potential 
danger of inflationary pressure. The author believes that with the help of 
direct controls which are part and parcel of all planned process of growth, 
the excessive consumption by the people could be checked. The bulk of the 
investment in heavy industries wculd come from the “economic surplus” 
which could be generated if consuraption levels could be kept at the “rock 
bottom level” as had been done under a totalitarian set-up by the Russian 
planners but might not be possible in a country like India. 

The author discusses ways of mobilizing this potential economic surplus 
hidden in the country’s economic structure. Various methods of taxation and 
savings through which this surplus could be mobilized are briefly indicated. 
An extraordinary technique involving deficit financing—increase in the money 
volume—for covering the gap between total expenditure and total revenue 
during the planning period is indicated. Some amount of inflation might re- 
sult from this technique, but one should not be worried about its conse- 
quences if proper safeguards are adopted. After discussing briefly input-out- 
put analysis, the capital-output ratio and linear programming, the author 
deals with the technique of planning with unbalanced growth. 

Before turning to the book’s part on planning in India two comments 
should be made. The author states without qualification that greater empha- 
sis on heavy industries is needed in order to achieve accelerated economic 
growth within a shorter period of time. Should this be true also of countries 
which do not have resources for establishing heavy industries? As to the 
methods of financing, the author realizes the danger of inflation resulting 
from increased money volume but does not deal anywhere with the effects of 
deficit financing on the balance of payments. 

The author regards the first plan of India as a rather modest one. The 
government was largely absorbed in the problem of achieving stability and 
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could not do proper justice to the limited investment: programs in the public 
sector. Yet substantial progress in over-all development was achieved. The 
total outlay on the plan in,the public sector was around $4,000 million (some- 
‘what below Rs. 20 billion) which compares with the revised target of abou: 
$4,800 million. Most of the physical targets of the plan were achieved anc 
deficit financing on a large scale was used only in the last year of the plan | 
National income increased more than expected and the rate of investmen: 
increased every year. The plan’s over-all basic strategy of raising the devel- 
opment potential of the agricultural sector was sound, and its emphasis om 
the agricultural extension program and river valley projects aroused a new 
spirit of enterprise and enthusiasm at the grass rcots. 

By stepping up the expansion potential of agriculture and achieving fnar- 
cial stability, the first plan paved the way for the ambitious second plan. Th= 
basic strategy of the second plan is directed to the task of raising the deve- 
opment potential of the industrial sector with emphasis on heavy investmert 
in the capital goods sectors. Large investments are planned in the public secter 
in iron and steel, heavy machine building, fertilizers, electricity, and railway. 
The production of finished steel is to increase threefold, that of cement nearly 
threefold, of coal by two-thirds. The major technique of developing capital 
goods industries is supplemented by a minor technique which primarily em- 
phasizes household cum cottage industries rather than factory production fer 
meeting the increased demand for consumer goods. 

There is no doubt that preparation of the second plan started with estab- 
lishing physical targets, and only afterwards the attempt was made to fird 
financial resources for this bold program. The total proposed expenditure was 
estimated at $10,080 million (Rs. 48 billion) which amount has since been 
increased by more than 10 per cent. Only about half the original amount 
would come from budgetary resources which include a rather optimistic es-i- 
mate of loans raised from the public and of small savings. Of the uncovered 
half about $1600-1700 million was expected from external resources, teaving 
an uncovered gap of Rs. 16 billion ($3300-3400 million) which was to 3e 
met by deficit financing to the extent of Rs. 12 billion. Taking into account 
the use of sterling balances the author reduces deficit financing to Rs. 9 billion 
($1,900 million) and believes that inflation which would arise from it could 
be held-in check by various controls. Ghosh is worried, however, about the 
gap of Rs. 4 billion ($800 million) remaining after all the deficit financing, 
and believes that the main part of it will have to be covered through adii- 
tional taxation. 

The author comments that “the emphasis on heavy industries is the correct 
approach for accelerated process of industrial development provided the ott- 
look in the agricultural sector is bright.” The expected increase in the agri- 
cultural sector and the development of cottage industries would be the chief 
supplier of goods to match the greatly increased purchasing power. ‘The 
author has justified doubts with regard to prospects of a fast increase in ~he 
cottage industries sector. 

It is very surprising that Ghosh does not discuss the direct and indirect im- 
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pact of this plan on the balance of payments of India. He does not examine 
whether the country will have sufficient foreign assets to meet the cost of the 
needed imported equipment and increased imports resulting from increasing 
incomes. Althouga he suggests controls to check inflationary pressure, does 
he believe that physical controls will be strong enough to avoid serious bal- 
ance-of-payments difficulties? Space does not permit a detailed analysis of 
“planning with unbalanced growth.” The author ends up by saying that a 
definite judgment on this problem would be possible “after the Plan has com- 
pleted its performance.” Some conclusions can already be drawn after the 
first year of the plan. The balance-of-payments deficit is much larger and 
India’s foreign exchange assets have been reduced much faster than expected, 
so that various restrictions have had to be introduced to relieve the drain on 
foreign assets. It appears that the foreign exchange component of the plan had 
been underestimated. In addition there has been substantial investment in 
the private industrial sector requiring opors of capital goods not envisaged 
by the planners. 

Although it might be too early to pass judgment, it appears certain that 
the second five-yezr plan will have to be slowed down at least in some sectors 
unless substantially greater external assistance than expected is provided or 
the country resorts to various physical controls which are against its basic 
philosophies. Probably the plan in its original concept was too bold and if it 
were carried out India would hardly avoid the pitfalls of the plans of most 
of the totalitarian countries. The author does not seem to be fully informed, 
for instance, about the planning in Poland or China. 

Ghosh belongs to the school of planners who maintain that an adequate 
rate of growth is needed to maintain social and political stability and achieve 
progress; and because of lack of resources, planning with unbalanced growth 
and some inflation is indicated. Yet if this planning is not carefully prepared 
and the proposed unbalanced growth with all its implications analyzed in de- 
tail, such-development might either result in dangerous inflation or require 
over-all physical controls. In either case the achieved growth or progress 
might be paid for by jeopardizing the existing political and social structure. 
Although nobody would question the need of an adequate rate of growth in 
underdeveloped countries the author has failed to prove his case for planning 
with unbalanced growth. 

ANTONIN BASCH 

Washington, D.C. 


Development for Free Asia. By MAURICE ZINKIN, (Fair Lawn, N.J.: Essen- 
tial Books, for Institute of Pacific Relations. London: Chatto & Windus. 
1956. Pp. viii, 263. $4.50; 21s.) 

This book contains Mr. Zinkin’s reflections on the problems of development 
particularly of the democratic underdeveloped countries of Asia. These re- 
flections are based on his keen and sympathetic observation of the Indian 
scene first as a civil servant and then as a businessman. He has very intelli- 
gently interpreted his experience with Indian problems and this interpretation 
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serves as a guide to the understanding of other underdeveloped countries of 
Asia. Because of his experience and keen observation he gives a much better 
idea of these economies than any presentation of mere economic statistics 
could give. Admittedly, however, this is not a scientific treatise on economic 
development. . 

This book is divided into five parts: Part I deals with general problems; 
Part II, with economic problems; Parts III and IV, with political and social 
problems; and Part V, with Indian planning. 

Zinkin’s main thesis can be summerized very briefly. Since the process of 
economic development cannot take root in these countries without an ante- 
cedent change in the whole set of values of the people and their social struc- 
ture, and since such a change could come about spontaneously only very 
slowly—and time is of the essence for these courtries—the State will have to 
play an active role in accelerating the process of change. However, in coun- 
tries supposedly functioning democratically, there can be no state-coercion. 
The politicians and to some extent. the bureaucrats therefore have a difficult 
yet a key role to perform in persuading people to change their habits, atti- 
tudes and institutions to suit the needs of development. The politicians will 
not succeed and the people will not be persuaded unless the politicians have 
a consuming passion for development, and a vision which appeals to the deep- 
est emotions and impulses of the people. This vision however has to be real- 
ized by the small property-owners—the peasant, the artisan and the shop- 
keeper who politically form the most effective majority—and by the intelli- 
gentsia who give expression to the urges and aspirations of the small man 
Inevitably there would be a socialist bias in their development schemes and & 
hostile attitude of the state, as well as the majority of the electorate, towards 
big private business. To induce the small property-owner to contribute his 
utmost to the process of development, he will have to be provided with credit, 
marketing facilities and enough education to enable him to make use of such 
facilities. Cooperation and a community-develcpment approach, now sought 
in India, seem to the author to be the ideal way of making the small man 
economically effective. In addition, the state will have to develop all th2 
necessary external economies, which no private individual or a group hæ 
either the means or the ability to develop. à 

There are two dangers, according to Zinkin, in this State-initiated process 
of development. First, the state may overreach itself and try to do things 
which could be profitably left to private indivicuals. And second because of 2 
variety of pressures and socialist bias, the state may select and execute eco- 
nomic projects in an economically wasteful way. 

Hence the author’s insistence on the use of the criterion of maximizirg 
profits in the selection as well as the implementation of development projec:s 
(in his chapter on the function of profits, the author indulges in an amusirg 
amateur exercise in welfare economics). Here, however, he fails to realize that 
the problem of choice of production techniques for a single industry and th2 
problem of choice of investment pattern are analytically two distinct prod- 
lems. Even with regard to the former problem, the use of the profit-maximiza- 
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tion criterion by a firm would not lead to an optimum combination of inputs 
from the social point of view, since private and social costs of labor are 
likely to differ because of disguised unemployment in these economies. As to 
the problem of choice of investment pattern, the criterion of maximizing the 
rate of return (or rate of growth of income) by itself does not enable us to 
make the final choice. For example, how are we to choose between two invest- 
ment patterns, one of which gives a higher rate of growth initially and there- 
after a lower rate than the other? Obviously in such a case, the final choice 
will have to be exercised in terms of political and social considerations. The 
author’s profit-maximization criterion by itself does not help us in such cases. 
Of course nobody would disagree with the author if he merely wanted to 
suggest that whatever the fnal choice, the decision-makers should be fully 
aware of the implications of all possible alternatives. 

Probably because of his lack of economic expertise, Zinkin commits the 
fallacy of composition. He believes that because people in underdeveloped 
economies are in the habit of buying gold, the total savings for the purposes 
of productive investment are sma.ler than what they otherwise could have 
been. He fails however to realize that as long as gold is neither produced at 
home nor imported from abroad, individual purchases of gold could not re- 
duce the total savings of an economy, as individual savings in such a case 
would merely be transferred to the gald dealers, who would be able to use 
them for other purposes. He commits a similar error when he suggests that 
an economy like a private firm can use its money profits earned during a 
planning period to finance its development projects in the next planning 
period (pp. 44-55). 

Zinkin has many wise things to say on a variety of other topics like the 
role of the bureaucrat, economic consequences of equality, education, etc. Yet, 
. because of the general and comprehensive way in which he has tried to tackle 
the whole social process of development, this book might appear to social 
scientists as somewhat superficial and platitudinous; because of its sound 
common sense, however it would certainly prove instructive to the layman in 
which category could be placed a majority of the politicians and bureaucrats. 

V. V. BHATT 

Bombay, India 


Contemporary China. Edited'by E. Stuart Kirpy. (Hong Kong: Hong Kong 
University Press. London and New York: Oxford University Press. 1955; 
1956. Pp. xi, 264. $5.00.) 


This is the first annual volume of a new and promising publication in the 
English language devoted entirely to objective economic and social studies 
on contemporary China, Eleven papers comprise Part I or more than one- 
half of the book. These are followed by 40 pages of documents, an annotated 
bibliography of Hong Kong, Taiwan, and other publications, and a 38-page 
chronology of events (July 1954-August 1955) especially useful to economic 
and general historians. 
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Seven of the eleven articles are directly concerned with economic issues. 
The latter may be grouped under two headings: the principles underlying 
Communist Chinese economic planning and some facets of its practice; and 
the basic issue of population growth. In addition, there is a single paper on 
Chinese trade with Japan. 

One can readily agree with much that E. F. Szczepanik has to say on whai 
he calls “Mao-ism, ” particularly his observation on the Communist leader’: 
apparently successful blending of the elements of historical materialism, the 
Leninist NEP, and latter-day Soviet-style planning with its emphasis on 
regional planning, domestic accumulation, and agricultural collectivization. Ir 
the light of more recent developments, however, one may question Mao’s 
hitherto unchallenged status as an apt pupil who has been able to learn from 
Soviet mistakes, especially as recent unsatisfactory developments in agri- 
cultural production do not appear unrelated to Mao’s decision to step up 
collectivization. The evolution of the planning structure and of the first 
five-year plan of an economy in transition presents a fascinating subject 
Unfortunately, the discussion by E. V. Hooten suffers from lack of information, 
and the reader is denied the opportunity of gaining a clear view of the ad- 
ministrative and procedural aspects of Chinese planning which may have 
some bearing on the manner in which production reports are processed inta 
statistics that sing praise of the Communist revolution. A more fruitful 
result is obtained, however, by Szczepanik in another paper dealing with the 
Chinese budget. Few will seriously dispute the author’s account of the fic- 
titious budget surpluses (regarded as sacrosanct in an inflation-conscious 
country), the suppressed inflation, etc., although there is considerable room 
for disagreement on the exact ratio of investment to China’s national income. 
Since a national-income study is reportedly under active preparation by some 
of Communist China’s best economists, one can anticipate growing contro- 
versy on the last point. 

Urbanization, population growth, and food supply are discussed by 
Y. Muramatsu, T. R. Tregear, N. J. Ling, R. Strahan, and O. L. Dawson. The 
curious reader may find Strahan’s biometric comments interesting, and one can. 
only express regret that Dawson’s contribution is not longer, particularly 
because it could be so valuable. Surely the statement of the chief regional 
economist of the Food and Agriculture Organization that “it seems doubtful 
whether the government can keep up to its own food needs in the next 20 
years” (p. 49) calls for substantially more elaboration than is given in the 
text. 

Shortcomings are inevitable in such a new venture. Among them are the 
narrow coverage of the bibliography and the short period of the chronological 
record. But the editor is fully aware of these matters, and for his effort in 
initiating a publication that may prove to be eminently useful, he certainly 
deserves every encouragement. 

Yuan-itr Wu 

Marquette University 
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Histoire de demain. By JEAN Fourasti& and CLAUDE Vimont. (Paris: Presses 
Universitaires de France. 1956. Pp. 127.) 


This excellent brief introduction to problems of economic growth falls into 
two parts—“Countries of Poverty” end “Countries of Abundance.” The first 
chapter vividly states the problem of population pressures on inadequate 
resources in underdeveloped economies; the second deals with theoretical 
possibilities of technical progress; and the third examines the practical pos- 
sibilities of technical and cultural assistance. Chapter 4 poses the question 
of the technical possibility in the advanced economies of abundance for all; 
and the final chapter discusses what the authors term the “false” problems 
of technological unemployment, technological progress and money, and 
technological progress and individual liberty. 

The book is written in a lucid style, often making its points in memorable 
phrases. In Part I, the authors stress the reality of the Malthusian devil for 
underdeveloped countries and state cogently the crux of Western problems of 
technical assistance. The vast technical investment necessary to raise the 
standard of living of these countries to a minimum of human health and 
decency can come only from the West, but technical assistance in itself is not 
enough. A cultural revolution, engrafting the spirit of Western science into 
the indigenous cultures of these countries, is a prerequisite to economic 
revolution. This process requires “human assistance” as well as technical 
assistance. This will not be achieved by sending teams of “experts” but by 
economic “missionaries” speaking the “language” of the backward peasant 
masses who can win their love and confidence. Their way of life can be 
made over only with their own consent. i 

Part II stresses the limits to Western technical progress imposed by raw 
materials shortages and human psychology. The authors feel that human 
desires will always outstrip possible human performance, so there need be no 
fear of economic stagnation. 

A translation would be highly desirable, as—apart from the language 
difficulty—the book is excellent for supplementary reading in the introductory 
principles course or an introductory text in courses on economic growth or 
non-Western economics. 

J. TAYLOR 

University of Rochester 


La costruzione economica sovietica—formazione, struttura, tendenze. By 
Giorcio RotettTo. (Milan: A. Giuffrè, for Istituto di Geografia Econo- 
mica dell’Universita di Trieste. Pp. xii, 294. L. 2.000.) 


The number of inaccuracies in this study is staggering. In the biblio- 
graphical references to French, German, and English publications, the authors’ 
names and the titles are cruelly misspelled. Russian authors have escaped the 
indignity, but only because this book on Soviet Russia does not cite any 
original Russian sources. Such Russian terms as are given in transliteration 
are often garbled beyond recognition. Legends to diagrams frequently are 
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either wrong or incomplete, and are unencumbered by source references. 
“Millions” may mean either “thousands” or “billions.” Many historical dates 
are wrong, and Mr. Maurice Dobb is introduced as a Russian economist. 

Lapses of the pen and negligent proofreading can of course mar an other- 
wise excellent book. In this case, however, the harmony of form and sub- 
stance is undisturbed. For the book is superficial in the extreme. It is conceivec 
_ as a part of a series of several volumes, each one of them to be devoted to an 
“economic superpower”; the next to follow will be a volume on the Unitec 
States. The purpose is to make comparisons and to draw some sort of balance 
sheet. Yet it is difficult to see what will, or possibly could be, compared on 
the basis of the present effort. It touches on everything and penetrates into 
nothing: history, economic and political, physical environment, idedlogy—th= 
Russian spirit—political structure, and the Soviet economy. The historical 
sketches of long periods, barren in their brevity and at times almost incoher- 
ent, are hardly helpful. In the discussion of the Soviet state, the author confines 
himself to a recital of the Soviet constitution and conirives not to mention the 
role of the Communist Party. Since the author equates the articles of the 
constitution with Soviet reality and then proceeds to compare them with pre- 
revolutionary Russia, he i is able to draw some surprising and unconvincing 
conclusions. _ 

The economic discussion consists partly of fairly disjointed factual infoz- 
mation and partly of generalities. As often as not the “facts” supplied are 
simply the targets of the five-year-plans, and the question of discrepancies 
between goal and attainment is seldom raised. The whole problem cf con- 
sumers’ goods output in Russia tends to be treated in terms of Malenkow’s 
promises’ which are presented as a radical and lasting change in Soviet policy. 
Such statistics as are used are mostly Soviet official statistics obtained secon4- 
hand from people who were uneager to analyze them critically. There is no 
attempt in the book to understand the role of the basic categories of the 
Soviet economy, such as cost, prices, profits, interest rates, and others, and 
to gauge the efficiency of Soviet economic performance. Neither the standards 
of economic analysis nor those of statistical inquiry which are displeyed in 
this book are even remotely adequate for any serious treatment of the Soviet 
economy, let alone for the ambitious comparisons between Russia and tie 
West which are the ultimate aim of the present series: 

_ Nevertheless, the author does not hesitate to draw bold conclusions. Thus, 
the reader is informed that Russian agriculture has “tremendous potent‘a- 
lities,” or that the relations between Soviet Russia and Eastern Europe ere 
based upon the do ut des principle, Whatever the validity of such conclusions, 
any suspicion that in reaching them the author had analyzed the factors 
pertinent to: productivity trends in Russian agriculture or had wondered abcut 
the terms of trade in Russian commerce with pean Europe would be en- 
tirely unfounded. 

There would be little justification i in reviewing.a book of this nature were 
it not for a broader aspect‘ involved. The field of Soviet economic studies has 
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made great progress during the last 10 or 15 years. Studies of scholars such as 
Bergson, J. Chapman, Hodgman, Galenson, Jasny, and others have cast much 
light on significant areas of the Soviet economy. The author betrays no sign 
of acquaintance with that literature. But this is between him and his 
conscience. The point rather is that books of this sort are fairly representative 
of the level at which the subject of the Soviet economy is still treated over 
wide areas of Europe. The Italian economists, who carry with them a long and 
brilliant tradition, are probably.the most unprovincial group in the whole 
profession. Any campanilismo is quite alien to them. Their interest in, and 
their knowledge of, foreign literature is most impressive. But the area of 
Soviet economic studies is an exception. Progress achieved elsewhere, and 
particularly in the United States, is blandly disregarded, with the result that 
incompetence, bias, and irresponsible generalization still prevail, unchal- 
lenged by mature analysis and painstaking empirical research. This is an 
incongruous situation. To point this out has been the sole purpose of this 
review. . 

ALEXANDER GERSCHENKRON 

Harvard University 


Desarrollo Económico de Chile, 1940-1956. Instituto de Economia de la 
Universidad de Chile. (Santiago: Editorial Universitaria, S.A. 1956. 
Pp. viii, 210) 

This valuable work is divided inte two large sections: the first section con- 
cerns the general aspects of the economic development of Chile while the sec- 
ond section constitutes a more detailed examination of the more important 
sectors of the economy. The first chapter summarizes the tendencies and 
changes in the Chilean economy in the last fifteen years and briefly analyzes 
them as they influence, and are influenced by, economic development. Most 
of the remaining first section is concerned with the two very important prob- 
lems common to practically all underdeveloped but developing countries: in- 
flation and foreign trade. The second section is devoted to the major produc- 
tion sectors and public finance. The study shows the very real progress that 
has been made in Chilean economic development. 

The Chilean government in the last few years has been veering away from a 
policy of “interventionism,” as the Institute calls it, toward directing the econ- 
omy by means of broad general controls..There is, for example, less use of 
direct subsidy, tax discrimination, tariff protection of industry, and differential 
exchange controls; and more emphasis on freer exchange markets, general 
monetary controls, and government investments of a broad basic nature such 
as in the transport, petroleum refining, and electrical energy industries. In the 
present work it is stoutly maintained that the economically underdeveloped 
countries can and must emphasize the use of conventional tools of economic 
analysis and policy-making in seeking solutions for their development prob- 
lems, rather than proceeding as though each economy were essentially unique. 
Most economies differ more in degree than in kind. France is used as an ex- 
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ample of the chaotic situation that can result from trying to base economic 
policy primarily on the assumed uniqueness of the conditions of a particular 
‘country. 

Of some interest in connection with the recently revived discussion on the 
terms of trade is the fact that this.study makes use of a new concept: the net 
capacity to import, which is an index of net capacity of payments divided by 
an index of import prices. The term net capacity of payments is defined as 
the sum of the value of exports, the balance cf invisible trade, and the bal- 
ance of amortization and servicing payments on external debt. Each of the 
latter two items would have a negative sign where invisible imports exceed 
invisible exports and where amortization and servicing payments on external 
debt exceed like payments fo the country in question. The conventional 
method of computing the capacity to import is to multiply an index of the 
volume of exports by the terms of trade where the volume of exports is de- 
fined as the value of exports corrected for their price changes. It is claimed 
that the conventional method is inexact for measuring the true power oi a 
nation to import goods since income from exporting goods is reduced by other 
payments on balance to foreigners or is increased by other receipts on kal- 
ance. As a result the net capacity to import may change in any two periods 
due solely to changes in the balances of invisible trade and amortization and 
servicing payments on external debts while the capacity to import would re- 
main unaffected by those factors. 

This study is a preliminary one for the Institute which now intends to 
make more searching investigations of narrower topics on the basis of the 
general background data provided by the present study. The amount cf work 
done and the quality of workmanship revealed by this study augers well for 
the usefulness and reliability of the results of the future research program. 

Primarily as a statistical study of the Chileen economy, the book is unique 
in providing for the first time a great quantity of original data on that econ- 
omy in addition to data which has been published elsewhere. It is not only 
invaluable for the student of the Chilean economy, it also provides for the 
student of economic development some valuable analyses as well as the op- 
portunity to make some tests of developmental hypotheses by means of the 
relatively extensive Chilean data. This work used in conjunction with a study 
of national accounts of Chile soon to be published by the Production Devel- 
opment Corporation should give an economist a reasonably well-rounded view 
of the past, current, and developing economy of Chile. 

JoeL W. SAILORS 

University of Houston 


The Colombo Plan and Other Essays. By FREDERIC BENHAM. (New York and 
London: Royal Institute of International Affairs. 1956. Pp. viii, 89. 
$1.50.) 


Dr. Benham has given us a short series of essays on the economic problems 
of the underdeveloped countries, particularly in the Indian Ocean area. His 
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advice to the Asian nations is to lay wel! the foundations for economic growth, 
rather than rushing ahead with overambitious plans for the introduction or 
expansion of modern manufacturing industries. His argument is that modern 
industry requires an adequate home market, that is, there must be purchasing 
power to buy the new factory products. In the Asian countries the home 
market “must come mainly from the surplus of agricultural products pro- 
duced by the cultivators over and above their own needs, At present, these 
surpluses are pitifully small... . It is essential to expand agricultural output 
both in order to provide more food and in order to provide a market for local 
manufactures and services” (p. 6). Benham therefore commends the emphasis 
of development programs like the Colombo Plan on projects for increasing 
yields in agriculture, for improving transport, and for expanding the supply 
of electric power. 

In agriculture he urges the Asian countries to specialize in the production 
and export of products for which they are well suited, such as rubber in 
Malaya. He pooh-poohs the idea that such countries should diversify their 
production so as not to be too dependent on single crops. Rubber pays well, 
he asserts, and “surely a fluctuating income at a high level is better than a 
stable income at a low level?” (p. 47). At the same time he urges the Asian 
producers not to seek too high prices. “Primary producers can help to avoid 
slumps by charging prices which do not lead to large and growing stocks; 
and the underdeveloped countries can help by maintaining their volume of 
imports” (pp. 69-70). He couples this advice with the warning: ‘Restriction 
of output is wasteful” (p. 71). The interest of the underdeveloped countries 
lies in expanding the total volume of world trade, in keeping up both their 
exports and their imports. By developing their agriculture and trade, they 
will be laying firm foundations for the healthy expansion of industry (p. 54). 

He sees relatively little scope for deficit financing since this can pass over 
all too easily into inflation. He is pessimistic about international commodity 
agreements on primary products, “as the practical difficulties in the way are 
too great.” He counsels the Asian countries to plan their development on a 
long-term basis, to be prudent and build up reserves when prices are high, 
and to forge steadily ahead (on the basis of these reserves) when prices sag. 
He concludes with an emphatic statement about the problem of poverty in 
Asia, the West Indies and Southern Europe: “The only permanent solution,” 
his last sentence reads, “is a drastic limitation of births” (p. 89). 

All of this is old stuff to the economists in the Asian countries. Mostly, they 
refuse to “buy” it. In some of the newly independent Asian countries Ben- 
ham’s position is teken to be tantamount to asking them to carry on economic 
relations with the West in the nineteenth century colonial style, even after 
these nations have won their independence. So far as the new Asian govern- 
ments are concerned, the nineteenth century is gone forever. 

DANIEL THORNER 

National Council of Applied Economic Research 

New Delhi 
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Statistical Methods; Econometrics; Social Accounting 


National Income Visualized: A Graphic Portrayal of How Economic Activity 
is Measured. By ARTHUR O. DAHLBERG, (New York: Columbia Uni- 
versity Press. 1956, Pp. x, 117. $3.50.) 


A product of the Visual Economics Laboratory at Columbia University, this 
book is designed to “pioneer a new method for visualizing economics .. . and 
to explain national income predominantly with visual techniques.” It is an 
elaborate and ingenious pictorial representation based on the familiar circular 
flow diagram, utilizing, with certain modifications, the threefold institutional 
classification of sectors: consumers, business, and government. Starting with 
relatively simple models the author develops all of the various national in- 
come concepts of the Department of Commerce, and their components, in a 
series of 50 different diagrams. Section 1 is devoted to building up gross na- 
tional product from the expenditure side; section 2 concerns the earnings and 
receipts sides (or “disbursement circuits”) of the national accounts; section 
3 gives a portrayal of each of Commerce’s income and product (or sector) 
accounts. 

The usefulness of this elaborate technique for the understanding of na- 
tional income accounting must be left to each person’s judgment. Some will 
undoubtedly find it of assistance in presenting the accounts. This reviewer, 
however, has had little pedagogical success with any but the simplest cir- 
cular flow charts; the understanding of intricate diagrams frequently be- 
comes a substitute for, rather than an aid to, understanding the accounts. 

Whatever value the diagrams in the book may have, their usefulness is 
materially lessened by the accompanying verbal explanations and evaluative 
comments, many of which will tend to give the student erroneous or mis- 
leading ideas on the meaning and rationale of the accounts. A completely non- 
operational distinction is made between monetary and physical flows (p. 7). 
Investment and government purchases tend to be identified with personal 
saving and tax flows: “Just as Government buys goods and services for the 
Consumer with his tax money, so Business Enterprise buys some goods for 
the Consumer with his money savings” (p. 14). As a result, the author has 
difficulties in fitting government saving into his circular flow system (p. 58), 
and misinterprets the character of the saving-investment identity implied 
by Commerce’s accounting framework (pp. 69-70; 78-80). Indirect business 
taxes are virtually identified with federal excise taxes, which, prior to the 
second world war, “were so small that the Department of Commerce could 
largely ignore them as a separate item” (p. 37). (The ratio of all excise and 
sales taxes to net national product has changed little since the depression; the 
ratio of all indirect taxes to NNP has. actually fallen.) The author treats 
depreciation as a nonfactor charge rather than as a part of factor cost in his 
discussion of the difference between a market price and a factor cost valuation 
of output (p. 39). The preceding sample is by no means complete. 

Selected tables from the 1954 National Income Supplement, containing 
most of the annual series, are reprinted in an appendix. The diagrams and 
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some of the tables in the text utilize the unrevised data contained in the 1951 
Supplement. 

If it were not for the quality of the accompanying comments, the book 
might well help to fill the needs of those anxious to experiment with visual 
aids and graphic techniques in teaching national income accounting. 

Epwarp C. BUDD 

Fale University 
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The Dynamics of Capitalism. By Jurrius T. WENvzEL, (New York: Harper 
and Bros, 1956, Pp. xii, 175. $3.50.) 

Mr. Wendzel maintains that neither severe cyclical instability nor secular 
stagnation is inherent in capitalism. On the contrary, he finds that the major 
causes of severe instability and stagnation lie in institutional arrangements 
which are not inherent in the system itself. This is an optimistic diagnosis, 
of course, since man-made institutions can be changed by man. Wendzel’s 
purpose, accordingly, is to point the direction of desirable institutional 
changes. 

The argument can be readily sammarized since it is an application of the 
familiar Schumpeterian thesis that the innovator occupies the key role in 
capitalist economic growth. It is the new entrepreneur’s ability to command 
access to capital which determines the rate of economic growth. The most 
important determinants of growth are the availability of capital to the new 
entrepreneur and the financial framework which facilitates the transfer of 
the use of capital. It is in this mechanism, however, that Wendzel finds 
existing institutional arrangements and government policy inadequate. In- 
terest rates to new firms are “unnecessarily” high, on the one hand, and, on 
the other, present monetary policies tend to convert normal and healthy 
fluctuations into disastrously unhealthy booms and depressions. 

Wendzel notes that the interest rates paid by small firms are much higher 
than those which large firms must pay. In 1946, for example, a Federal 
Reserve Board survey of member bank loans outstanding showed that interest 
rates varied with the size of the firm, ranging from 1.9 to 5.2 per cent. The 
small entrepreneur not only has to pay more for the use of capital, but the 
conditions imposed on its use and repayment are more stringent. Nor does 
equity financing provide an escape from the high charges, for the S.E.C. has 
“found that the cost was nearly 22 per cent of proceeds for flotation smaller 
than $500,000 and slightly over 1 per cent for flotations over $50 million” 
(p. 64). 

The author recognizes that some risk differential should be charged new 
firms, but he purports to see an element of discrimination over and above the 
risk differential. He thinks that this is due to the structure of the capital 
market. Loanable funds are highly. concentrated due to inequalities in wealth 
ownership, and these funds are further concentrated by being channeled pre- 
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dominantly through a few large financial institutions. Contrasted with small 
numbers on the lending side of the market is the scatter of a large number of 
small firms seeking funds. Wendzel says that this makes it costly for lenders 
to lend to the small borrower. It is reasonable tə expect the cost per dollar 
of loan to be greater for many small loans than for fewer and larger loans; 
but it does not follow that the differential would be less if the lenders were 
smaller and more numerous. Indeed, one might reason that the specialized 
credit functions possible for a large lender admit economies in evaluating 
credit risks which would be unavailable -to smaller lenders. A possible con- 
sideration might be the greater bargaining power accruing to size, but the 
author explicitly rejects this as a major line of explanation. Although I find 
his rationale of discrimination unconvincing, there is at hand a consistent 
theoretical explanation in the textbook case of price discrimination between 
separable markets. The model requires that the lender be able to separate 
his markets and that small borrowers have a lower interest elasticity of de- 
mand for funds. The first condition seems reasonable in this case and, since 
the alternatives of internal financing and equity financing are more feasible 
for established firms, the second requirement also seems to be met. The acute 
empirical observations of the author become more convincing when related to 
such a theoretical framework. 

A second line of reasoning involves a surprising implication. The author 
is shocked by the high failure rate among new enterprises—something like 
one million new firms start each year, of which half fail within two years. 
Wendzel sees a reason for this high failure rate in a sort of vicious circle: 
High interest rates compel new enterprises to start out small, and their very 
smallness confronts them with high interest rates. If interest rates were 
lower, more of the new firms would survive ard make significant contribu- 
tions to economic growth. As it is, the high interest rates multiply business 
failures. This is a tenuous line of argument. Lower interest rates would pre- 
sumably also lead to more business starts, and there is no obvious reason wky 
the failure rate should decrease. Either that or else the argument amounts 
to saying that the entrepreneur is either ignorant or irrational: High interest 
rates which in fact should deter him do not overcome his enthusiastic, but 
unfounded, optimism. 

The author’ s use of Schumpeter’ s conceptual association of fhe innovator, 
new men, and new firms is open to question. It seems to me that there is by 
now enough evidence of the results of large-scale industrial research to sug- 
gest that the early Schumpeterian association of innovation and new firms 
should be re-examined (which, in fact, Schumpeter did in Capitalism, Social- 
ism, and Democracy, p. 132). I am hesitant to base present-day policy on an 
unquestioned assumption that what may have been substantially true for the 
nineteenth century is equally applicable today. 

In the final four chapters, the author inquires into the policy implications 
of his analysis. He proposes that entrepreneurs be made more aware of the 
dangers of smallness, that legal restrictions on equity financing by insurance 
companies be further relaxed, that government encourage new business 
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ratker than small business as such, and that the government continue its 
policy of allaying fears of the possibility of major depressions. The proper 
role of government, however, is to modify institutional arrangements rather 
than directly to intervene in the economy in response to each minor bobble 
in full employment. 

The insights into capitalism, which I would guess stem in large part from 
close contact with “the real world,” enable the author to formulate a set of 
policy suggestions which are essentially sound, I believe. Although this brief 
and well-written volume is designed to increase the layman’s understanding 
of how free-enterprise capitalism works, the book may be read with profit by 
economists and their students. 

Donatp E. Stout 

University of California, Los Angeles 


Business Fluctuations 


Consumption and Business Fluctuctions: A Case Study of the Shoe, Leather, 
Hide Sequence. By Rura P. Mack. (Princeton: Princeton University 
Press, for the National Bureau of Economic Research, 1956. Pp. xvii, 
293. $7.50.) 

One of the themes of War and Peace is that no simple theory of history 
could possibly be true because the course of history is determined by an 
infinite multiplicity of minutely small facts and the complex network of 
interrelations among them. Isaiah Berlin summarizes Tolstoy’s view as fol- 
lows: “Our ignorance of how things happen is due not to some inherent 
inaccessibility of the first causes, [but] only to their multiplicity, the small- 
ness of the ultimate units, and our own inability to see .. . and record and 
co-ordinate enough of the available material. Omniscience is in principle 
possible even to empirical beings, but, of course, in practice unattainable.” 

The reader of Mrs. Mack’s study cannot fail to be impressed by the multi- 
plicity of causes and the complexity of their relations, as well as by the 
industry and skill of the author. He may even feel at times that she has 
accepted the challenge implicit in the last sentence of the quoted passage. 
(She would, of course, be the first to deny it.) In any event, he will conclude 
that the heavy effort required of a writer who tries to do even rough justice 
to the complexity of economic life is, in this case, amply rewarded. 

Mrs. Mack’s task is to examine the behavior of a consumer-good industry, 
or rather sequence of industries, in the business cycle. She has chosen as the 
subject of her case study the shoe-leather-hide sequence in the interwar period, 
basing her selection largely on the availability of data on a monthly basis. 

What is the response of the industry sequence to cyclical fluctuations in 
its retail sales? Does it simply passively transmit the fluctuations through the 
productive mechanism, or does it tend to smooth them out by allowing its 
inventories to act as a countercyclical cushion? Or alternatively does it 


*Isaiah Berlin, The Hedgehog and the Fox (New York, 1953), p. 31. 
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amplify the fluctuations by superimposing swings in inventory investment on 
those in sales? And why? Above all, why? 

It is to these questions that Mrs. Mack has addressed herself. Starting with 
retail sales, she has worked her way back through the industry sequence 
to the first appearance of hides on the market, examining at each stage sales, 
output, orders (where available), arid inventories: Thus the main body of 
the study consists of an intensive analysis of the behavior of four groups: 
consumers, retailers, shoe manufacturers, and leather tanners, followed by an 
examination of hide supplies and prices. The discussion of each group con- 
tains first a description of the statistical findings, followed by an attempt to 
` find explanatory hypotheses’ consistent with these findings. A final pair of 
chapters draws together the observations and explanatory hypotheses for the 
industry sequence as a whole. : 

Mrs. Mack’s approach is to search for’ regular patterns of behavior in 
expansion, in contraction, and especially at turning points. She is confronted 
at the outset with the difficulty that the period 1921-40 includes only 9 
turning points in the National Bureau’s business-cycle chronology, and only 
7 in a reference cycle she has drawn up for the shoe-leather-hide (S-L-H) 
sequence, hardly enough cases.on which to base firm conclusions, She has 
discovered, however, that the data show shorter fluctuations within the 
cyclical expansions and contractions. Furthermore, these fluctuations do nat 
seem to be mere erratic irregularities or saw-teeth, and they appear with 
considerable uniformity in most of the key series. The discovery of these 
subcycles, as Mrs.. Mack calls them, is not only of interest in itself, but also 
an invaluable methodological aid to.the study because it provides no less 
than 28 turning points in the S-L-H reference chronology. Thus the book has 
become largely a study of industry behavior in the subcycle, Incidentally, 
Mrs. Mack presents some preliminary evidence that these subcycles exist In 
the economy generally. 

Because of its central role, the subcycle reference chronology merits further 
attention. In the first place, it should be noted that Mrs. Mack’s distincticn 
between cycles‘and subcycles does not correspond chronologically to the dis- 
tinction between major and minor business cycles made by such writers as 
Hansen and R. A. Gordon. The latter either classify cycles in the National 
Bureauw’s. reference chronology into major and minor, or regard the major 
cycles as longer sweeps embracing several'of the National Bureau reference 
cycles. Mrs. Mack’s S-L-H subcycles, on the other hand, with a single ex- 
ception, are shorter than the National Bureau reference cycles. Nevertheless, 
as we shall see, there is an important similiarity in the properties attributed 
by Mrs. Mack to the subcycle and by Gordon and Hansen to the “minor 
cycle.” 

The average duration of the 6 omnie cyclical phases (2. e., expansions or 
contractions) covered by Mrs. Mack’s S-L-H chronology is 34 months, with 
expansions averaging 49 months and contractions only 19 months. The aver- 
age subcycle phase lasted only 734 months, with virtually no difference be- 
tween expansions and contractions. Thus each phase of the cycle contained on 
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the average between 4 and 5 subcycle phases. This last average, however, 
is particularly misleading. Examination of the chronology shows that the 
distribution of subcycles is by no means uniform. The 3 cyclical contractions 
are punctuated, in all, by only two subcyclical expansions, while the 4 cyclical 
expansions (including the incomplete one which was still in progress at the 
terrninal date of the study) are interrupted by no less than 9 subcyclical con- 
tractions. Furthermore, in 58 months of cyclical contraction, the subcycle 
was in its expanding phase in only 11. By contrast, out of a total of 173 
months of cyclical expansion, the subcycle was contracting in 61. Thus the 
subcycle appears to be primarily an interruption of the expansion phase of 
the cycle. This fact is hardly surprising since the cycle was in an expanding 
phase in almost three-quarters of the months covered, and since contractions 
have long been considered shorter, sharper, and presumably therefore less 
susceptible to interruption than expansions. The point is nevertheless worth 
noting, especially since Mrs. Mack does not call attention to it. 

Furthermore, the duration anc amplitude of subcycles has been by no 
means uniform over the period. For example, the long expansion of 1924-29 
was interrupted by 3 rather mild subcyclical contractions averaging 12 
months. The 1932-37 expansion contained 4 subcyclical contractions which 
lasted on the average only 434 months. Three of these occurred early in the 
period, between 1932 and 1934, and the charts indicate that they were vio- 
lent. gyrations. Evidently there was a good deal of backing and filling before 
the recovery from the deep depression of 1929-32 took firm hold. It would 
be interesting to know whether Mrs. Mack has found significant differences 
in tie relative behavior of individual series and in causation as between 
the gentle sweeps of the 1924-29 subcycles and the sharp reversals of 1932-34. 
(One piece of relevant evidence, bearing on the role of inventories, is men- 
tioned below.) 

Mrs. Mack finds that fluctuations in retail sales are transmitted up the 
line to earlier stages of the industry with increased amplitude. To put the 
same point in a different way, fluctuations in inventory investment tend to 
reinforce fluctuations in sales, with two interesting exceptions, This tendency 
is more marked the shorter the fluctuation. That is, the relative importance 
of inventory movements is greater in subcycles than in cycles, and greater 
in short subcycles than in long ones. This finding is reminiscent of Abramovitz’s 
observation that inventory investment played a larger relative role in longer 
business cycles than in shorter ones, and the view of Hansen and Gordon, 
amor.g others, that the “minor cycle” is dominated by inventory movements. 

Mrs. Mack also finds that there is no lag in the transmission of fluctua- 
tions through the industry sequence. Turning points at the earlier stages tend 
to caincide with or to lead those in retail sales. Since Mrs. Mack does not 
attribute this timing to correct forecasting of turns in retail sales, it ob- 
viously calls for special explanation. The search for this explanation becomes 
the focus of much of the study, and provides a continuity, a story line, almost 
an element of suspense, that is skillfully maintained throughout. 

The two cases in which inventory behavior tends to dampen rather than 
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magnify fluctuations are stocks of finished leather held by tanners, and 
packers’ stocks of hides. Tanners typically attempt to stabilize their output 
by holding large stocks of finished leather, especially of standard types like 
sole leather, and by drawing down these stocks in expansions, rebuilding 
them during contractions. Similarly, packers maintain large stocks of hides, 
which they allow to vary inversely with tanners’ purchases. In both cases, it is 
possible to hold large stocks because the commod:ties are durable and are not 
subject to style change. The incentive to do so arises, in the case of tanners, 
because variations in the rate of operations are costly, and, in the case of 
packers, because the output of hides, which are a by-product of cattle 
slaughter, varies in response to fluctuations i in demand for meat rather than 
for leather. 

What is the net result of these offsetting tendencies? If the shoe, leather, 
and hide industries were considered as a single vertically integrated industry, 
would its payments into the income stream, in the form of payments to fac- 
tors, fluctuate more violently than its receipts, in the form of retail salesr 
While the data required for a quantitative answer are not presented, the 
qualitative indications are entirely clear that payments do fluctuate more 
violently than receipts, z.e., that the dampening effect of finished-goods in- 
ventories of packers and tanners fails to offset the amplifying effect of cther 
forms of inventory fluctuations. (If for no other reason, this would be true 
because by far the greater part of the value of the final product is added after 
leather leaves the hands of the tanners.) 

The present reviewer does not have the temerity to try to summarize Mrs. 
Mack’s series of explanatory hypotheses for the behavior patterns she has 
discovered, but two of the most important elements may be mentioned. The 
first involves the correction of involuntary changes in inventories resulting 
from unforeseen changes in retail sales. By constructing a hypothetical “cor- 
rective orders” series, and adding to it orders designed to replace expected 
sales, Mrs. Mack constructs a hypothetical series of total orders placed by 
retailers, which does in fact lead retail sales and has a greater amplitude of 
subcyclical fluctuation. Unfortunately, there is available no series of actual 
orders of retailers with which this hypothetical series can be compared. The 
closest approximation is a series on wholesale sales, to which the hypothetical 
order series conforms with gratifying fidelity.? 

The second explanatory element involves changes in inventories on hand 
and on order, measured in terms of monthly sales, in response to changes in 
“market prospects.” When those prospects are improving, businessmen will 
try to lengthen their “ownership positions,” as Mrs. Mack calls the sum of 
inventories on hand and on order. But this process will not continue in- 
definitely even though prospects continue to improve. There is an upper limit 
to the number of months’ supply of shoes (or leather, in the case of shoe 


3 Mrs. Mack finds this lag in inventories, followed by a compensating correction, which 
plays the central role in Metzler’s inventory cycle model, far more significant then the 
instantaneous effort to maintain a constant inventory~sales ratio as sales changè; which is 
assumed by the pure acceleration model. 
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manufacturers) they will want tc hod. This upper limit, which is flexible: 
but none the less real, is dictated largely by the elements of seasonality and 
style in shoe sales. Thus, no matter hcw bullish a retailer might be, he would 
not want to order more of a seasonal product than he expected to sell in the 
coming season. When this ceiling on ‘ ownership position” is reached, inven- 
tory accumulation of this sort will cease, and orders will decline (unless sales 
are rising so rapidly as to compensate for the cessation of “market exten- 
sion”). Similarly, on the down side, there is a lower limit in terms of months’ 
requirements below which stocks are aot allowed to fall, and this floor can 
cause a contraction of orders to reverse. 

The reader is often left gasping at the skill and ingenuity with which Mrs. 
Mack deploys her material and puts it through intricate maneuvers. He may 
also at times become breathless from trying to keep up with the pace, although 
the author maintains it with unflaggng enthusiasm and cheerfulness. The 
heavy demands that the study makes >n both author and reader are, for the 
most part, inherent in the subject macter and the approach to it. If reality 
is complex and intricate, as Tolstoy taought (and who can doubt it?), any 
conscientious attempt to describe and explain it will also be complex. 

This reviewer encountered some difficulties of a different sort when, at 
certain important points, the thread of the argument seemed obscure. For 
example, Mrs. Mack finds it necessary, in connection with the effect of chang- 
ing market prospects, to measure the confidence with which expectations of 
future price changes are held. In the absence of any direct measure, she is 
forced to use a proxy variable, and she chooses for that role the absolute level 
of prices, without explaining the ratiorale of this choice (p. 158). If past ex- 
perience showed that price fluctuations are confined within certain limits, it 
is easy to see that expectations of chanzing prices based on projections of cur- 
rent movements would be less firmly keld as actual prices approached these 
limits. But there is no indication that this is what Mrs. Mack had in mind. 

Again, purchases of imported hides, based on price expectations that turn 
out to be in error, are said to cause -eversals of price movements in some 
special way that escapes this reader (p. 215). Here again, it is understandable 
that errors in purchases of imported hides are particularly likely because of 
the long lag between order and delive-y, and that these errors are likely to 
take the form of overbuying in exparsion and underbuying in contraction. 
This, however, does not seem to be Mrs. Mack’s point. It would appear that 
all supplies, however obtained, influeace purchases and hence prices. But 
Mrs. Mack appears to impute some special and unique influence on prices to 
one type of supply—those imported or the basis of erroneous price expecta- 
tions. 

Both these points, it will be observed, bear on the crucial issue of the 
reversal of subcyclical movements. A further and more general problem arises 
in the same connection. It is not always clear whether Mrs. Mack has set 
herself the task of explaining why subcyclical turns take place at all, or only 
that of explaining why turns in other series lead or coincide with those in 
retail sales, which, from the point of v-ew of the present study, may be con- 
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sidered an exogenous variable. In other words, is she trying to explain the 
behavior of the shoe-leather-hide sequence ¿n the subcycle, or to explain the 
subcycle itself? In the first case, the behavior of retail sales, including their 
subcycles, can of course be assumed. In that event, however, it would remain 
to be explained by a broader analysis. 

If, on the other hand, the objective 1 is to account for the subcycle itself, 
a self-contained explanation is required. Furthermore, because the present 
study deals with only a single industry, which by itself exerts a negligible 
effect on consumer incomes, that explanation cannot make use of the reper- 
cussion of changes in the industry’s activity cn consumer incomes and con- 
sumer purchases from the industry, a limitation of which Mrs. Mack is fully, 
and presumably wistfully, aware. (This type of feed-back is, of course, an 
essential element in the Metzler inventory cycle.) In short, it would be 
necessary to explain how subcycles might be generated within the industry 
even in the absence of subcycles in retail sales. At times it seems thet Mrs. 
Mack is trying to do just that, but it is by no means clear.* Some of her lines 
of explanation (like the ceiling and floor on changes in “ownership positions,” 
referred to above).can cause truly endogenous turns. Others, like the be- 
havior of “corrective orders,” require turns or retardations in retail sales. 
Perhaps the key to the uncertainty lies in Mrs. Mack’s remark that żf all 
industries exhibited synchronized subcycles, the feed-back through consumer 
incomes would be present (p. 247). It may well 3e that she hopes in the 
future to close the circuit by showing that synchronized subcycles do exist, 
but that meanwhile she is doing what she can to explain the subcycle without 
this powerful support. 

In view of the central position of the subcycle in the present study, it is 
not surprising to learn that its author has turned to the study of subcycles 
in the economy at large. We may confidently expect that the difficulties men- 
tioned in the preceding parag raphs will speedily disappear when she is freed 
of the limitations inherent in a study that is confined to a small segment 
of the economy. 

Meanwhile, a possible solution to the problem may be advanced with all 
due tentativeness. It is possible to explain the subcycle as a phenomenon 
internal to the industry within the framework of cyclical fluctuations in the 
economy. One may assume that each level of retail sales has associated with it 
a desired or appropriate level of inventories at each stage. When sales change, 
the actual levels of inventories might for various reasons alternately overshoot 
and undershoot the new target, at least for a time. Without a feed-back by 
way of consumer income and demand, such a subcycle might well die cut soon 
if retail sales maintained a steady level. But the cyclical movement of retail 


3 See, for instance, the remark on page 247: “On'the downward path as on the upward 
one, retardation and reversal-tend to occur as a logical development of the factors set 
in motion during the previous months” (italics supplied). On the other ‘hand, on the 
same page we find: “If reversal in the industry were confined to a return to hand-to-mouth 
buying . . . , its duration and severity would be saort and mild. But all of the [sub- 
cyclical] movements ... have been characterized by a drop, or at least a marked leveling, 
in consumer buying.” 
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sales would provide the external shock required to ‘maintain the errors in in- 
ventories, and hence the subcycle in the industry. (One powerful item of evi- 
' dence against this hypothesis should be mentioned. Mrs. Mack remarks, “For 
a single industry sequence, there are only a few significant distinctions to be 
made between processes whereby the... [cyclical] and the ... [subcyclical| 
turns come about” (p. 240). 
WILLIAM A, SALANT 
Brandeis University 


Money, Credit and Banking; Monetary Policy; Consumer 
' Finance; Mortgage Credit 


Studies in the Quantity Theory of Money. Edited by MILTON FRIEDMAN. 
(Chicago: University of Chicago Press. 1956. Pp. v, 265. $5.00.) 

In the initial essay of this volume, which is the first published product of 
the Workshop in Money and Banking at the University of Chicago, Professor 
Friedman, who heads the Workshop, restates the quantity theory of money 
in such a way as to show us that in a broad sense we are all “quantity 
theorists,” and sets the stage for the performances of four former students 
of his. This essay stresses that the analytical importance of the quantity 
theory of money does not hang on whether V, the income velocity of money, 
is a numerical constant, but (in part) on whether there is stability in the func- 
tional relation between the demand for money and the variables that deter- 
mine it. Thus, if V = v(A,B,C), where the letters in parentheses stand for 
the variables that determine income velocity, the crucial point is not whether 
V is stable but whether v is. 

Friedman points out that it is possible to approach perfect stability in v 
by adding more and more variables to the function. Therefore, if the hypothe- 
sis is not to be emptied of its empirical content, it is necessary to limit 
sharply the number of variables. As in the analysis of the demand for a con- 
sumption service, these variables should reflect a budget restraint, relative 
prices, and tastes and preferences. Those considered empirically important 
by Friedman are the market rate of interest on bonds and equities, the aver- 
age expected rate of price rise, the ratio of wealth to income, real national in- 
come, and a portmanteau variable that includes the factors that affect tastes 
and preferences and the relevant technological conditions of production. It is 
important to note that the demand for money is not broken up in the usual 
way into transactions, precautionary, and speculative demands. “Rather, each 
dollar is . . . regarded as rendering a variety of services... .” 

Given M, the nominal stock of money, and V, the level of money income 
is determined. But Friedman asserts that this is not a complete model for 
the determination of money income until the determinants of the variables 
that determine V are specified. Only if these variables are rigid and fixed, 
or if V is highly inelastic with respect to them, is it possible to omit this 
step. Even then, the model determines only money income and not real out- 
put. To determine the latter requires more information. . 
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Friedman shows that, as a model of income determination, the quantity 
theory would be weak if v were highly unstable, if the variables that deter- 
mine V were the important ones determining M, or if increases in the real 
stock of money, under certain conditions, always lowered V proportionately, 
so that real output was unaffected, a proposition in which the “liquidity 
trappists” have great faith. These possible objections to the quantity theory 
are raised by Friedman without any attempt on his part to meet them head 
on. Rather, he states that the proof of the pudding is in the eating, and waves 
on his students with their four essays. 

The first is an excellent study by Philip Cagan öf the monetary character- 
istics of seven hyperinflations that followed the two world wars. The data 
show that real cash balances generally fell during the hyperinflations as 
the. rate of change in prices rose. There were, however, marked fluctuations 
in real cash balances from month to month, Cagan considers the demand for 
real cash balances to be a function of real wealth, real income, and expected 
returns on various forms of holding wealth. He points out that the first two 
variables were probably relatively unimportant during these episodes. The 
third variable amounts to the cost of holding money, which in these cir- 
cumstances is really the same thing as the expected rise in prices, Con- 
sequently, the hypothesis is advanced that the demand for real cash balances 
is a function of the expected rise in prices, and that the latter, in turn, is an 
exponentially weighted average of past rates of price increases. This last 
assumption serves to introduce a lag between the expected and the actual 
rate of price rise. 

The hypothesis was tested by fitting a least-squares regression to time 
series for actual real cash balances (assumed equal to the demand for these 
balances) and the expected rate of price rise. The statistical results strongly 
supported the hypothesis. Friedman notes in his essay that this study pro- 
vides “an interesting éxample of the difference between a numerically stable 
velocity and a stable functional relation: the numerical value of the velocity 
varied enormously during the hyperinflations, but this was a predictable re- 
sponse to the changes in the expected rate of changes of prices.” The rise in 
income velocity during the hyperinflations was based on past increases in 
prices, and the latter were supported by increases in the stock of money. 
Thus the inflations could have been stopped at any time by putting a lid on 
the stock of money. That is to say, the inflations could have been stopped 
if the governments had halted their attempts to gain rising shares of real 
output in this way. But it is best to stop at this point before we get too far 
into the income-expenditure approach. 

The second study is on German Money and Prices, 1932-44, and was done 
by John J. Klein. It is a mystery to me why both Friedman and Klein treat 
the subject-matter of this study so gingerly. The facts seem simple enough. 
After 1938 the income velocity of money fell sharply, though not as sharply 
as the crude figures would suggest. This was due primarily to a sizable in- 
crease in government expenditures, financed in large part through the banking 
system, coupled to direct controls of almost every conceivable type. The 
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result was that the money supply rose much faster than money national 
income, a result that is perfectly familiar to all of us since the second world 
war. But for some reason this is considered a very baffling thing to Fried- 
man, who states: “. .. Klein’s examination of German experience in World 
War II is much less favorable to the stability and importance of the demand 
for money. Though he shows that defects in the figures account for a sizable 
part of the crude discrepancy between changes in the recorded stock of money 
and in recorded prices, correction of these defects still leaves a puzzlingly 
large discrepancy that it does not seem possible to account for in terms of the 
variables introduced into the above exposition of the theory. Klein examined 
German experience precisely because it seemed the most deviant on a casual 
examination. Both it and other wartime experiences will clearly repay further 
examination.” Is this because Friedman cannot believe that direct controls 
can ever be effective? . 

Klein calls the decline in income velocity “an unusual result.” He notes 
that Germany during the war period is a contradiction to the hypothesis that 
money supply and income changes are proportional. He reasons that “The ' 
large increase in the stock of money might be expected to produce rising 
prices when all resources are employed. This did not occur in Germany. To 
combat the inflationary potential of its increase in money supply, Germany 
had controls over prices, wages, demand, production, consumption, etc., all 
concomitants of repressed inflation. Yet, other nations had such controls and 
did not manage to avoid inflation.” That is to say, if controls failed elsewhere 
why in the world did they not fail in Germany? Well, in the end he backs 
into the conclusion that it must have been direct controls, but he takes a 
long time to do it. 

The third study, Inflation in the Confederacy, 1861-65; by Eugene M. 
Lerner, tells us that during these years in the South real cash balances, M/P, 
which is equal to T/V, fell. This was due to a rise in V, velocity, and a fall in 
T, real output. However, Lerner states, it is very difficult to assess the: 
strength of each by itself. The rise in V, to whatever extent it did rise, was 
due to people’s fear of inflation. That’s about it. One wonders why Cagan’s 
framework was not used by Lerner. Were they working at opposite ends of 
the Workshop? Incidentally, Cagan guesses that the expectation of currency 
reform led people to increase their real balances. Lerner, though, states that 
just the opposite happened in the South in 1864. Since most currency reforms 
penalize the person caught with money when the music stops, a fact pre- 
sumably overlooked by Cagan, the response found by Lerner seems quite 
reasonable, 

‘A substantial study on Monetary Velocity in the United States, by Richard 
T. Selden, completes the volume. After a critical examination of 38 series of 
income velocity presented by other investigators, Selden presents several new 
series of his own: a decennial series from 1839 to 1939; several annual series, 
one of which starts at 1899: and quarterly series from 1943 to 1951. These 
appear to be-the most reliable series on income velocity now available, and 
by themselves are enough to justify the essay. 
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Selden’s data show that income velocity fell at a declining rate during 
most of the 19th century, and that it reached a floor and became virtually 
stable in the first two decades of this century. In fact if the exceptional vears 
of the depression and second world war are neglected, as they probably 
should be, the data strongly suggest that a floor has been maintained during 
the past half century or so. (This impression is further strengthened with 
the additional data of 1952-56.) This seems to me to be one of the most in- 
teresting facts to emerge from Selden’s study, but it is almost entirely ig- 
nored by him. He simply notes that income velccity had a secular decline to 
1919 (actually, there was no decline from 1900 zo 1919), and that a straight 
line fits the data poorly. The decline in income velocity is attributable mostly 
to the rise in real income per capita. I believe that this is a highly inadequate 
explanation of the facts, but I have not.got the elbow room to go into it. 
Selden has some interesting observations on short-term movements of income 
velocity, relating them to tastes, the cost of money substitutes (measured by 
the difference between long-and short-term rates of interest), cost of holding 
money (measured by yields on bonds and equities), and factors responsible 
for nonproportional movements in transactions and income velocities. 

As Friedman says, the book contains some “juicy items.” The eating of 
the pudding is not likely to cause indigestion. It seems beyond question, 
though, that much work still needs to be done on the demand for money over 
both short and long “normal” periods of time. There is nothing in the book 
to convince me that v is stable over such periods. 


Joun G. GURLEY 
The Brookings Institution 


Souveniis un gouverneur de la Banque de France. By EMILE MOREAU, 
(Paris: Librairie de Medicis. 1954. Pp. xv, 624.) 

Moreau became governor of the Bank of France in June 1926 at the urgent 
request of his friend Prime Minister Caillaux. He had previously been gov- 
ernor of the Bank of Algeria, and a member of the Committee of Experts set 
up to save the franc, ‘Moreau like Poincaré, who shortly succeeded Caillaux, 
found it extremely painful to abandon his dream of bringing the franc back 
from its low point of 2 cents to its prewar par of 19 cents; both men were 
very conscious of the harm which devaluation would do to the rentiers and 
to the habit of saving which had always been the bulwark of the French 
economy. But Charles Rist, another member oï the Committee of Experts, 
was even more concerned with the harm which would be done by a defie- 
tionary revaluation; he had observed the process in England, and was con- 
vinced that the French economy would not survive suck a severe shock. 

With the able assistance of Pierre Quesnay, Rist gradually brought Moreau 
to his point of view. The policy of revaluation was abandoned, the alterna- 
tive policy of stabilization was adopted, and a technique for controlling the 
foreign exchange market was worked out by the Bank of France. In spite of 
the vacillations of Poincaré, the franc was brought back to about 4 cents, 
and held at that figure. 
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As the franc strengthened, and gold began to flow from England into 
France there was bound to be conflict with the English. Moreau makes fre- 
quent reference to the “imperialist aims” of the Bank of England under 
Montagu Norman. Here again, with some of the glamor stripped off, are 
accounts of the secret meetings of Norman, Strong, Schacht and Moreau, as 
they tried to work out solutions to their common difficulties. Moreau particu- 
larly resented British control over the Finance Committee of the League of 
Nations, and British efforts to force Poland and Roumania to stabilize under 
the auspices of the League, which meant, under the control of Britain. France 
at this time had her own illusions of international financial power because of 
her control over gold movements. On one occasion when Moreau journeyed 
to London especially to see Norman, the governor of the Bank of England 
pleaded illness and refused to appear; on other occasions there were frank 
and sometimes stormy discussions. In the end, of course, both countries lost 
the game, and by 1931 perhaps tke only real gain was that the heads of the 
central banks had acquired the habit of personal meetings, and the Bank for 
International Settlements could be organized on the basis of that experience. 

Of especial interest to readers in the United States will be the comments on 
the role of Americans. Although Moreau spoke no English, and had the 
small-town Frenchman’s mistrust of foreigners, he found Americans in nearly 
all cases friendly to France and sympathetic with her problems, whether they 
represented private banking firms or government agencies. Benjamin Strong, 
then governor of the Federal Reserve Bank of New York, became a personal 
friend and advisor throughout these two years, and was in Paris for the final 
scene of the stabilization drama. 

Strong’s quoted comments about the situation in the United States at this 
time are also of interest. In June 1927 he wrote to Moreau that he could not 
lower the discount rate in New York because of the speculation in the stock 
market, and that he could not raise it because it might discourage business 
and create problems for the Treasury. Less than a month later he declared 
himself forced to lower the rate to 3!4 per cent in order to facilitate Treasury 
operations. 

It is a pity that more of the central bankers of our time have not kept such 
diaries. 

MARGARET G. MYERS 
Vassar College 


Public Finance; Fiscal Policy 


Teoria della condotta economica dello stato. By GrusepreE Uco Pari. (Mi- 
lan: A. Giuffrè. 1956. Pp. xvi, 410. L. 2.500.) 


In Professor Papi’s own words, the aim of his book is to present a unified 
body of indispensable theoretical knowledge concerning the activities of the 
State, in particular policies aimed at economic stabilization and expansion. 
The author, a distinguished Italian economist, intended to establish a compre- 
hensive and, to some extent, normative theoretical framework capable of 
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guiding such policies. What he has accomplished is unquestionably a very 
creditable synthesis of notions and principles of the general, fiscal, monetary, 
and business cycle theories—without, however, contributing much that is new. 
The novum may be found rather in his own formulations, some of which are 
indicated below. One explanation of this may perhaps be the fact that he 
sought to achieve an integration of his own ideas with certain concepts of 
other workers which, although once original, have in recent years become part 
and parcel -of the economic analysis of government activities and responsi- 
bilities. 

In a work of this type, non-Italian readers would probably have expected— 
and welcomed—an interpretation not only of the strong ties which now exist 
between Italy’s economy and government, but also of the unique mutualism 
which prevailed between them during the Fascist era. While Papi deliberately 
largely disregards institutional factors in his abstract, deductive reasoning, 
the book fails to live up to its promise of comprehensiveness. Among the 
lacunae may be noted several economic questions in which the stake of his 
government has been of great importance for both the stability and the ex- 
pansion of the nation’s economy. In fact, one regrets the complete absence 
of any theoretical consideration of Italy’s most pressing economic problems 
—chronic unemployment, and the elimination of the developmental dis- 
crepancies between the North and South. It is well known that these questions 
are of great concern to the national government and have stimulated theoreti- 
ca] inquiries in other countries. 

Papi offers a methodological system for his interpretation of the relation- 
ships which develop between the State and all economic organisms. Inter- 
vention of the government is based on its “insurance activity” (attivita assi- 
curativa) and the underlying “principle of insurance” (principio assicura- 
tivo). These concepts imply that the State protects individuals and enter- 
prises against risks whose occurrence may eventually result in destruction of 
private incomes. Government participation should be evaluated, and is justi- 
fied, by the degree of success of the insurance activity; through this activity 
the government substitutes present certain cost (costo certo attuale) for 
future uncertain cost/risk. The desirability of government assistance finds 
expression in, and is measured by, the minimc risultato utile, which is syn- ` 
onymous with future uncertainty reduced to ascertainable proportions. When 
these concepts are applied, for instance, to government encouragement (pro- 
tection) of certain production, present certain cost equals the tax revenue to 
be collected for this purpose; future uncertain cost is represented by the risk 
of excessive production (in relation to need or demand) induced by tke sub- 
sidy; and minimo risultato utile is achieved when market conditions are so 
organized as to prevent (useless) accumulation of the subsidized commodity. 
Government interference should be appraised by its influence on prices, out- 
put and employment. 

By introducing these analytical tools and the concept of “organized inter- 
vention” (organismo di interventi)—reminding the reviewer of teleclogical 
model-building—only in the last chapter of the book, Papi makes it difficult 


738 THE AMERICAN ECONOMIC REVIEW . 


for his readers to apply the concepts referred to above to all the preceding: 
theory. His statement that the “insurance principle” is applicable to all ways. 
in which governments absorb and release funds—unsupported as it is by any 
attempt to do this in the many suitable places in his book— is no substitute 
for a test of this interesting method. - 

A notable feature of this work is the attention (60 per cent of the volume) 
devoted to taxation and government expenditures. The theory which Papi 
sets out is a general one and is based on the operation of free (capitalist) 
economic institutions. It consists of micro- as well as macroeconomic elements 
and incorporates in part contributions from Italian, American and British 
economists. To the extent that the book may be designed for use by uni- 
versity students—as its didactic vein suggests—the insertion of some of the 
graphs usually found in textbooks of economic theory and public finance 
would have proved valuable. For all the careful logic of the author’s argu- 
ments, it is doubtful whether the lay reader of economic literature will be. 
able to follow some of them with ease. Mathematical aids are also lacking. 

Among the many noteworthy conclusions which the author draws, at least 
three must be mentioned in this briez review: 

1, Papi opposes progressive taxation, calling it discriminatory, uneconomic, 
and confiscatory. Progressive taxes {in contrast to proportional) hamper capi- 
tal formation and endanger saving accumulation. In fact, they tend to ‘“‘con- 
sume” themselves inasmuch as they facilitate evasion, prevent both the estab- 
lishment of large enterprises and the creation of the economies of production, 
and reduce aggregate national income. In the author’s opinion, progressive 
taxes are unsuitable for purposes of fiscal policy during cyclical fluctuations. 
Among his “canons,” control of the.tendency toward progressivity is as im- 
portant as the necessity of avoiding taxation of capital, which, no doubt, 
Papi assumes to be always employed profitably and productively. He seems 
to disregard the fact that progressive taxes, through their redistributive ef- 
fects, tend to raise the propensity to consume, thus exercising a long-term 
favorable influence on production and employment. 
` 2. The efficacy of fiscal policy is discounted for several reasons. Although 
the author appears willing to condone temporary budget deficits, he is scepti- 
` cal of any worth-while influence of tax reductions as well as larger public 
expenditures, and likewise of the adequacy of built-in flexibilities. He shows 
some distrust of functional finance, and contends that countercyclical use of 
fiscal policy is questionable because human foresight is imperfect, and tax 
systems, being rather rigid, can hardly be changed during cyclical phases 
whose duration is, moreover, unpredictable. Since monetary policies can not 
be depended upon either, the (only) hope left lies in the fact that all nations 
have been seeking greater financial stability. Economic fluctuations would be 
less feared if their theory could be absorbed by a theory of economic plans— 
individual as well as public. 

3. Papi’s panacea for the problem of unemployment is academic. His three 
conditions for the solution of involuntary unemployment (in which connec- 
tion no’ mention is made of the underemployment from which Italy suffers) 
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are that free competition should prevail in the production of many goods; 
increase in real national income should be faster than that in population; and 
international trade as well as capital imports should be free of barriers. Gov- 
ernment assistance is called upon to help create evenit favorevoli (favorable 
conditions) which would give rise to more intensive entrepreneurial activity 
which, in turn, would draw more people into the work force. 

‘The book appears to have been written in the conviction that the govern- 
ment performs the function of a factor of production, and that for any ade- 
quate understanding of the fiscal impact on national income it is necessary to 
invoke the fullest understanding of economic theory. This need is doubtless 
increased by the fact that the theory of fisca. policy as a whole lacks inte- 
gration. 

KAREL HOLBIK 

Geneva, Switzerland 


The Growth of Public Employment in Great Eritain. By M. ApramMovitz and 
V. Eviasperc. (Princeton: Princeton University Press, for National 
Bureau of Economic Research: 1957. Pp. xili, 151. $3.75.) 


The object of this book, as the concluding sentence reiterates, is the modest 
one of compiling measures of the direct use of labor by the British govern- 
ment and relating the upward trend in public employment to the major de- 
velopments influencing governmental activity. While the first half of this task 
may be modest, in the sense that it can be carried out by a limited amount of 
statistical digging, the second half involves a scamper over the whole field of 
economic policy for the better part of a century. 

Curiously enough, the scamper is not only more exhilarating but it is in 
many ways more satisfying than the statistical digging. The authors give a 
fair and concise, if at times rather. perfunctory, account of the growth of 
government responsibilities in Britain since 1890, including separate chapters 
on local government and t':: nationalized industries. Their comments on the 
forces of opinion or circumstance producing this growth are balanced and 
often penetrating; for example, their analysis of the nationalization ects pro- 
vides a more adequate rationale of those acts than most of the debates in the 
House of Commons that. preceded them. 

On the other hand, the statistics of government employment are furnished 
in such proportion and for such a variety of dates that the reader despairs of 
ever catching sight of the wood because he is so assiduously surrounded with 
trees. Most government employees are, and always have been, in the armed 
forces; if the nationalized industries are set aside, the Post Office (itself 
really a nationalized industry) is the next largest employer amongst govern- 
ment agencies; and the remaining employees of the central government, while 
- Increasing at 4 per cent per annum in conformity with Parkinson’s law 
(p. 55n.), number no more than 300,000 out of a total of 1.9 million. It 
would have simplified the narrative if it had employed this tripartite division, 
passing briefly over defense and the Post Office, and then shedding them 
from the subsequent totals. In this way, the reader would gain a clearer view 
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of the expansion in the miscellaneous third group on which, inevitably, the 
discussion concentrates. 

Employment is analyzed only in terms of departmental groups; there is no 
breakdown by age, sex, occupation, or terms of employment. Yet if govern- 
ment employment, as distinct from government expenditure, or absorption of 
resources, has any intrinsic interest it is surely because, as is pointed out in 
Chapter 1, “governments are peculiar employers with their own characteristic 
criteria for employment and advancement,” a point to which no Subsequent 
reference is made, 

Perhaps the most valuable parts of the book are the second ard final chap- 

ters. Chapter 2 deals with the growth of government interventicn in the sec- 
ond half of the nineteenth century and with the “ideological brakes” that 
slowed down this growth. It would seem that, in spite of the brakes, the rôle 
of government, especially local government, was growing faster at the end of 
the nineteenth century than at any later time, except in war. In 1851, only 
1628 persons were engaged in the civil departments of the central government 
for general adminisirative purposes and the total staff of the central govern- 
ment, excluding the armed forces but including Post Office workers, tax col- 
lectors, dockyard workers, etc. was nc more than about 40,000; iocal govern- 
ment employed a total of 31,000 workers, more than half of whom were 
policemen. These totals were much higher by 1891; and in the ensuing twenty 
years, local government alone increased from 150-200,000 to 660,000, or 
nearly half the total for such employment today. 
. The final chapter contains some interesting comparisons between British 
and American experience and shows that, making obvious allcwances, the 
trends are remarkably similar. The comparisons include separate analyses of 
the figures for defense, postal services and education in the two countries in 
1900 and 1950, the last of these being particularly revealing. There is also a 
short sketch of a theory of the interconnection between economic develop- 
ment and government intervention which lays stress on the influence of in- 
dustrialization and urbanization and suggests that intervention may be first 
at the local government level while at a Jater stage local government functions 
are taken over by the central government. 

This will undoubtedly be a valuable work of reference for British as well 
as American students of public finance. 

A. K, CATRNCROSS 

University of Glasgow 


The Theory and Working of Union Finance in India. By R. N. BHARGAVA. 
(London: George Allen and Unwin. 1956. Pp. 308. 30s; $6.75.) 
This work is an important addition on both the theoretical and descriptive 
levels to the growing body of literature on Indian public finance. 
The first three chapters reveal the basic theoretical framework which is 
later applied to the Indian situation. He develops an essentially Pigovian 
approach to the public finance problem. The state is viewed as a decision- 
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making organism which endeavors to maximize aggregate welfare of its citi- 
zens. Following the usual logic, the state rationally adjusts expenditures until 
the marginal social benefit is equal for each type of expenditure, and adjusts 
the various taxes so that the marginal social cost or sacrifice per rupee of 
additional tax is equal for all types of taxes and persons, and also equal to 
the marginal social benefit of the expenditures. The objections to this theory 
have frequently been stated in the literature: It involves unjustifiable inter- 
personal comparisons of utility. Also, while the MSB = MSC rule has formal 
applicability, it is of little value as a policy tool since a market does not exist 
for most government services, and no good alternative method exists for 
determining costs and benefits. 

The most interesting chapter of the book is an extension oi the above 
“public finance principle” to the problem of federal finance where two or 
more levels of government are taxing and spending. The gist of this argu- 
ment is found in Bhargava’s earlier article in The Economic Journal for 
March 1953. Following the above logic and assuming some states of a federa- 
tion to be poorer than others, he shows that welfare will not be maximized 
if both central and state governments independently apply the MSB = MSC 
rule. This follows since the richer states will reach the optimum taxation and 
expenditure at a lower level of sacrifice and benefit than will the poorer states. 
Thus, he argues, let each state follow the MSC = MSB rule, but to maximize 
welfare of the nation the central government. should tax more and spend less 
in wealthy states as compared to poor ones. This analysis obviously rests on 
the questionable validity of the diminishing marginal utility of money, as 
well as upon interpersonal utility comparisons. The author takes the position 
that while the diminishing marginal utility of money cannot be proved, 
nevertheless when applied to large numbers it is less in error than other 
plausible hypotheses. 

The present reviewer finds two objections to this presentation: (1) The 
author tries to build a scientific case for maximizing welfare through eppli- 
cation of the “public finance principle.” He would have been on more certain 
ground to have accepted the desirability oz interpersonal and interregional 
income redistribution as an ethical value judgment well founded cn Indian 
public opinion, (2) While mentioning the difficulties arising from his assump- 
tions of interpersonal utility comparisons and the diminishing marginal utility 
of money, the author treats them so lightly that the student is likely to be 
unaware of the considerable controversy in the literature around these sub- 
jects. The authoritative mode of expression coupled with a lack of references 
to these controversies is likely to mislead the Indian student for whom in part 
this book is intended. 

The remainder of the book is more descriptive and empirical. Several 
chapters deal with financial adjustments between the state and central gov- 
ernments, comparing Indian practices with those of other federal states. 
While showing historical trends in federal and state finances, the author has 
compiled valuable data on a comparable basis for the several states of India. 


742 THE AMERICAN ECONOMIC REVIEW 


The beauty of this treatment is that statistics are given where needed, but 
the reader is not overwhelmed by a morass of detail. One section is devoted to 
a discussion of specific taxes, while four final chapters deal in a rather sketchy 
way with government expenditures ard debt. 

The whole work is presented in a concise and extremely cogent style which 
is a pleasure to read. The body of the book will certainly be a primary guide 
to the student of Indian finance, The fact that the whole work is built around 
a theoretical framework is a source of strength; however the content of the 
theory is open to serious objections. 

Wiis D. WEATHERFORD 

Swarthmore College 


Natura ed effetti economici di un’imbosta sulle societa—Atti del I convegno 
di studi, (Milan: A. Giuffré. 1955. Pp. xiv, 358. L. 2.000.) 


The Italian government introduced a direct tax on corporations and other 
business entities, levied on both invested capital and income, in August 1954. 
The present volume contains opinions of leading Italian economists on this 
tax. These remarks were presented in May 1955 before the Italian chapter of 
the International Fiscal Association. Leading speakers were Celestino Arena, 
Giannino Parraviciri and Aldo Scotto. Lamberto Dini comments on a bibli- 
ography on company taxes, citing mainly American authors. The other 
speakers, however, do not seem to be greatly influenced by American writers 
either in their ideas or their approach. The charm of the analvsis is in its 
reliance on pure reason. Nowhere is there mention of the effect of this tax on 
specific industries or companies—although I for one would like to know how 
taxes affect the price and investment policy of a monopoly like Montecatini, 
or a company in the highly competitive motorscooter industry. I would.also 
like to see figures placing the estimated “‘take” of this tax in relation to other 
taxes. Presumably, Italian economists do not have all this data at their dis- 
posal. Even if they did, they would probably reject it as deceptively plausible, 
preferring the appeal of logic. 

The tax itself is probably a less important innovation in Italian fiscal 
policy than the recent personal tax reforms. It applies a rate of 34 of 1 per 
cent on invested capital, in conjunction with 15 per cent applied to income 
in excess of 6 per cent of invested capital. Arena points to similarities to Ger- 
man, Swiss and American taxes. Comments by other speakers touch on vari- . 
ous aspects of American and European company taxes. The general tone of 
the arguments is that, although it has been a long time since Seligman wrote 
on the subject, we still lack definitive conclusions about the economic effects 
of direct taxes, and that it is dangerous to take too much for granted. As to 
this specific tax, they express objections on technical grounds. 

Interest in the vclume itself does not lie in the importance of subject 
matter under discussion or in novelty of arguments used. It is helpful in 
enabling American economists to understand the approach of the new gener- 
ation of Italian economists,. The meeting at which this discussion took place 
is also of historical importance in marking a step forward in the assertion of 
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the economic as against the purely legalistic approach which has dominated 
so much Italian public policy. 
PETER WARREN 
Hamilton, Okio 


International Economics 


The United States Capital Position and the Structure of its Foreign Trade. 
By M. A. Dias. (Amsterdam: North-Holland Publishing Co. 1956. Pp. 
67. $2.75.) 


Diab’s study is the latest and by far the most comprehensive contribution 
to the discussion of Leontief’s scarce-factor paradox. The debate was started 
three years ago by Leontief’s “Domestic Production and Foreign Trade: The 
American Capital Position Reexamined,”? in which he applied his input-out- 
put model to American foreign trade and found that, contrary to generally 
accepted belief, U. S. exports are, in general, labor-intensive and its impcrts, 
capital-intensive. 

The first chapter of Diab’s book offers a restatement of Ohlin’s theory of 
variable proportions of the factors and international specialization, with em- 
phasis on some of the limits of its applicab‘lity. The second chapter gives 
the highlights of Leontief’s 1953 article. The third touches on the problem 
of estimating and computing the capital and labor coefficients of various in- 
dustry groups. He singles out the capital ccefficient of the agriculture and 
fishery section for scrutiny, partly because it is unduly high, and partly be- 
cause, in view of the rather high percentage of this section in the dollar value 
of imports, this coefficient plays a significant role in the final result obtained. 
Diab succeeds in showing that Leontief’s estimate of the capital coefficient 
of the agricultural and fishery section was too high. Although the revised 
calculation based on a lower figure still seems to bear out Leontief’s conclu- 
sion, his point is well taken.’ 

In Chapter 4, Diab examines Leontief’s hypothesis that one (man-year) 
unit of labor is about three times as productive in the United States as in 
other countries, and tries to verify the magnitude of this multiple. He uses 
Colin Clark’s data of home production and of capital stock per head of work- 
ing population, both in terms of Clark’s international units, to fit the Douglas 
production function for each of the following countries: United States, Can- 
ada, Great Britain, Netherlands, France, Norway and Italy. It is found that 


*For other contributions to the literature, see W. Leontief, “Factor Proportions and 
the Structure of American Trade: Further Theoretical and Empirical Analysis,” Rev. 
Econ. Stat., Nov. 1956, XX XVIII, 386, n. 2. 


* Proceedings of the American Philosophical Society, Sept. 1953, XCVII, 332-49; re- 
printed in Economia Internazionale, 1954, VII, 9-38. 


*In Leontief’s second article, he pointed out that, in U. S. agriculture, most direct 
labor used is self-employed. This makes the labor-input coefficient in agriculture highly 
speculative. In two sections (C3, and Cs) of Table I, labor and capital inputs are excluded 
from the final figures. 
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comparative capital intensity is higher in all these countries except Italy than 
in the United States. The result is unexpected, but, as the author points out, 
it depends on the “authenticity of Colin Clark’s figures and whether Douglas’ 
production function is the correct function for the countries studied” (p. 45) 
and on the assumption that one unit cf capital-is as productive in one coun- 
try as in the other, despite differences in social and institutional environment 
and natural endowments. The numerical results, interesting as they are, are 
not directly relevant to the main thesis of Leontief because in Leontief’s own 
words, 


It is the amount of capital and labor and natural resources which the 
U. S. would need to replace, by home production, the foreign competi- 
tive imports—rather than the quantities of these factors which the 
foreign countries actually use to produce such goods—which is relevant 
from the point of view of my argument (pp. 36-37).4 


In his two concluding chapters, Diab makes several pertinent points. He 
observes that, aside from capital and labor, production functions are de- 
termined in a large measure by the gifts of nature of a country. He goes on 
to construct a simple model with Leontief’s data to show that the capital 
coefficient is higher in nonmanufacturing than in manufacturing industries 
in the United States. This finding lends support to the view skared by the 
author and practically all other critics such as Ellsworth, Swerling and Bu- 
chanan that although United States imports may be capital-intensive, they 
seem more to reflect relative insufficiency of certain natural rescurces in the 
United States than to indicate a demand for goods that are highly capital 
intensive per se. His suggestions that, in calculating the capital coefficient, 
investment in physical plants as well as in technicians should be taken into 
account and that import contents of exports and export contents of imports 
are to be separated by using a more refined concept of “activity” instead of 
just merely exports and imports for the purpose of Leontief’s study are 
worth noting. 

To this reviewer, aside from the two main issues to which the author ad- 
dresses himself, namely (1) the reliability of Leontief’s figures, and (2) 
whether or not one should adopt Leontief’s interpretation of “abundance” of 
American labor, there should first be the question of whether the input-out- 
put model based on fixed coefficient technologies is a good approximation to 
the realities of international trade on which the model is designed to throw 
light.5 Diab is silent on this issue. In fact, he makes no effort to tis in critical 
contributions of other writers on the subject nor is any reference made to any 
of them. Such references would have enabled readers to gain a comprehensive 
picture of the problem involved. These remarks, however, do not în any way 

“Some of the critics, e.g, Ellsworth and Granick, seem to have missed this point ‘in 
their arguments. l l 


° Many earlier writers directed their criticisms towards the use of Leontie:’s model for 
such nonlinear economic phenomena as foreizn trade, In the recent discussion, only one 
writer emphasizes this issue. See Stefan Valavanis-Vail “Leontiefs Scarce Factor Para- 
dox,” Jour. Pol. Econ., Dec. 1954, LXII, 523-28. : 
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detract from the opinion of this reviewer tha: the author is competent as a 
practitioner in the trade and is resourceful and ingenious in making use of 
data to bring out his points. It is a valuable addition to the debate on Leon- 
tief’s paradox. 
ANTHONY Y. C. Koo 
Michigan State University 


Business Organization; Managerial Economics; 
Marketing; Accounting 


Our Floundering Fair Trade. By Jonn Harms. (New York: Exposition Press. 
1956. Pp. 141. $3.00.) 


Criticizing both the proponents and opponents of “fair trade,” ż.e., resale 
price maintenance, because both (p. 67) “accept the basic justice of the cur- 
rent economic-political order, the struggle for survival of the fittest with all 
the inequities of history and nature .. .,” the author of this essay had al- 
ready concluded that (p. 63) “there is no such evidence of justice, nor such 
help to the poor, oppressed little man, in Fair Trade price maintenance as 
the Fair Trade propaganda claims.” In an abundance of such phrases the 
author makes clear that he has little regard for our economic system and 
finds the operation of resale price maintenance a feeble palliative indeed. He 
forthrightly declares his distrust of “Big Business,” which in his opinion ex- 
ploits the individual, makes shoddy merchandise, uses sharp practices at 
every turn, and employs wasteful advertising and selling in order to create 
monopolies. In contrast he admires the more “orderly” English and French 
systems and finds the logic of the national sccialism of Hitler and Mussolini 
attractive, at least in terms of the manner in which they worked for the good 
of everybody! 

In addition to this frame of reference Mr. Harms has brought to the task 
of analyzing resale price maintenance experience as a newspaper reporter, 
feature writer, editor, and business executive. He has attempted, with ap- 
parent sincerity, to present both sides of the “fair trade” controversy. To do 
so he has reviewed most of the important warks in the field (those ky quali- 
fied economists seem invariably to oppose the practice) and has interviewed 
leading officials of trade organizations devcted to furthering the cause of 
“fair trade.” The first two chapters of the book make a more or less standard 
presentation of these arguments followed by a third chapter devoted to an 
elaboration of the writer’s views concerning the injustice and materialism of 
our economic system, 

Perhaps the most worth-while material of -he volume is contained in chap- 
ters 4 to 6, which reveal the personal experiences that have led him to adopt 
his present conclusions. He had been an assistant controller of a large manu- 
facturing organization whose founder was a leading proponent of “fair trade.” 
In presenting copies of correspondence and reports, supplemented by data 
of other types, Harms discloses a pattern af what he deems to be double- 
dealing of the worst sort—the use of discriminatory discounts and resale 
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price maintenance to strengthen large firms and to dupe small retailers. In 
the seventh and final chapter the author provides a somewhat embittered 
summary of the significance of resale price maintenance to various types of 
institutions and to society generally. Clearly he believes that if properly en- 
forced the practice would be desirable, but that in its present state it fails to 
soften competition as he thinks it should. 

To conclude a review of this work without commenting upcen its style of 
presentation would be a disservice to the prospective reader, although at 
first this reviewer despaired of doing so effectively, but then it was decided 
that by attempting to emulate Harms’ mode of expression, however feebly, 
there might be conveyed to the reader some of the flavor of the volume, and 
with this in mind this concluding sentence has been constructec, with the in- 
tention of portraying the author's rather frustrating habit of embarking upon 
interminable verbal journeys—-apparently without any planned itinerary— 
with the inevitable result that the reader, having passed over mountains of 
parenthetic statements and explored numberless explanatory clauses, arrives 
unexpectedly at a period with the feeling that he surely must have covered a 
great deal of ground, though, to be sure, he cannot quite remember the land- 
scape at any particular spot, and so, if he wishes to understand the message 
(and by this point he may have become so fatigued as to have lost this ambi- 
tion), he must retrace his steps more cautiously, carefully spotting landmarks 
and stowing them away in his memory, and at long last may arrive at the end, 
able to outline a map of the territory traversed, reasonably accurate in its 
major form, albeit still somewhat hazy with respect to its details. 

WILLIAM F. BROWN 

University of California, Los Angeles 


Research in Industrial Human Relations—A Critical Appraisal. Edited by 
ConraD M. ARENSBERG, SOLOMON BARKIN, W. ELLISON CHALMERS, 
Harotp L. WILenNskKy, James C. WorTHY, and BARBARA D. DENNIS. 
(New York: Harper & Bros. Pp. ix, 213. $3.50.) 


This small book of varied authorship, with a forbidding title, should have 
a strong impact upon those who read thoughtfully and with a sense of facts. 
It is possible that this academic book may mark a new epoch in the history 
of American industry, quietly bringing to bear on the subject of industrial 
relations a new approach, just when Samuel Gompers’ syndicalism is held to 
be decaying, and when Karl Marx’s theory of the class struggle has been 
widely rejected as iradequate. 

There is wisdom embedded in the comment of an old Tennesseean, in his 
explanation to his daughter of the meaning of the epic war between the states. 
“There is the North’s side,” he told her, “and there is the South’s side, and 
then, there is the right side.’ To apply the formula to the field of human 
relations, there is the employer’s side, and there is labor’s side, and now there 
is the right side. This right side in industrial human relations as developed 
in the present book is fortified all the way through by the use of the rational 
method in dredging up facts, in making new generalizations out of these facts, 
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and in throwing into bas-relief the last two decades of the politics of industry, 
so as to disclose what a deep bite into tradition research in industrial human 
relations has made. “Elton Mayo, late professor of industrial research, Har- 
vard, reinterpreted the nature of man.” He declined to exclude the worker 
from “the promise of striving and success”; so Reinhard Bendix informs us. 
In fact, the spirit of this epochal record has been one of bold reshaping of 
thought and ideology in the labor-management field. 

The contributors to this conservative-appearing symposium fall into 
groups: sociologists, or if you will, social philosophers; personnel directors of 
corporations; active union officials and union intellectuals, who have known 
the discipline of the shop and of advanced graduate work. These men, with 
their kinship to engineers and economists, are different from those concerned 
with industrial relations in the earlier days when naively innocent workers 
met naively innocent employers, neither group scarcely aware of their func- 
tions as arbitrators and negotiators. 

Solomon Barkin, who has participated in every sphere of this broad enter- 
prise—the academic, the union central office, the negotiation process, re- 
search and the labor school—declares: “Participation in management-con- 
trolled meetings or captive audiences is not democracy, no matter how 
simulated the forms may be.” Barkin can be regarded as a representative of 
the advanced and wiser union labor position. 

As one reads this book, he is impressed with the completeness of the expo- 
sition. The reader may well regret that so rich a vein of esoteric knowledge 
may be closed to many persons. It would be useful if this book could be 
made the basis for a more popular and generally accessible treatment of the 
subject which might nevertheless preserve the scholarship, the scientific ap- 
proach, and the philosophy of the present book. 

This reviewer has long regarded labor-management relations as the key- 
stone of the industrial scheme in America. There is a hint of this point of view 
in the preface of the book: “Human relations in industry has become both 
the label of a group of studies of people at work, and the slogan of a move- 
ment of thought and action.” This little volume may in time be regarded as 
the fruition of this generation’s thought and experience, that is if America 
continues allegiance to the democratic process. 

M. H. HEDGES 
Washington, D.C. 


Industrial Organization; Government and Business; 


Industry Studies 


Economic Concentration and the Monopoly Problem. By Epwarp S. Mason. 
(Cambridge: Harvard University Press. 1957. Pp. xvi, 411. $6.00.) 

Of the nineteen essays comprising this volume, all but the first are reprints 
of articles the author has published over the past twenty years. The first 
essay, from which the volume derives its title, reviews a sampling of recent 
literature on the subject to which the four following essays in Part I repre- 
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sent the author’s outstanding contrikutions. In a very general sense, or at 
least collaterally, this may be said tc be the subject, too, of the five essays 
in Part II on wage-price relationships and Jabor monopoly, while the five in 
Part IV return to the same theme, wizh the emphasis on antitrust policy. 

The four essays in Part III on “Rew Materials, [National] Security, and 
Economic Growth,” though tangential to the main theme, represent an illumi- 
nating contribution to a problem which will interest practically every student 
of industrial concentration and moncpoly problems, Their inclusion in the 
' present volume is fully justified, anc the author’s apology (p. 9) for the 
“digression” might better have been saved, in the reviewer’s judgment, for 
the republication of two or three of tte essays focused on the main problem. 
For example, the casual treatment of “Competition, Price Policy, and High- 
Level Stability” (Ch. 8) and of “Workable Competition Versus Workable 
Monopoly” (Ch. 18) makes them dispensable; their elimination; moreover, 
along with “The New Competition” (Ch. 17) would have helped to reduce 
the repetitions that, naturally, abound in a volume of this kind. 

A detailed review and commentary en each of these essays is hardly dia 
for here. An attempt to trace the development of the author’s thought, 
changes in his outlook, might be app-opriate. Unfortunately, there appears | 
little evidence of such development. The tone and thrust of the later essays 
are virtually indistinguishable from those of twenty years ago. Throughout, 
a principal animus appears to be to bridge the alleged gap between law and 
economics. By and large, economic coacentration poses no serious threat to 
public welfare. The main problem is to redress the alleged failure of the law 
to take adequate account of economisis’ conceptions of market control and 
of “efficiency” in the utilization of resources (pp. 342-44; 366; 9-10). In 
these circumstances a brief synopsis amd critique of the author’s contribution 
to the theory and practice of antitrust regulation may be in order. 

Essentially, Professor Mason’s position may fairly be characterized as 
eclectic. His thought fits neatly into a quasi-Hegelian dialectic. Always there 
are sharp opposites to be differentiatec and then synthesized by a deft bal- 
ancing act of the intrepid (and inveterate) tightrope-walker. The perfect 
poise is the solution: lean neither to tke right nor to the left and all will go 
well—one cannot fall—either into the feckless fatuity of trust-busting or into 
the grasping clutches of monopoly. (Of course, as the saying goes, if you like 
that sort of thing, that’s the sort of thing you like. It must be conceded that 
in some situations, or dealing with certain subjects, such an approach has 
much to recommend it. In these essays it shows to best advantage, in the re- 
viewer’s judgment, in the one—Chapter 5—analyzing Schumpeter’s views on 
monopoly.) 

Starting with the well-known essay or. “Monopoly in Law and Economics,” 
we have the dialectical distinction betwzen, on the one hand, “an antiquated 
and illogical” legal concept (p. 346) besed on a static (orthodox) economic 
concept of monopoly as the opposite of free competition, which in judicial 
application focused attention solely on ‘ restriction of competition” (pp. 338- 
342), and; on the other hand, the “modern” concept of monopoly as the 
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“market control” implicit in fewness of sellers, product differentiation, etc. 
(pp. 333-35). These alleged opposites can be, stould be, must be reconciled 
or fused, by intensive and extensive investigation of the price, output, invest- 
ment, research and innovation tendencies, or characteristic performances, 
associated with various degrees of “market con-rol,” or patterns of market 
structure (pp. 345-46), thereby providing realistic criteria for distinguishing 
innocuous from illicit transactions, constructions, or arrangements, in a word, 
for separating the sheep from the goats. 

. The truth is that the basic distinction thus summarily sketched is quite 
illusory. The distinction between “market control” and “restriction of compe- 
tition” is not only elusive, it is nonexistent. All market control is a matter 
of degree, and in Mason’s usage the phrase evidently signifies distance from 
pure monopoly. All restriction of competition is a matter of degree, and as 
used by Mason the phrase evidently connotes distance from pure competi- 
tion. Whether for a single firm, or for a group of firms, the extent of market 
control exercised is precisely the extent to which competition is restricted. 
The two phrases are simply descriptions of the same phenomenon, or situa- 
tion, looked at from different. angles, in fact, from opposite sides. The position 
of an object suspended in a body of water may be described as, say, three 
feet below the surface or four feet above the bo-tom. Just as there is no good 
reason a priori, for preferring one description to the other, both being correct, 
so nothing is gained by referring to a certain business situation as represent- 
ing a certain degree of market control or a certain extent of restriction of 
competition. 

- Whether this purely verbal difference (substantive equivalence) holds 
when the business situation in question is being examined by an economist 
intent on analyzing its implications for pricing, investment rate, etc., may be 
open to question, but it certainly holds for a judge called upon to determine 
the consonance of a given business situation with public policy. When Mason 
states (p. 334) that “Restriction of competition is the legal content of mo- 
nopoly,” he overlooks that this was precisely the view of Justice Holmes as 
expressed most clearly in his dissenting opinion in the Northern Securities 
case. In the limited, inaccurate sense that only collusion or exclusion (and 
not amalgamation) amounts to an antitrust offense, such a description of the 
law did not represent the majority view, then or subsequently. And when 
Mason adds that “control of the market is its economic substance,” and ex- 
pressly declares that this is “by no means equivalent” to restriction of compe- 
tition, this reviewer, for one, is reminded that definition is “the beginning of 
wisdom.” 

All that need be said here is that, in so far as the phrase “restriction of 
competition” is limited to collusion and exclus‘on, and in so far as the phrase 
“market control” is taken to embrace certain nebulous “monopoly elements” 
associated with Chamberlinian theory (such as, e.g., product differentiation), 
their nonequivalence may be granted. But the law is concerned with concrete 
business practice, not abstract economic theory. That antitrust should ever 
define market control in a Pickwickian sense, ż.e., in any other sense than 
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restraint of trade, this reviewer at least would dispute. In sum, in his view, 
every “restraint of trade” represents an “attempt to monopo-ize,” and every 
“attempt to monopolize” restrains trade. (See “Comment,” Am. Econ. Rev., 
-Papers and Proceedings, Mar. 1949, XX XVIII, 204-08.) 

It would be quibbling to contend that by “market control” is meant, not 
dominance, or government, or manipulation, of the relevant market, but 
simply share of that market. Every seller has a share of the market. That is a 
status, or condition, he cannot escape if he sells at all. It mav be contended, 
of course, that by market control is meant only a big share of the market. 
The answer to that contention brings us to the very crux of the issue. The 
answer is not a request to define a “big share,” as Judge Hand, befuddled by 
the economic critics of antitrust, mistakenly assumed. Wandering down that 
road leads nowhere, #.e., leads only into a morass. Whether it be 90, 60, or 30 
per cent the answer could provide no rule of universal application, as Mason 
recognizes (p. 369, et passim). Furthermore, it could provide no appropriate 
guide to decision even in a particular case. 

With or without merger, it is clear that a company may by unquestionably 
fair methods gain control of a big share of the market, however “big” is de- 
fined. A company may even become in this way a single seller for a time, 
achieving thus a condition of economic monopoly—as Ford did in the low- 
priced car market during certain years in the period 1910-1925. Mason, un- 
like some of the more extreme critics, would condemn unqualifiedly an in- 
terpretation of antitrust that extended its prohibition to such a situation. Yet 
that is precisely the most likely outcome of a rule that focusas on “market 
power,” “market control,” or whatever other phrase may be adopted to de- 
scribe a condition of economic monopoly, near-monopoly, oligopoly, or even 
monopolistic competition. For once that central focus on market structure is ac- 
cepted, there is no alternative, if the anomaly of condemning the innocent along 
with the guilty (the upright competitor along with the downright monopolist) 
is to be avoided, to judging the lawfulness of a large enterprise by “results,” 
“business performance,” or “efficiency.” For that task, courts are not fitted. 
Plainly, moreover, Congress can never have contemplated making judges 
economic arbiters. 

Mason is quite well aware of this dilemma. He was aware of it in 1937 
(pp. 344, 346, 349); and in 1949 (pp. 360-62, 367-68). To his credit, he 
appears to have become even more keenly aware of it in 1956: “An attempt 
to push enquiry into effects very far is clearly an invitation to non-enforce- 
ment” (p. 394; see, also, pp. 395-96). Nevertheless, he still adheres to the 
view that a condition (possession) of “market power” should be, and more 
and more in judicial application is actually becoming, the primary criterion 
of antitrust offense (pp. 399-401). f 

The fact is, Mason’s assertion to the contrary notwithstanding, that the 
courts have all along recognized (1) that control of the market and restric- 
tion of competition are simply different sides of the same coin, and (2) since 


* How prevalent are instances of this kind is an open question; it may. certainly be 
doubted that they are very numerous. 
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1911 at least, that this “coin” provides, by itself, no reliable “measure of 
value” (i.e., test of validity under the antitrust laws) of any business trans- 
action, practice, or organization.? Its inadequacy as a criterion of lawfulness 
was, in fact, the avowed reason for introducing the “rule of reason.” 

It is the nature of this inadequacy which escapes Mason and many other 
critics? of antitrust in judicial application. It is inadequate because it fo- 
cuses the issue on the pattern of market structure, the possession of market 
power, and ignores the animus lying behind the development of that struc- 
tural pattern. Intent provides an appropriate primary criterion of compliance 
with or violation of the law, because of the nature of antitrust law itself. The 
Sherman Act prescribes a rule of conduct. It dces not condemn monopoly; it 
prohibits monopolizing. It penalizes a certain course of market conduct, not 
a market position (possession of market power), whether it be that of a 
single seller or that of one among a “few.” As in every branch of criminal 
law and in much of the law of torts, intent is a crucial factor. Fatal shooting 
of another person is not murder; it must be premeditated. Acquisition of 
“market control” (a large share of the available business) is not monopoliz- 
ing; it must be the fulfillment of a deliberate design to throttle competitian. 

The essential point here is that judging a business structure, or market 
condition, on the basis primarily of the intent of those responsible for it is a 
task within judicial competence. It is the sort of judgment courts are called 
upon to make, day in and day out. Per conira, judges are not equipped, nor 
has Congress provided a standard, for testing the lawfulness of business 
“constructions,” or behavior, by the “efficiency” of their performance (eitker 
in the allocation or in the administration of productive resources). 

It is sometimes objected that the test of intent is (a) too subjective and (b) 
too indefinite for practical use. As for the former objection, no one familiar 
with the law will suppose it necessitates “probing into a man’s mind.” In- 
tent, in law, is always an inference drawn from conduct. Personal motives are 
irrelevant. It is the pattern of conduct in a specific set of circumstances that 
reveals the intent, according to common experience, on which turns the issue 
of whether an offense has been committed. As for the latter objection, while 
the criterion of intent provides no certainty regarding the scope of the anti- 
trust prohibition, neither does any other test, certainly not the proposed test 
of “market control,” or power to influence price and output in the relevant 
market (as Mason concedes, p. 386). 

The essential difference between the reviewer and the author on this score 
can be stated very briefly. The author, so it appears to the reviewer, would 


* Mason’s subsequent (1949) recantation (p. 388) of the ill-founded charge that the 
courts had, in effect, ignored “control of the market” as an element in antitrust offenses is 
commendable, as far as it goes. But it does not go far enough. He does not withdraw or 
qualify his basic contention that, in the light of monopolistic competition theory, the 
courts should have made the pattern of market structure a primary, even if not exclusive, 
criterion in judging the lawfulness of mergers, supplementing it with business performance 
tests. - 


*But not all of them. See, e.g, J. B. Dirlam ard A. E. Kahn, Fair Competition, 
(Ithaca, 1954), pp. 28, 88, ef passim. 
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have concentrated business power tested primarily by reference to its “per- 
formance” record (innovations, price policy, profit, etc.). A “good” perform- 
ance merits a decree of “no cause of action.” The reviewer, on the other hand, 
is prepared to acquiesce in what ‘he regards as an established legal doctrine: 
that both the circumstances in which concentrated business power originated 
and the mode of its exercise are subject to examination simply as a clue to 
the intent of these responsible. If observed conduct reveals an intent to 
monopolize (or restrain trade), an offense is proven and not otherwise. To 
some, the difference between these two views may seem slight. To the re- 
viewer, the difference is radical. 

From the first Swift case (1906), at least, to the present, no ruling of the 
Supreme Court, the reviewer believes, has been inconsistent with his inter- 
pretation.* Though some lower court rulings and the dicta in a single Supreme 
Court opinion (Griffith)® point in another direction, in the light of the Na- 
tional Lead, the Columbia Steel, and the Cellophane cases, the judicial record 
lends little support to Mason’s manifestly wish-fathered conclusion (p. 358) 
that “the courts have moved a substantial distance in the direction of accept- 
ing the presence or absence of the market conditions associated with the no- 
tion of workable competition as appropriate tests” (emphasis supplied). 

While the foregoing comments indicate the weaknesses and errors, in the 
reviewer’s judgment, in Mason’s basic position on antitrust policy, they are 
not designed, and should not be taken, to minimize his contributions to the 
literature. After all, antitrust policy has never been static and, we may hope, 
will never be fitted into a rigid mold. Few economists have helped more than 
Mason to sharpen the issues and thereby prevent antitrust law from becom- 
ing ossified, an incubus on economic development. 

By way of addendum, the reviewer feels bound to call attention to the 
inexcusably poor proof-reading on this volume. A foreword by J. K. Galbraith 
notes that the book ‘‘celebrates a double anniversary.” It is the hundredth 
volume in the Harvard Economic Studies series, and its publication marks 


*We are not contending, of course, that every justice (much less every judge) has held 
an identical view of what constitutes proof of intent to monopolize (or restrain trade, 
which is only a different expression for the same thing), or even that every justice has 
regarded intent as the crucial factor. The contention is only that a majority of the court 
has consistently, and with few exceptions explicitly, based its decisions, in final analysis, 
on this criterion. 


* Where it is stated (334 U. S., 107), “so it is that monopoly power, whether lawfully 
or unlawfully acquired, may itself constitu*e an evil and stand condemned under Section 2 
even though it remains unexercised. For Section 2 of the Act is aimed, ister alia, at the 
acquisition or retention of market control.’ (Emphasis supplied.) With this exposition 
of the law presumably Mason would agree. Yet in fact the trend line of decision, before 
and since 1948, repudiates it. 

That the quoted pessage was a slip of the tongue (a failing from which even Justice 
Douglas is not immune) is pretty clearly indicated by a later passage in the same para- 
graph, Backing away from such a novel position, even though not acknowledging the 
volte-face, the not-always-collected and composed Justice declared: “Hence the existence 
of power ‘to exclude competition when it is desired to do so’ is itself a violation of 
Section 2, provided it is coupled ae the purpose or intent to exercise that power’ (em- 
phasis supplied). 
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the semicentennial of the founding of that notable series: One would have 
thought that, in these circumstances, the Harvard University Press would 
have taken special care with the proof-reading. Instead, to the great irrita- 
tion of one reader at least, no less than 15 typographical errors were en- 
countered in the first 50 pages. After that, not for want of instances but for 
want of patience, he gave up counting, though he did stop to note a con- 
centration of three on four pages (175-78). The more’s the pity that a book - 
of this kind, on an occasion of this kind, should be marred by such blemishes, 
while university presses pride themselves on heir “superior” standards in 
this respect. 
Myron W. WATKINS 
New York City 


The Agricultural Implement Industry in Canada: A Study of Competition. 
By. W. G. Puts. (Toronto: University of Toronto Press. 1956. 
Pp. xi, 208. $4.50.) 

This study of competition in one of Canada’s oldest oligopolistic industries 
should interest students of industrial structure and behavior on both sides of 
the border. For the Canadian and United States agricultural implement in- 
dustries have close institutional and economic ties: The leading American 
firms operate in both markets, and since 1935 low tariff walls have permitted 
easy flow of trade across the border. In recent years about half of Canada’s 
production has been sold in the United States and about three-fourths of the 
implements bought by Canadians have been imported. 

Study of competitive behavior in an industry composed entirely of firms 
over one hundred years old necessarily requires some history. Phillips bases 
his historical approach on the “hypothesis that competitive patterns are not 
generally accidental but are rooted in a variety of influences which condition 
an industry’s growth.” 

The first seven chapters—comprising well over half of the text—reilect this 
approach. In them he meticulously traces many of the early developments of 
the industry in Canada and the United States, the permanent changes in in- 
dustrial structure wrought by the great merger movement, the industry’s ex- 
perience during war and depressions, the Canadian industry’s struggle, initial 
success and ultimate failure in getting tariff rotection, the changing technol- 
ogy of the industry, and many other of its historical aspects. Students of in- 
dustrial structure, organization, and history will find much of this discussion 
interesting and enlightening. 

Of the remaining four chapters which dea! more directly with the competi- 
tive behavior of this industry, two are devozed to price competition and two 
to nonprice competition. 

Of price competition, Phillips concludes that there really has been little of 
it. Notable exceptions were the “harvester wars” of the 1890’s and the tractor 
‘wars set off by Ford’s aggressive price-slashing policies after the first world 
war. The latter. experience must have left a memorable impression on the 
industry as to the inadvisability of using price competition as a device for 
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cuttirg into the industry leader’s sales. In spite of drastic price cuts—Ford- 
sons were selling for $395 in 1923—-Ford was unsuccessful in challenging 
International Harvester’s dominant position in the industry. After abandon- 
ing tractor production in 1928, Henry Ford characteristically described the 
whole misadventure as an experiment: He simply had been “trying to find 
out hew low the price might be at which farmers would buy tractors in quan- 
tities 2quivalent to automobiles.” 

Philips attributes the lack of price competition in this industry to four 
factors: its structure of few firms, high income elasticity of demand for im- 
plemeats, their low price elasticity of demand, and rigid overhead costs 
(p. 118). While these factors quite adequately explain why prices tend to 
be rig d in this industry, the problem of understanding how tke actual level 
of prices is established is a more difficult one. And it is a proòlem Phillips’ 
evidenze and analysis never permit him to answer adequately. He says the 
actual level of prices is determined through a price leadership policy. But he 
never satisfactorily explains the character of the price leadership system in 
this irdustry. He does not explain what makes a firm a price leader and 
what Lind of leader it is; that is, is it a dominant-firm price leader, is it of 
the competitive or monopolistic “barometric” variety, or is it one of the 
other hypothetical types?! Phillips’ discussion on price leadership seems to 
assume that we already know what it really is his task to explain. 

Phillips’ two chapters on nonprice competition deal with competition in 
distribution and credit extension, of which, in contrast to price competition 
in imp.ements, there has been a considerable amount. Competition in dis- 
tributicn has been “mainly a matter of ‘exerting sales pressure on retail 
sales.” Before and up to the second world war this resulted in considerable 
excess ‘Jistributive capacity as firms tried to set up dealers in every hamlet. 
But sirce the war this trend has been reversed. Competition in credit ex- 
tension was keenest during the 1920's, And though less important today be- 
cause cf government aid in financing farmers, the credit policies of imple- 
ment fms can still be strategic weapons in the battle for greater sales. 

The discussion of nonprice competition seems quite adequate as far as it 
goes. Bat Phillips investigates only two dimensions of nonprice competition; 
he completely ignores what well may be the most important dimension today 
-—the a>parently continuing effort of implement dealers to differentiate their 
products. In his discussion of price uniformity, Phillips says that since the 
1930’s it is difficult to know whether prices are uniform or not because im- 
plements are becoming increasingly less standardized, But he says nothing 
of the causes and significance of this trend toward product diferentiation. 
It seems that here as in many other onetime standardized incustries, the 
departure from standardization is a conscious part of the firms’ competitive 
strategies. Some economists interpret such strategy as a desire to avoid com- 
petition, others as a desire to better one’s rivals. But in either case, in an in- 
dustry cf few firms it may well be the most effective and socially desirable 


*See, for example, J. W. Markham, “The Nature and Significance of Price Leadership,” 
Am. Econ. Rev., Dec. 1951, KLI, 891. 
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form of competition permitted by modern incustrial structure and technol- 
ogy. Therefore such a potentially important dimension of competition should 
be analyzed in an empirical study of competition. 

I am prompted to make a final comment relative to the scope of this study. 
It seems to me that anyone making a comprehensive analysis of an industry’s 
pricing behavior owes his readers some pronouncement as to Ais conclusions 
concerning its competitive efficacy. Certainly he is best suited to marshal the 
evidence needed to determine whether, assuming particular criteria for meas- 
uring the effectiveness of competition, the industry is performing satisfacto- 
rily. Phillips does not do this. He is content to explain how the industry op- 
erates, presumably leaving it up to the reader to infer whether it operates 
well enough. 

WILLARD F. MUELLER 

University of Wisconsin 


T.V.A.: The First Twenty Years. Edited by Roscoe G. Martin. (Univer- 
sity, Alabama: University of Alabama Press. Knoxville: University of 
Tennessee Press. 1956. Pp. xiii, 282. $4.50.) 


In 1953 the staff of the Tennessee Valley Authority, in response to an 
invitation from the Florida State University, presented a course in public 
administration at that institution. With the exception of the intrcduction 
and the closing chapter, the book being reviewed is a compilation of the lec- 
tures in that course, rearranged and condensed. Though the title might seem 
to imply that the book is primarily a chronology of the development of the 
T.V.A., it is rather an attempt to analyze the organization and operation of 
the T.V.A. as of 1953. Inasmuch as the T.V-A.’s first two decades are im- 
portant only as they promote the reader’s understanding of this analysis, the 
book might be more descriptively titled T.V.A. after the First Twenty Years. 
The reason for the three-and-a-half-year delay in publishing the material is 
not clear but it is stated in the introduction that developments subsequent 
to 1953 require little modification of the story. 

The book begins with an essay by Gordon Clapp which indicates the gen- 
eral environment into which the T.V-A. moved, the broad characteristics of 
the T.V.A., and its “workways.” Following this are four sections on the 
major aspects of the T.V.A.’s total operation. Legal foundations and ad- 
ministrative and financial structures and procedures are set forth first. This 
is followed by a section on the T.V.A.’s physical development programs for 
the Valley with discussion of flood control, navigation, power, and land 
~ management procedures. The third section is concerned with social and eco- 
nomic development and considers health, water pollution, recreation, but 
also, rather strangely since the problems involved appear to be primarily 
technical, fertilizers, munitions, and forestry. The final portion of the book 
is less an examination of the T.V.A. than of its implications to the region 
and the nation. 

The book is admittedly not impartial. This is understandable since the 
authors themselves have spent many years developing the operations and 
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organization which they describe and for the most part this does not de- 
tract from the usefulness of the bcok. So long as the material is concerned 
with kow the T.V.A. works, partiality is no real handicap. Nor is it particu- 
larly troublesome when consideration is given to the broader implications of 
the T.V.A. Lack of impartiality ‘is less satisfactory when direct justification 
of the T.V.A. or of its programs is involved. The partial observer is apt to 
rest his case before he has probed deeply enough to satisfy others not simi- 
larly persuaded. There are a few pages devoted to such argumentation and 
they seem unnecessary to the general analysis of the way the Authority i is or- 
ganized and its programs operated. 

It may be fairly said, however, that the general tone and level of the book 
leave the impression that it is an accurate, systematic representation of the 
form and operation of the T.V.A. The description of how the T.V.A. has 
been molded to ft the physical, political, and social environment of the 
Tennessee Valley is fairly detailed and is then woven into a larger pattern. 
The authors are conscious of the role of the T.V.A. as a prototype in the 
broad sense, its virtues in this regard being not its particular form but rather 
its flexibility and organizational philosophy which together have permitted 
adaptation to meet the needs of the particular region which it serves. In 
common with many other works on the Authority, it is suggested that these 
virtues may be useful to other agencies serving other regions. What is unique 
to the work being reviewed is that it tries systematically to demonstrate, or 
at least to describe, the manner in which these distinctive qualities are utilized 
by the various organizational and operational divisions of the T.V.A. 

The degree to which the T.V.A. acts as a research center and as an in- 
novative institution for the region is also stressed. In all its subsidiary and 
in some of its major projects, the T.V.A. has either been an innovator or has 
tried to provide through research the impetus and information for innova- 
tion to private, cooperative, or other public agencies. Thus, the role of the 
T.V.A. in sowing the seeds of economic development is evident. Its effective- 
ness in this respect, however, has been due to its capacity to Zunction effi- 
ciently internally and to elicit the help of the people and governments of the 
area. This, the reader is reminded, rests upon T.V.A.’s methods which em- 
phasize cooperation. 

Less to the credit of the book is a degree of repetitiveness. The different 
chapters are largely self-contained and each author evidently felt the need 
of presenting substantial background material. Because of the close rela- 
tionship of the different T.V.A. programs, this results in restatements of sub- 
stantially the same information several times. Could this have been elimi- 
nated the readability of the book would have been enhanced. 

The most important criticism the reviewer has is the very limited number of 
footnote references and the lack of bibliography. There are only 27 footnotes in 
the entire volume, 13 of which are found in one chapter and only 7 of which 
follow the first quarter of the book. There are 9 references to works other 
than governmental publications, such as the Congressional Record, statutes, 


Pa 
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and court records. And some of these 9 are simply citations of the sources of 
quotations found in the text. The significance of this criticism is found in 
the nature of the book itself. It does not exhaust the subject of T.V.A. op- 
eration and organization. It could not do so in such short space. For the 
reader with a serious interest in the T.V.A. the book alone is not sufficient 
to obtain an understanding of many of the T.V.A. programs, but it could 
have offered guidance beyond the textual material between its own covers. 
Aside from these criticisms the book has much merit. For a work fathered 
by so many, it is of surprisingly high and even quality. And its systematic 
survey of the various operations of the T.V.A. provides a rather detailed 
and comprehensive picture of the way in which the agency functions. 
Joun C. MURDOCK 
University of Missouri 


Baking In America. Vol. I, Economic Development. By WILLIAM G. 
Panscuar. Vol. II, Market Organization and Competition. By CHARLES 
C. SLATER. (Evanston: Northwestern University Press. 1956. Pp. xvi, 
261; xviii. 458.) 

In these two volumes Panschar and Slater analyze (respectively) the evo- 
lution and present-day economic structure of the American baking industry. 
The two subtitles, denoting as they do the essential division of labor, fail to 
connote the similarity in orientation, which is better expressed by applying 
Slater’s subtitle “Market Organization and Competition” to both volumes. 
This accords with the first major purpose stated by Panschar—-“to show 
how, why, and when the market structure and competitive pattern in the 
industry evolved.” His effort to fulfill this purpose focuses attention upon 
the major conditioning factors; in the main the two perpetual “givens” of | 
static analysis, “the state of the arts” and “consumer tastes and preferences.” 
The development of baking technology (together with assimilation of an- 
other technological development, the motor truck) and the decline in home 
baking were the complementary, but not altogether coincident, conditioning 
factors which ultimately gave rise (after 1900) to an “incredible growth . 
that raised the industry to first place among food processors and made it 
a giant on the American industrial scene.” Panschar describes the implicit 
struggle for ascendancy among firms and the inevitable consolidation and 
merger phase. 

Panschar’s first purpose would have been better served had he shown less 
reluctance to assign relative importance to the major conditioning factors. 
The reader may glean an impression that the sine qua non of bakery growth 
was the housewife’s readiness to avert a formidable kitchen chore—that none 
but the most inept or languid of industries could have defaulted technologi- 
cally in the face of such opportunity. But the impression is weakened by the 
emphasis accorded other factors. That bakers did for their own industry 
“what Ford had done for the automobile industry,” I altogether doubt: that 
Ford did as much for the baking industry as did bakers I would rather con- 
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tend. But I think Panschar would share the same contention and that his 
otherwise careful evaluation is only slightly marred by the occasional inapt 
cliché. 

Panschar’s “second purpose was to get at the very heart of the process of 
economic change in the development of a modern industry.” The very heart 
of the process of economic change is not easily gotten at. At best, Panschar 
has savored one of the leaf-scales from this artichoke: the heart he has not 
encountered. | 

The Slater volume belongs in the respectable company of studies of such 
industries as petroleum, rayon, and cigarettes, after which this analysis has 
been frankly modelled. The implications of market structure for the com- 
petitive process are sought by Slater, who then sets his empirical findings 
against these implications. His orientation in this assessment is toward “work- 
able competition,” rather than the more doctrinaire criteria, which he deems 
operationally limited. His conclusion that the baking industry is essentially 
competitive is offered as an interpretation rather than an empirical finding. 
But it is an interpretation which is sensibly argued and which receives im- 
pressive support from the data he has collected. His analyses of the relation 
between cost behavior and the competitive process and the relation between 
profit rates and various manifestations of the struggle for market position 
yield some interesting results.. A marked inverse correlation between profit 
rates and promotion expenditures is perhaps the most significant of his 
statistical findings. 

The “vertical” competition to which both Panschar and Slater refer, and 
which emanates, so far as bakers are concerned, from chain stores, frozen 
food processors, and flour mills (with their prepared baking mixes) deserves 
the increasing attention which it is enjoying. The salutary effects of this 
phenomenon, whether it is better labeled “countervailing power” or “vertical” 
competition in particular manifestations, are scarcely open to question. Ac- 
cordingly, I have some misgivings about Slater’s otherwise impressive argu- 
ment that the baking industry is competitive when he calls attention to its 
demonstrated vulnerability to “vertical” competition. If vertical’ encroach- 
ment upon an industry, once it has become a fait accompli, is counted a 
contribution to the industry’s competitiveness; then surely vulnerability to 
such encroachment indicates some lack of competitiveness. Tke conceptual 
difficulty lies in the fact that once we abandon the one-dimensional (price) 
view of competition we are confronted by competition in several dimensions, 
including the “vertical.” Neither cross-elasticity and entry analysis, nor the 
more prosaic approach represented in these volumes, answers the questions 
which emerged when this particular floodgate was opened. But these books, 
especially the Slater volume, extend the area over which the issues are better 
delineated. 

Rocer W. GRAY 

Food Research Institute 

Stanford University | 
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Principles of Transportation. By FRANK H. MossMAN and NEWTON Morton. 
(New York: Ronald Press. 1957, Pp. vi, 519. $6.30.) 

This is a transportation text for the beginning student. It is also an ex- 
cellent reference work for the general economist interested in the history of 
transportation regulation. The first three sections deal with the economics 
of transportation, the history of transport’ development and regulation, and 
the theory and practice underlying the rate structures; the next two, with 
the internal organization of transport firms and selected current problems 
facing the carriers; the last section deals with current transport policy and 
contains the 1955 report of the Presidential Advisory Committee on Trans- 
portation Policy and Organization. 

The section on internal organization of the carriers is disappointing. The 
material is presented through a discussion of.the operating departments of 
a typical carrier. It gives little insight into the management problems facing 
either the growing or declining sectors of the industry. Presumably it replaces 
more familiar material on capitalization, financial structure, and rates of 
return, which was used in earlier texts to convey an idea of the internal 
problems the carriers faced. Whether this change of emphasis has been 
successful will be up to the users of the bock to decide. If the student is 
already prepared in problems of corporation finance and problems of regula- 
tory valuation, this gap may not be serious. 

In line with current developments in the industry, the book places more 
emphasis on the history and problems of newer agencies of transportation 
than appears in earlier texts. There are very good sections on the regulatory 
problems posed by highway motor transport and on the legislative and 
administrative attempts to cope with these. However, these early chapters 
are marred. by the reticence of the authors in giving their personal judgments. 
This is unfortunate. By letting the developments speak for themselves they 
frequently give the impression that changes which have occurred in regula- 
tory practice and law are both inevitable ard desirable. They do not con- 
tradict this impression in later chapters on transport policy. 

Frequent quotations from both Congressional and Interstate Commerce 
Commission reports give the impression that consistency in applying regula- 
tion to road and rail transport is the most important consideration the 
legislator should have in mind. Thus, we are treated without serious criticism 
to the following statements quoted from various reports: 

Unrestrained competition is incompatible with the objective of co-ordina- 

tion under regulation and is not to be considered as a solution. (p. 77) > 

Federal regulation of motor vehicles operating on the public highways 

in interstate commerce is desirable in the public interest. (p. 77) 

Motor truck operations threatened to change our transportation rate 

structure from the long-adhered-to principl= of value-of-service to a cost- 

of-service principle. (p. 80) 


There is little question that an unregulated competitive motor transport 
industry would set charges conforming fairly closely to a cost-of-service basis. 
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Why such a result is undesirable is never made clear in this volume. The 
authors occasionally mention the national defense needs of the nation with- 
out ever indicating that such needs imply the maintenance of overcapacity 
in transport or the protection of rail traffic against cost-of-service pricing 
by the trucks. They do indicate that the public utility character of rail 
operation and the public subsidization of highway maintenance obligate the 
regulatory agency to protect the earning capacity of the rails. But does this 
necessarily imply the extension of regulation to competitive sectors of the 
economy? Is regulation the only method of limiting the scope of rail opera- 
tion to those commodities and distances which will pay the cost of rail 
operation and still find the rail mora economical than the highway? 

The authors hint at one point (3. 432) that the regulation of trucks is 
necessary because the trucks would never survive a rate battle with the rails. 
Supposedly the rails can set rates below the cost-of-service to the trucks and 
still make a contribution to their indirect expenses. It is difficult to believe 
that the rails could do this on any substantial amount of the business pres- 
ently handled by trucks, or that they could operate profitably at a set of 
rates which would drive the trucks cut of business. In the past, the rails 
have had, and have ignored, the option of cutting rates on the traffic the 
trucks handled. They have chosen instead to seek higher rates on the traffic 
left to them. I emphasize this point because it seems to be the major weak- 
ness in the author’s presentation of a crucial problem. The entire problem 
of coordination has not yet been settled. The authors’ contribution here has 
been to provide a very thorough history of the problem with little guidance 
to the student as to where a proper solution might lie. 

I have picked out for comment one area of weakness in a large and 
thorough piece of work. My criticisms are not meant to detract from the 
high merit of this text. The chapters dealing with the history and develop- 
ment of regulation provide a real contribution for students of this subject. 

GEORGE H. Borts 

Brown University 


The Economics of Nuclear Power. Edited by J. Gurron, J. A. LANE, 
I. R. MAxweE t, and J. R. MENKE: (New York: McGraw-Hill. 1957. 
Pp. xii, 513. $17. 00.) 

This book consists, except for five ‘aiticles, of reprints of about 40 articles, 
or parts thereof, which were presented at the Geneva International Conference 
on the Peaceful Uses of Atomic Energy in August 1955. The more than 1,000 
articles presented at this conference were published by the United Nations 
last year in 16 volumes, at about $10.00 per volume. The extent of the 
reprint character of The Economics of Nuclear Power is not disclosed, Half 
to two-thirds of the book are writings generally interesting or useful to 
economists——-requirements and supply estimates, comparative costs, etc.: The 
remainder consists of engineering articles concerned with the physics and 
chemistry of nuclear reactions, and articles concerned with public health 
problems from use of power reactors and radioactive materials. Some useful 
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Geneva economics articles—e.g., on individuél country energy supply and 
demand—have been omitted. In addition some of the better Geneva economics 
articles have had their beginnings and/or ends cut off; I have not found the 
outcome of the major Procrustean surgery to be an improvement. Volume 1 
of the United Nations set (above), about 590 double-size pages, contains 
most of the original Geneva articles of interest to economists. In qualitative 
and quantitative terms it is an economic analysis performance signiñcantly 
superior to the McGraw-Hill volume. 
Harotp J. BARNETT 
Resources for the Future, Inc. 
Washington, D.C. 


Land Economics; Agricultural Economics; Economic 
Geography; Housing 


The Agricultural Commodity Programs: Two Decades of Experience. By 
Murray R. BENEDICT and Oscar C. Stine. (New York: Twentieth 
Century Fund. 1956. Pp. xliii, 510. $5.00.) 


This is the third and last volume in a recent series of studies of agricultural 
policy principally by Professor Benedict under the auspices of the Twentieth 
Century Fund. It is a study of the price-influencing programs of the U.S. 
government, by principal crops and classes of livestock and livestock products, 
1933 to 1955, including ceilings as well 2s supports. This experience is 
analyzed in 11 chapters, with a considerable number of commodities handled 
together, evidently according to similarities in markets (wheat, rye and rice); 
interrelations between commodities—coarse grains (feed) and livestock; or 
similarities of price-influencing procedures used (butter, cheese, poultry and 
eggs). Six commodities are treated in separate chapters: cotton, tobacco, 
sugar, wool, potatoes and fluid milk. , 

The treatment of each commodity is historical and stands by itself. Each 
account, generally speaking, gives a brief record of the legislative authority 
and administrative procedure relevant to that commodity, with a fairly de- 
tailed account of the production, prices, relevant parity price levels, .direct 
costs of the program, etc. This is basically a record of what has been done— 
a report of operations of the programs—and it is a record such as can be 
written only. by people who know these operations from the “inside.” The 
volume draws heavily upon hundreds of technical analyses. The basic draft 
of three and one-half of the chapters was done by well-known economists 
other than the authors. Mr. Stine and his assistant are credited with the 
first draft in something more than half the chapters. 

Taken as a whole this is a massive study in contemporary ecoromic his- 
tory, heavily weighted with quantitative reporting. There are 51 major 
textual tables, mostly analytical, showing such items as per cent of the total 
marketings covered by the program; proportion of grower income from gov- 
ernment payments; direct costs of the program, etc. In addition there are 
some 40 footnote tabulations. No charts were used. These characteristics 
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make the book slow reading, but the record is there—and a very complex 
record it is. 

Administrative procedures and innovations are discussed in considerable 
detail. The chapter on fluid milk gives a brief outline of the essentials of 
federal marketing orders; one-fourth of all fluid milk delivered to plants is 
delivered in the 58 federally regulated fluid-milk markets. The general issues 
in the defining of interstate commerce and the significance of sanitary regula- 
tions are noted. The introduction cf minimum labor standards for sugar 
production in the Agricultural Adjustment Act is explained (p. 294 ff). The 
chapter on fruit and vegetables market agreements gives a good account of 
the nature of marketing agreements as well as tabulations of the 100 or more 
federal marketing egreements which have been instituted since 1933. The 
view taken is that very little is known about the actual consequence of these 
agreements, most of which have been fairly short lived. 

The book as a whole is factual reporting rather than evaluative. The 
interpretative and critical comments are presented largely in the context of 
discussions of operations. For example, regarding cotton, “If the objective 
was to stabilize prices and incomes, the greatest mistake in this period was 
in the program relating to the 1937 plantings” (p. 23). “Again the prospec- 
tive demand for eggs was not correctly appraised [1944]. There was some 
reduction in the amount of pork available and civilian egg consumption in- 
creased” (p. 271). The principal discussion of production payments vs. 
commodity buying as means of farm-income support is a part of the chapter 
on wool, A general summary is presented as a 43 page introductory chapter. 
But for general perspective on the whole subject of commodity price support 
programs, those not particularly familiar with agricultural programs will be 
well advised to read Chapters 10 and 11 of the second volume in this series, 
Can We Solve the Farm Problem? The three volumes in this series are 
closely interrelated. 

KENNETH H. PARSONS 

University of Wisconsin 


The Australian Wheat-Growing Industry, 1788-1948. By Epcars Dunsporrs. 
(Melbourne: University Press. New York: Cambridge University Press. 
1956. Pp. vil, 547. $10.00.) 

To economists interested in economic development, this account of the 
establishment and growth of the Australian wheat industry will be both 
fascinating and illuminating. It is a story of the development of the major 
agricultural sector of one of the world’s chief agricultural exporting countries 
—a country transformed from a primitive, isolated, British penal colony 
into a great, free nation with a high level of living. In Professor Dunsdorfs’ 
book one finds a substantial record of the changing economic incentives and 
handicaps to agricultural development in Australia, of the stimulating and 
restrictive roles played by the several governments concerned, of the changes 
in farming techniques that took place, and of the remarkable agricultural- 
pastoral expansion that occurred over a century and a half. 

Dunsdorfs relies on two different methods of analysis—histcrical and 
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statistical. The results are not interwoven, but appear in separate sections 
of the study. Part I, which covers roughly two-thirds of the text, is a straight- 
forward, illuminating economic history of six successive stages of develop- 
ment, designated as: (1) foundations of the wheat industry, 1788-95; (2) 
establishment of a wheat market, 1793-1824; (3) insufficient expansion, 
1825-55; (4) the period -of declining yield, 1855-95; (5) rapid expansion, 
1896-1930; and (6) “international dominaticn” (impact of world depres- 
sion and war) and governmental intervention, 1930-48. 

In contrast, Part II deals with statistical trends and fluctuations of 
Australian wheat areas and yields, with carrelations between area-yield 
changes and certain other factors (e.g., rainfell, area under fallow, prices), 
with calculations of the changing costs and values of wheat production, and 
with population changes in one of the chief wheat-growing regions (Victoria). 
-Dunsdorfs is clearly at his best in the historical section. Part II contains 

many useful supporting tabulations and charts; but much of the statistical 
analysis will be appreciated only by those who put an excessive value on 
multiple correlations and higher-order trend and regression equations, as 
contrasted with simpler measures that would ke equally or more appropriate. 
Any critical economist will be properly skeptical of some of the curvilinear 
regression lines that appear to be heavily influenced by a few extreme ob- 
servations not specifically investigated. Nor will he find illuminating the 
information that regression analysis shows that “rainfall is .. . the major 
factor in determining annual fluctuations of the yield” (p. 397), that “the 
rainfall of the wheat-growing season is more important than the rainfall of 
the entire year” (p. 397), and that increased fallowing and fertilizing have 
improved Australian wheat yields (pp. 368-74). These conclusions have been 
accepted as common knowledge for years, having been adequately demon- 
strated in earlier studies, often by simpler statistical techniques. 

On the other hand, several of Dunsdorfs’ more striking “statistical con- 
clusions” are open to serious question—e.g., the “finding” that Australian 
farmers reacted perversely to “low” wheat prices and normally to “high” 
prices by expanding their wheat sowings under both conditions, This gen- 
eralization rests on faulty economic concepts as well as on inappropriate 
statistical analysis—criticisms more fully developed elsewhere by the re- 
viewer with respect to a roughly similar Canadian analysis (Econ. Jour., 
June 1956, pp. 271-87). 

Despite these and other shortcomings, Dunsdorfs’ book is a worthy con- 
tribution to Australian economic history. Some of the historical interpreta- 
tions and policy recommendations will be challenged by careful historians and 
commodity experts, and economists will point out that a number of pertinent 
questions about Australian agricultural development have not been adequately 
discussed. This, however, would seem to be inevitable in view of the huge 
task of analysis undertaken by the author, a Latvian economic historian who 
first went to Australia in 1948. 

HELEN C. FARNSWORTH 

Food Research Institute 

Stanford University 
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L’évolution du revenu agricole. Les agriculteurs devant les exigences de la 
croissance économique et des luttes sociales. By Marc LATIL. Centre 
d‘Etudes Economiques. Etudes et Mémoires, No. 29. (Paris: Armand 
Colin. 1956. Pp. xiv, 378.) 


This comparative study of historical changes in agricultural income and 
its determinants deals with a theme which has become familiar through the 
work of Colin Clark, E. M. Ojala, and T. W. Schultz. Latil’s description of 
the long-term decline in agricultural incomes in relation to total national 
income and of changes in farm population and per capita farm and nonfarm 
incomes focuses on France, the United States, and the United Kingdom, 
with briefer attention to other European countries and New Zealand, Aus- 
tralia, and Canada. It is an admirable piece of work which adds much to the 
earlier studies. Tha statistical series are carried to the early 1950’s (the 
data presented by Clark and Ojala rarely go beyond 1940); his account of 
the evolution of agricultural income in France is enriched by much new 
material; and the description of changes in the aggregates is supplemented 
with information concerning trends in the components—wages, rent, and 
incomes of farm oferators—and an indication of the inequalities in incomes 
received by “large, ? “small,” and “medium” operators. 

Latil’s prime objective is to throw light on France’s agricultural problem. 
He is convinced that the policies of protection and price support as pursued 
in France have been seriously in error and have contributed to the economic 
stagnation and inflation which have plagued France in the present century. 
His vigorous and readable style, and the care with which he defines his 
terms, make this book accessible to the interested layman as well as the 
professional economist. Detailed discussion of technical problems—notably 
some of the definitional and measurement problems of national income ac- 
counting in the agricultural sector—has been relegated to appendices. Import- 
ant limitations and qualifications of the data are noted, however, and indeed 
the book is outstanding for the author’s “feel” for the statistical material 
presented. It is to be regretted that the treatment of the terms of trade 
between agriculture and nonagriculture in relation to differences in market 
structure and monopoly power was not pursued more rigorously. 

Viewing the agricultural problem in terms of the ineluctable decline in 
the share of national income going to agriculture, he stresses movement of 
population out of agriculture as a necessary though not sufficient condition 
for satisfactory inccmes for those remaining. In France farm price supports 
have contributed little toward solution of the fundamental problem and have 
in effect been “a tax which bears most heavily on the poor and primarily for 
the benefit of the rich” (p. 297). Latil notes several features of agricultural 
policy as pursued in the United Kingdom which he considers superior in 
terms of “social justice as well as efficiency” (p. 302). But he suggests that 
agricultural policies of protection and price support have had much the 
same pernicious effects in France and in the United States. It seems worth 
while to recall, however, that interventions on behalf of agriculture in the 
United States prior to 1929 were largely confined to public support of 
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agricultural education, research, and extension activities which served to 
widen “access to progress.” Latil argues persuasively that the plight cf small 
and medium French farmers stems largely from lack of education, credit, 
and knowledge of improved methods which has meant denial of this “access 
to progress.” While public support in these lines has been much mcre sub- 
stantial in this country than in France, Latil is of course right in pointing out 
that large numbers of farmers in the United States, particularly in the South, 
have been similarly by-passed in the nation’s economic advance. 

Latil seems to suggest that the penchant for protection which has charac- 
terized both farm and industrial interests in France has been mutually rein- 
forcing. and has aggravated the problems faced by French farmers—apart, 
that is, from a limited number. of large fermers who have been able to 
modernize and to profit nicely thanks to relatively large output, low costs, 
and prices propped up by government action ostensibly taken because of the 
plight of the small farmer. This is part of his treatment of the struggles ` 
between social groups—agriculture and industry, small and large farmers, 
etc.—which have influenced the shares of national income accruing to each. 
This effort by Latil to analyze the strategies and pressures of social groups 
to increase their incomes by influencing market conditions and government 
action is an application of the approach of Jean Marchal. (See “The Con- 
struction of a New Theory of Profit,” Am, Econ, Rev., Sept. 1951, pp. 
549-65.) Latil’s book contains a number of interesting hypotheses which do 
not lend themselves to brief résumé~—-one of many reasons for hoping that it 
may be published in English translation. 

l Bruce F. JOHNSTON 
_ Food Research Institute 

Stanford University 


Capital Formation in Residential Real Estate. By LEO GREBLER, DAvip M. 
BLANK and Lovis Winnick, (Princeton: Princeton University Press, 
for National Bureau of Economic Research. 1956. Pp. xxx, 519. $10.00.) 


The National Bureau of Economic Research has earned, deservedly, a 
reputation for objective and scholarly research. The Grebler-Biank-Winnick 
study carries on this fine tradition. But it adds one rarer quality, not always 
to be found in a multi-authored work: It is lucid, well written, and devoid 
of unnecessary jargon. The authors not only know how to present their find- 
ings in well organized chapters, but their literary style is.of a high order. 

The emphasis of this study is on secular trends and long-term cycles. Its 
purpose is to extract from the past judgments which may be felpful in 
gauging the long-term outlook for residential real estate. Part I deals with 
the strategic factors affecting the formation of real capital in residential con- 
struction. Part II analyzes the changing composition of the sources and uses 
of capital funds in this field. Part III draws some conclusions as to the 
implications for the future. The text is followed by a 200-page compilation 
of statistics, some original, some secondary, together with a discussion of the 
derivation and limitations of these data. No doubt many economists hence- 
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forth will consult this appendix as a source of statistics needed in their own 
research, 

The study gives emphasis to the lack of reliable construction statistics. 
For example, we have only the roughest estimates, by decades, of the number 
of dwelling units added by conversion and the number destroyed through 
demolition or disaster. Yet in analyzing the housing market, such statistics 
are essential. Relatively few questions in the area of housing can, in fact, be 
answered with a high degree of confidence. No one recognizes this fact more 
than the present authors. Despite the data limitations, however, the authors 
manage to draw meaningful conclusions by carefully weaving together a 
great variety of statistical evidence. In some instances, they had to postulate 
rather heroic assumptions in order to make problems amenable to solution. 
For example, none of the available series on total mortgage loans distinguish 
between funds used for new construction and funds used for refinancing.’ The 
authors therefore had to work up their own estimates, based upon indirect 
and highly fragmentary evidence. At another point, in discussing interest 
rates, the authors found themselves handicapped by lack of a series reflecting 
mortgage loan yields. As a result, they had to rely upon contract rates—or 
rates stipulated in the mortgage loan contract—without taking into account 
any premiums paid or discounts allowed. The difference between true 
mortgage loan yields and contract rates can, at times, be quite considerable. 
The authors of this study take great pains in pointing out the statistical 
limitations of the data and the necessarily tenuous nature of any conclusions 
based upon them. But will other investigators, relying upon the invaluable 
statistical compilations in this book, and the prestige of the National Bureau, 
be equally cautious in drawing their conclusions? 

Outstanding among the many findings of this study is the conclusion that 
housing represents a sharply shrinking sector of the national economy. In 
terms of real dollars, the percentage of our total output devoted to home 
building (more accurately, the ratio Cerived from five-year moving averages 
of gross capital formation to GNP) has fallen from 8 per cent around 1890 
to 3 per cent today. Moreover, the study notes that over this long period 
residential construction has become a much smaller proportion of total 
capital investment. Of every $100 invested in new capital assets in the 1890’s, 
roughly $30 went into residential real estate, but by the mid ’twenties the 
figure was down to $25, and in the early 1950’s to a mere $15. 

Grebler, Blank, and Winnick are never content to dazzle the reader with 
their display of statistics. They seek to go behind the figures, to explain, to 
find basic causes. In accounting for the declining importance of housing, they 
note that while the number of nonfarm households has been rising at a fast 
pace, the vate of growth has been slowing since the turn of the century. In 
addition, there has been a persistent decline in the amount of real capital 
invested per new dwelling unit—a long-term development which seems to 
have escaped the attention of previous investigators. The average expenditure 


* This was true at least until the publication of some new, albeit rough estimates in the 
Fed. Res. Bull., Apr. 1957, XLII, 268. 
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per unit, measured in real dollars, declined by one-third during the past sixty 
years. The authors maintain that in a rapidly developing economy the con- 
sumer is constantly confronted by an increasing number of goods and services 
competing for his income. In the United States the family housing budget 
has had to make way for such luxuries as automobiles, freezers, washing 
machines, vacations, and recreation.? The evidence indicates that despite 
substantial boosts in income, consumers allocated roughly the same number 
of real dollars to housing in the 1950’s as they did in the 1890's. 

In a book of this length, some shortcomings are almost inevitable. This 
reviewer was bothered by the tendency of Gzebler, Blank, and Winnick to 
emphasize the long-run relationship between new dwelling units and the 
increment in households, when the two are equal by definition, (except for 
conversions, demolitions, and changing vacancies).* Over-all, however, the 
authors have displayed a high order of craftsmanship in a field where statis- 
tics are woefully inadequate. 

The jacket of this book represents the volume as “a work that economists, 
bankers, life insurance officials, realtors, and many others will find richly 
informative.” For once, the blurb does not exagzerate. 

WILLIAM C. FREUND 

Prudential Insurance Co. of America - 

New York University 


7On this point, cf. “Winnick’s Case for a Changing Attitude Toward Housing,” and 
“Reply,” Quart. Jour. Econ., May 1956, LXX, 314-23. 


"A household is defined as a group of persons who occupy a dwelling unit. 


Labor Economics 


Trade Unions. By Eric L. Wicuam. (New York: Oxford University Press. 
1956. Pp. 277. $1.20.) 


As one of the titles in The Home University Library, Trade Unions is 
designed to introduce to the general reader all of the important areas of 
knowledge about its subject. Accordingly, Mr. Wigham has organized his 
material under seven chapter headings: “Trade Unions Today,” in which 
some paradoxes are set forth; “Trade Unions and Their History”; “Trade 
Unions and Their Members,” a survey of union government, structure (in- 
cluding industrial federations of national or localized unions and the Trades 
Union Congress), and nonbargaining activities; “Trade Unions and Indus- 
try,” dealing with collective bargaining, compulsory arbitration, strikes 
(unauthorized as well as sanctioned), nationalization, and joint consultation; 
“Trade Unions and the State,” including the relationship of the trade unions 
to the major political parties; “Trade Unions and the World,” a cursory 
chronicle of the rise and fall of the various international labor bodies and the 
least satisfactory chapter in the book; and “Trade Unions and the Future,” 
at the end of which it is suggested that “it may be that we are now in one 
of those periods of gestation, like those which preceded the new model unions 
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of 1851, and the new unionism of 1889, which will be followed by the birth 
of yet another unionism.” 

The recent history of the British labor movement is strongly reminiscent 
of the sentimental tale of the self-n.ade businessman to whom success failed 
to bring happiness, with which ocr grandparents were beguiled in olden 
times. By the end of the second world war, British unions had achieved their | 
major historic goals: the task of organization was virtually completed; 
industry-wide bargaining was widespread; full employment was secured and 
underwritten by public authority. The achievement of industry-wide bargain- 
ing, however, was accompanied by partial atrophy of the local union, or 
branch, since such essentially local matters as promotion, hiring, and dis- 
charge had been subordinated to “national” issues like general wage levels 
and hours of work; as a result, grievance machinery, which corples the shop 
stewards to the locals and the latter to the nationals was not articulated to 
nearly the same extent in Britain as it was in this country. And while the 
existence of full employment greatly strengthened the bargaining power of 
the unions, it also made it difficult for them to use their newly won power 
to the fullest, for out of the combination of full employment and collective 
bargaining emerged the menace of inflation in an open and weakened econ- 
omy. But when the top leadership of the Trades Union Congress responded 
to a Labour Government’s appeal for “wage restraint,” the rank-and-file 
failed to appreciate the prospect of defeat being snatched from the jaws of 
victory; as a result, serious cleavages developed within the trade-union move- 
ment. They occurred in the first instance at the level of the work place, 
where the membership responded apathetically to the appeals of their 
branches but frequently followed their rather independent shop stewards out 
on unauthorized strikes. This helped persuade the national leadership to 
abandon restraint and thus opened a new cleavage higher up in the hierarchy 
between the national unions and the General Council of the T.U.C. The 
latter also was finally. obliged to give way after having been defeated on the 
issue at the 1950 Congress. Had the Labour Party remained in power, a 
final fission—between the political and the trade-union wings of the labor 
movement—-would have been inevitable. In theory, perhaps, no such conflict 
was necessary, for it had been contemplated that, as socialism end unionism 
- each developed within the community, the unions would become transformed 
into “responsible” agents of industrial managements. But actually nationaliza- 
tion and joint consultative schemes failed to induce the unionists to change 
their spots—indeed, they have even been unwilling to surrender restrictive . 
work rules in a climate of full employment—and Wigham opines that “It 
looks at the time of writing (1956) as if in the end they wil: change the ~ 
Labour Party into a conservative party ... or they will break with it. There 
is no sign that they are now prepared to accept their own transformation.” 

These and other issues which the zuthor considers (although in somewhat 
different form from the above) have of course been analy zed by others who 
have contributed to the postwar generation’s impressive body of literature on 
British industrial relations. However, Wigham, who is the labor correspondent 
of The Times of London, appears to approach certain problems, if with the 
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same sympathy as, with somewhat greater detachment than some of his 
academic colleagues who are themselves connected with the British labor 
movement and who, although no less objective, are apt to confront the same 
issues In somewhat more gingerly fashion. Thus our author suggests that the 
universally deplored phenomenon oz member apathy might not be unrelated 
to compulsory union membership established through collective bargaining 
(which the British, who can keep a straight face as well as a stiff upper lip, 
regard as quite compatible with their cherished principle of “voluntary 
organization”). Yet he adds, “That kind of compulsion did not begin with 
the trade unions and is not confined to them.” Again, while he joins other 
writers in stressing the conscious attempt of unionists to ensure democratic 
government by vesting authority to make policy in “lay” executive bodies, 
Wigham stresses the limitations of such institutions and points to the 
de facto authority not infrequently wielded by appointive full-time officers. 

' With respect to jurisdictional disputes, he comments on the high degree 
of voluntary acceptance of decisions handed down by committees set up by 
the General Council of the T.U.C.; on the other hand, he observes that, 
when the General Council suspended a little “breakaway” stevedores’ union 
and ordered its members returned to the Transport and General Workers’ 
Union, “No attempt was made to try and meet the wishes of the men con- 
cerned.” The practice of block voting within the T.U.C. is not criticized by 
Wigham, although he notes that, on certain occasions, it has served to con- 
centrate decisive authority in the hands of the leaders of the two general 
workers’ unions and the miners. He does criticize the system whereby candi- 
dates for membership on the General Council of the Congress, while nom- 
inated only by unions within their respective industrial groups, are elected 
by the entire Congress; this system, he argues, furthers dominance by the 
large unions. However, he fails to point out that it was intended to prevent 
the smaller organizations within any group from being excluded from any 
representation at.all by théir larger neighbors. Finally, while taking due 
notice of the remarkable degree of independence which has characterized the 
relationship existing between the T.U.C. and the Labour Party, he emphasizes 
certain ties that bind and he even makes a delicate allusion to the cash 
nexus: 


. No union pretends to have the right to dictate the course of action 
to be taken in Parliament by its sponsored members—-which would be 
regarded as constitutionally undesirable. Mr. Aneurin Bevan is sponsored 
by the miners. Nevertheless, it is possible some of them, are influenced by 
the knowledge that they depend on the financial support of their unions. 


I have tried to indicate that if Wigham is, in places, more unhesitatingly 
critical of British unionism than some other writers, his criticism always 
reflects a sympathetic awareness of the democratic objectives of the move- 
ment and of the goodwill of the men who fashioned its institutions and who 
are attempting to adapt them to altered and difficult circumstances. Certainly 
his criticism lacks entirely the harsh impatience of some critics of British 
unionism on the doctrinaire left, who have tended to regard deviations by 
others from certain high standards as personal betrayal. Oné would do well 
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to take to heart Dr. Johnson’s remark: “As I know more of mankind I 
expect less of them, and am ready now to call a man a good man, upon 
easier terms than I was formerly.” 
Lioyp ULMAN 
University of Minnesota 


The Labor Policy of the Free Society. By SYLVESTER Fetro..(New York: 
Ronald Press. 1957. Pp. x, 339. $5.00.) 


The point of view of this book in essence is that of von Mises, to whom 
tribute is paid and who is frequently cited. Part I describes the free society 
as one in which “all persons shall have a right to act largely as they wish” 
and in which “property and contract rights are preserved largely intact.” 
Positive action by the state then always reduces net social freedom and 
productivity. Rather surprisingly a place is found for trade unions and 
collective bargaining among the free institutions of this society, but they may | 
not invade the property rights of others or engage in coercion. American 
unions in fact are said to have combined “poor performance and coercive 
practices,” Despite sympathy for comments on the relations of individual 
freedom and welfare, the economist reader misses recognition of the ways in 
which the modern economy differs from the society of free competition which 
the author envisages and idealizes. 

Part II gives a documented analysis of the development of the common 
law from the point of view of the principle of “employee free choice,” which 
is held “the most satisfactory practical expedient” for reconciling antagonism 
to arbitrary power with sympathy for the individual worker and faith in 
collective bargaining. The common law is interpreted as in the main having 
properly applied free-market principles, protecting rights of workers and 
employers, but not the right to use force or fraud against others. The Norris- 
LaGuardia and Wagner Acts are held to have been interested in eliminating 
employer opposition to unions, but not basically in preserving free choice, 
and to have left strong unions with all the arms, while leaving employers, 
employees and independent unions defenseless against coercive activities. 
The Taft-Hartley Act is said to be actually concerned with free choice of 
employees, although its administration has not clearly held to this principle. 
The analysis assumes that coercion by employers has been effectively prose- 
cuted, while this is not true of coercion by unions. 

Although there is serious and valuable analysis of some real problems 
involving coercive activities by unions, the discussion is marred by extreme 
and unsupportable statements as to the intent and administration of the 
labor legislation. Nevertheless, the objective of preserving free choice of 
employees and freedom of collective bargaining should be the basis of 
national labor policy, and the author’s proposals deserve careful consideration. 
He proposes (1) outlawing organizational picketing, compulsory unionism, 
and coercive secondary action, but preserving the right to strike; (2) con- 
tinuing the prohibition of coercion by employers, but permitting them to 
offer benefits directly to employees during organization activity; (3) per- 
mitting small groups to form separate units, with the right of appeal to the 
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courts on representation matters; (4) leaving collective bargaining to the 
free market, without interference by either employer or union, że., by picket- 
ing in numbers, black-listing, or boycotts against “struck work”; and by 
eliminating “political pressure” through the “bargaining in good faith” rules 
or intervention in industry-wide strikes, save for cooling-off periods. This 
structure has considerable logical merit. Practically, however, it seems cal- 
culated to promote continuing conflict over organization, although eliminating 
some unjustifiable types of pressure. What is needed is effective prevention of 
coercion by employers, and a more discriminating analysis of the types of 
union action which should be stopped in order to ensure free choice to em- 
ployees. “Compulsory unionism,” for example, might better be left to decision 
by employers and freely chosen unions, while compulsion in obtaining union 
recognition or closed-shop contracts, or arbitrary exclusion from a union, 
should be outlawed. The author’s aim to free collective bargaining from any 
interference with the free market presents difficulties, since by definition col- 
lective bargaining or a peaceful strike involves such interference.. 

The final chapter attacks the administrative process as ineffective and 
inadequate in protection of rights.:The remedy proposed is to repeal the 
Norris-LaGuardia Act, abolish the National Labor Relations Board as a 
judicial agency, give the federal courts full jurisdiction in law and ecuity in 
this field, and give state courts clear authority to participate in enforcement 
of national labor policy. The argument rests on the belief that “a detailed, 
coherent code of substantive law for labor relations exists already in large 
measure and can be realized in full with no trouble.” ; 

Few informed persons can be satisfied with either the substance or’ the 
administration of national labor policy at present. This book lacks the 
balanced appraisal needed for a solution of these difficult problems in the 
interests of individuals and of mature, free collective bargaining. In the 
limited field of union coercion, however, it raises very real problems which 
need solution, although some of the proposals are highly questionable. It 
seems to the reviewer that a simpler law could more effectively outlaw 
unreasonable economic pressure as well as physical coercion, allow more scope 
for state action in harmony with federal policy, reduce the extent of undesir- 
able political intervention in collective bargaining, and simplify and improve 
administration, without the doubtful expedient of turning the job over to 
the courts. l 

EMILY CLARK BROWN 


Vassar College 


Population; Welfare Programs; Standards of Living 


Must Men Starve? The Malthusian Controversy. By Jacos Ose. (New 
York: Abelard-Schuman Ltd. 1957. Pp. 331. $4.50.) 
Professor Oser begins his book with a somewhat unusual, though effectively 
documented, restatement of Malthus’ pronouncements. He pictures Malthus 
as insisting on the need for maintaining the struggle between increasing 
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population and less rapidly increasing food supply because otherwise the 
working population would get soft and lazy and decline to work (presumably 
to the discomfiture of the elite, nonworking population). He even quotes 
Malthus’ arguments against the poor laws and private charity as interfering 
with the proper function of food-scarcity as a stimulus to work. And he 
chides the neo-Malthusians for putting their whole stress on the reduction of 
the birth rate, while overlooking the fact that much of the world’s present 
poverty and hunger result from faulty social relations and faulty economic 
and political institutions. | 

After his opening comments on Malthus and his present-day disciples, 
the author devotes most of his book to specific reasons why there is hunger 
and poverty in so large a part of the world today. Several of his most im- 
portant contributions to the problem are summarized in a single paragraph 
(p. 67), as follows: : 


Unemployment is a cause of poverty. Destruction of food end output 

restrictions are causes of hunger. The fear of goods restricts the maxi- 

mum utilization of world resources through international trade. The 

lack of industrialization reduces the ability of underdeveloped countries 

to pay for agricultural imports. There is a tendency to reduce consump- 

tion through price-raising measures. Certain barriers to increased con- 

sumption interfere with increased production. The quest for national 

security impoverishes mankind. These are not the only causes of the . 
world’s poverty and hunger, but they are important causes. And none 

of them can be ascribed to any malevolent Jaw of nature, or to man’s 
indiscreet rate of reproduction. | 


Elsewhere (p. 60) he explains the “fear of goods” which is characteristic 
of modern mercantile and industrialism, as follows: 


Not the consumer interest, but the producer interest, occupies the 
centre of the stage. Goods are destroyed or dumped on foreign markets, 
‘and their output is restricted in crder to keep prices up. In modern 
times, imports rather than exports are taxed, and exports are frequently 
subsidized. 


Large surpluses of food are now produced in some countries, even in some 
of the underdeveloped countries; but there is no means whereby the hungry 
populations of the less fortunate countries (or even of the same countries) 
can obtain this food, since they have neither money with which to buy it nor 
acceptable nonfood goods to exchange for it. This perhaps is the most 
fundamental of the urgently immediate problems that stand in the way of 
making the hungry millions less hungry. : 

There is relatively little on the limits of natural resources, except for 
water, the conservation of which Oser considers even more important than 
the conservation of the soil (p. 83). Particularly significant is his comment on 
the natural run-off—the water which flows down the rivers to the sea—as 
taking away or “wasting” the larger part of the water that falls in the form of 


rain. 
There are chapters on such topics as land tenure, industrialization, and 
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commercial policies, stressing the effect of these factors on the level of living, 
especially of those population groups whose level of living is unsatisfactory. 
This includes extensive comment on the color situation in parts of Africa— 
with, happily, no reference to historic relations between the white colonists 
and the red Indians in North America. Then there are two excellent con- 
ventional chapters on the methods by which food supplies are currently 
being increased and could be much further increased. 

An interesting section is one headed “Tha Myth of the Family Farm” 
(p. 142), in which Oser sets forth the econcmic disadvantages of the farm 
small enough to be operated by the farmer and his family. And O. E. Baker 
is no longer with us, to list offsetting social or personal advantages! 

The final chapter is devoted to Puerto Rico as a small-scale demonstration 
of the working out of Malthusian relationships. The description of the situa- 
tion in this island, with its poverty and its government-supported advance in 
industrialization, is effective, though in a few cases the author has accepted 
specific small-scale results or conditions as general. Puerto Rico is not, how- 
ever, a typical case, since it has a number of special characteristics, among 
which are a heavy emigration to the mainland each year and a large annual 
subsidy to its economy in various forms from the United States government. 

There are spots here and there in the book where the statements seem 
overdrawn or not quite realistic or convincing. For example, the method of 
computing corporate profit as a percentage of the (often very early) initial 
investment, in Chapter 9; or some of the statistics of war losses, in Chapter 4. 

One difficulty in evaluating past changes, as one must do in order to 
project future changes or to offer advice for the future, grows out of the 
fact that within the past two centuries a major part of the world has passed 
into a price or market economy—into a system where price is more important 
than productivity. Most of the current discussions of the population problem 
rest largely on the assumption that productivity is the one thing needed. 
Oser’s book, though it does not cover all phases of the situation, offers a 
major contribution to a more up-to-date point of view. 

LEon E. TRUESDELL 
Washington, D.C. 


Demographic Analysis: Selected Readings. Edited by JosEpH J. SPENGLER 
and Otis DupLEY Duncan. (Glencoe, Il.: Free Press. 1957, Pp, xiii, 
. 819. $9.50.) 


This volume contains a collection of reprints of more than sixty articles 
originally published in some thirty different periodicals and compendia, 
mostly during the last ten years. The articles are classified under seven head- 
ings: I. Past and Prospective Growth and Distribution of World Population; 
II. Mortality; ITI. Fertility, Nuptiality, and Replacement; IV. International 
Distribution of Population and Migration; V. Internal Distribution and 
Migration; VI. Population Composition anc Utilization of Human Resources; 
VII. Selected Regional Studies. The last heading needs some explanation; the 
items presented under it are studies of population trends and their economic 
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and social implications in 11 countries (France, Italy, Germany, USSR, 
Brazil, Puerto Rico, Egypt, China, Japan, Indonesia, and Burma) and 2 
world regions (Africa and Southeast Asia.) Articles are drawn primarily 
from American sources but also from some international publications and 
two foreign journals: Population Studies and the Canadian Journal of Eco- 
nomics and Political Science. A well-selected bibliography of additional 
articles (and also books in the case of heading VII above) is included. 

Another such selection of readings, Population Theory and Policy, has 
been compiled by the same editors and issued by the same publisher. The 
publication under review differs from the other in that articles are selected 
to exemplify the analytical use of demographic data for investigating. specific 
questions rather- than attempts to formulate theory or prescribe action. Few 
of the articles inciuded are primarily methodological but they illustrate 
the application of analytical methods as well as the objects and results of 
demographic analysis. 

Both Demographic Analysis and Population Theory and Policy are in- 
tended primarily as teaching aids. The reviewer surmises that they will 
appeal to many teachers of courses on demography and population problems 
as convenient sources of collateral readings in conjunction with standard 
textbooks. Many a research worker in this field will also appreciate the 
convenience of having these articles collected from so many different sources, 
some of which he could not easily get otherwise. Journal literature relating 
to demography is especially fugitive because there is no American journal 
specialized in demography and articles in this field appear in a wide variety 
of periodicals. The book under review includes selections from journals in 
economics, sociology, statistics, geography, biology, Pues, public health, 
education, labor, and law. 

It is difficult to cr:ticize the editors’ choice of items to be included. Among 
the most important contributions on the topics listed, possibly a dozen 
different selections could have been made with equal pertinence to the pur- 
pose of the volume. However, one chapter of demographic analysis appears 
to this reviewer to have been somewhat neglected, namely, the study of inter- 
relationships of moriality, fertility, migration, and population growth and 
structure. This topic is touched upon in several of the articles, but no 
example is given of works which deal primarily with the various relationships 
involved. 

One detail of the form of presentation deserves an adverse comment. The 
reader who wishes to know the date and place of original publication of any 
of the items reprinted here can only find them by searching through a long 
list of “Acknowledgements” at the beginning of the book, where the items 
are not arranged in any order that is helpful for this purpose. It would have 
been a great convenience if the citation had been given at the head of each 
article. 

Joun D. DURAND 

United Nations, 

New York 
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Labour, now The Canadian Labour Congress. Sept. 1956. Pp. 85. $1.50.) 
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Tableaux de Pinomi française. TER Inst. Nat. de Stat. ‘et Stud. econ 1956. Pp. 
326.) , 


- 


‘Statistical Methods; Besaoeueinics: ‘Social Accounting 


‘ANDERSON, T. W., Cramer, H., FREEMAN, H. A. AND OTHERS, ed, Selected papers in sta- 

, tistics and probability by Äbrahim Wald. (Stanford: Stanford Univ. Press. 1957. Pp. ix, 
702. $10.) 

CaLvez, J. -Y. Revenu national en URSS. (Paris: Sté d’Edit. d'Enseignement Supérieur. 
1956. Pp. 267. 2.000 fr.) 


GREENWALD, D. U. Linear programming—an explanation of the simplex algorithm. (New 
York: Ronald Press. 1957. Pp. vii, 75. $3.) 


Manvet, B. J. Statistics for management—a simplified introduction to statistics. (Balti- 
‘more: Dangary. 1956. Pp. 408. $6.) 


McCracken, D. D. Digital computer programming. (New York: John Wiley. London: 
Chapman & Hall. 1657. Pp. vii, 253. $7.75.) 

Resnixorr, G. J. AND LIEBERMAN, G. J. Tables of the non-central t-distribution— 
density function, cumulative distribution function and percentage points. Stanford stud. 
in math. and stat. 1. (Stanford: Stanfcrd Univ. Press. 1957. Pp. 389. $12.50.) 

RicHmonp, S. B. Principles of statisticel analysis. (New York: Ronald Press. 1957. 
Pp. xii, 491. $6.50.) 

Scowartz, C. F. ano GRAHAM, R. E, Personal income by states since 1929. Suppl. to 
Survey of Current Business. (Washington: Supt. Docs. 1957. Pp. 229.) 

Stone, R. Quantity and price indexes in national accounts. (Paris: Org. for European 
Econ. Co-op. 1956, Pp. 120. $1.59.) 


Les modèles dynamiques en économétrie. Colloques internat. du C.N.R.S. no. LXII. (Paris: 
C.N.R.S. 1957. Pp. 379. 2.500 fr.) 


Regional income. Stud. in income and wealth, vol. XXI. (Princeton: Princeton Univ. 
Press, for Nat. Bur. Econ. Research. 1957. Pp. x, 408. $8.) 


Economic Systems; Planning and Reform; Cooperation 


Bosrowski, C. Formetion du système soviéiique de planification. (Paris: Maisonneuve. 
1956, Pp. 92. 750 fr.) 


DERRICK, P. A co-operative approach to socialism. (London: Nat. Lab. Press, for Socialist 
Christian League. 1956. Pp. 62. 23.) 


Durr, E. The social thought of the World Council of CMTE: (London: Longmans. 1956. 
Pp, 339. 25s.) 


Loucks, W. N. Comparative economic systems. 5th ed. (New York: Hazper. 1957. Pp. 
xiv, 862. 36.50.) 


Munsst, M. C. A report on productivity. Pamph. no. 42. (New Delhi: Eastern Economist, 
_ Ltd. 1957. Pp. iii, 62. Rs 1/8.) 


OXENFELDT, A. R. Economic systems in action—the United States, the Soviet Union (with 
a section on China and Eastern Europe), the United Kingdom, Rev. ed. (New York: 
Rinehart. 1957. Pp. xiv, 207. $2.35.) 


Business Fluctuations 


AKERMAN, J. Structures et cycles économiques. Vol. II, Pts. 1 and 2. (Paris: Presses 
Univ. de France, for Biblio. de la Sci. Econ. 1957. Pp. 189; 191. 960 fr. ea.) 
The present work is a translation of Ekonomisk Teori—II: Kausalanalys av del 
ekonomiska skeendet (Lund, 1944). T he translation was done by Béatrix Marchal and 
G. Augot. 
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MArseL, S. J. F Juctuatioñs, growth, and forecasting—he principles of dynamic business 
economics. (New York: John ac ‘London: Chapman & Hall. 1957, Pp. xv, 552. 
$7.50.) 
Federal assistance to labor surplus arcas. A report prepared by’ 3, A. Levitån; Legis. Ref. 
Serv., Lib. Congress, for House Committee on Banking and Currency, 85th oag Ist 
sess. (Washington: Supt. Docs. 1957. Pp. 89.) a 


Instrumentation and automation. Hearings before the Subcommittee on. TE Stabili- 
zation of the Joint Economic Committee, 84th SE 2nd sess., Dec. Pasig 1956. 
(Washington: Supt. Docs. 1957. Pp. 202.) ; 


Money, Credit and Banking; Monetary Policy; Consumer 
Finance; Mortgage Credit 


> Aupetit, A. Essai sur la théorie générale de la monnaze-—économigque rationnelle. (Paris: 
Lib. M. Rivière. 1957. Pp. 168. 550 fr.) 


Bernard, K. Gedanken zur Kreditpolitik. Kieler Vorträge, n.f. no. 10. (Kiel: Inst. f. 
Weltwirtschaft, Univ. Kiel. 1957. Pp. 16. DM 1,50.) 

Croome, H. Introduction to money. (New York: Barnes & Noble. 1957. Pp. vii, 209. 
$2.20.) 


Irons, W. H. Commercial credit and collection practicz, 2nd ed. rev. by D. H. Bellmore. 
(New York: Ronald Press. 1957. Pp, vi, 784. $6.75.) 


JoHnson, C. ed. The De Moneta of Nicholas Oresme and English Mint documents. Nelson 
medieval texts. (New York: Oxford Univ. Press. 1957. Pp. xli, 114. $3.20.) 


Jome, H. L. Principles of money and banking. (Homewood, I: Irwin. 1957, Pp. xix, 
622. Text $6.50.) 


KEHOE, Rev. J. A. Some financial trenas of nationcl and state commercial benks in 
Indiana, 1915-1954. Catholic Univ. of America, stud. in econ., Ph.D. dissertation ab- 
stract ser. no. 15. (Washington: Catholic Univ. of America Press. 1956. Pp. xi, 47. 75¢.) 


PRATHER, C. L. Money and banking. 6th ed. (Homewood, Ill.: Irwin. 1957. Pp. xvi, 650. 
Text $6.50.) 


SAYERS, R. S. Central banking after Bagehot. (New York: Oxford Univ. Press. 1957. Pp. 
149, $2.90.) 


Annual report of the Federal Deposit Insurance Corporation for the year ended December 
31, 1956. Pt. I, Operations of the Corporation. (Washington: Fed. Dep. Ins. Corp. 1957. 
Pp. ix, 21.) 

Consumer instalment credit. Pt. I, vols. 1 and 2, Growth and import. Pt. II, vols. 1 and 
2, Conference on regulation, National Bureau of Economic Research. Pt. IIL, Views on 
revulaion—a survey by George D. Bailey, partner Touche, Niven, Bailey and Smart. 
(Washington: Board of Governors, Fed. Reserve System, 1957. Pp. ix, 388; 287; xxvi, 
553; x, 161; vii, 230. $1.25; $1.; $1.75; $.60; $1.) 

Financial Institutions Act of 1957. Report of the Senate Committee on Banking and 
Currency, 85th Cong., 1st sess. (Washington: Supt. Docs. 1957. Pp. 111.) 


Regulation of savings and loan holding companies. Hearings before the House Com- 
mittee on Banking and Currency, 85th Cong., Ist sess, Feb. 20 and 21, 1957. (Wash- 
ington: Supt. Docs. 1957. Pp. 56.) 


Standing Advisory Committee on Agricultural Credit—proceedings of the fifth meeting. — 
(Bombay: Reserve Bank of India, 1956. Pp. 212.) 

Study of Banking Laws Financial Institutions act of 1957. Hearings before a sabcom- 
mittee of the Senate Committee on Banking and Currency, 85th Cong., Ist sess. Pt. 2. 
(Washington: Supt. Docs. 1957. Pp. 623.) 

Study of banking laws—legislative recommendations of the federal supervisory agencies to 


the Senate Committee on Banking and Currency, 84th Corg., 2nd sess. ee: 
Supt. Docs. 1956. Pp, 212.) 
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Public Finance; Fiscal Policy 


BAXTER, S. B. The development of the Treasury 1660-1702. (Cambridge: Harvard Univ. 
Press. 1957. Pp. xi, 301. $6.) 


EVANGELISTA, I. Philippine income, estate, inheritance and gift tax laws. (Manila: J. R. 
Castro. 1957. Pp. 439.) 


Laure, M. Traité de politique fiscele. (Paris: Presses Univ. de France. 1956. Pp. 428. 
1.400 fr.) 


SHANNON, F. J. The conflict between law and administrative practice in valuation of 
property for taxation in Kentucky. Buil. of Bur, of Bus. Research no. 31. (Lexington: 
Univ. of Kentucky, for Bur. of Bus. Research. 1957. Pp. v, 112.) 


Stuart, R. K. Financing public improvements by the State of Maine. Univ. of Maine 
stud. 2nd ser., no. 72. (Orono: Univ. of Maine Press. 1957. Pp. viii, 188. $1.50.). 


WEIsE, B. Die Steuern im Vereinigten Konigreich-Unter Berücksichtigung der Entwick- 
lung seit dem Ersten Weltkrieg. Kieler stud. no. 41. (Kiel: Inst. f. Weltwirtschaft, Univ. 
Kiel. 1957. Pp. xiii, 360 -+ 41 tables. DM 40,-.) 


Administration plan to improve congressional control of the budget. Hearings before the 
subcommittee of the House Committee on Appropriations, 85th Cong., 1st sess. (Wash- 
ington: Supt. Docs. 1957. Pp. 44.) 


Compendium of state government finances in 1956. Bur. Census State fin.: 1956, G-SF 
56-no. 2. (Washington: Supt. Docs. 1957. Pp. 65.) 


Corporate and excise tax rates extension and corporate tax rate change amendments, Hear- 
ings before the Senate Committee on Finance, 85th Cong., 1st sess., March 19, 21, and 
22, 1957. (Washington: Supt. Docs. 1957. Pp. 122.) 


Excise taxes. Hearings before a subcommitiee of the House Committee on Ways and 
Means, 84th Cong., 2nd sess. (Washington: Supt. Docs. 1957. Pp. 1107.) 


Income tax regulations under the Internal Revenue Code of 1954 as of May 31, 1956. 
(Washington: Internal Revenue Service. 1956. Pp. 563.) 


Internal revenue administration. Progress report of the Subcommittee on Internal Revenue 
Taxation to the House Committee on Ways and Means. (Washington: Supt. Docs. 
1957. Pp. 219.) 


Maximum interest rate permitted on United States savings bonds. Hearings before the 
House Committee on Ways and Means, 85th Cong., 1st sess, Feb. 21, 1957. (Washing- 
ton: Supt. Docs. 1957. Pp. 40.) 


Der offentliche Hauskalt in der volkswirtschaftlichen Gesamtrechnung. (Viznna: Österreich. 
Stat. Zentralamt und Österreich. Inst. f. Wirtschaftsforschung. 1956. Pp. 75.) 


Report of the Tax Study Commission of the State of North Carolina. (Raleigh: Comm. 
for Stud. of Revenue Structure of the State. 1956, Pp. 107.) 


Savings bond interest rate increase. Hearings before the Senate Comittee on Finance, 
85th Cong., 1st sess, April 3, 4, and 5, 1957. (Washington: Supt. Docs. 1957. Pp. 219). 


State finances, 1948, 1952, and 1955-~a state by state analysis of revenue, expenditure and 
debt in current and constant dollars. (Chicago: Council of State Govts. 1957. Pp. 70.) 


Tax Rate Extension act of 1957. Hearings before the House Committee on Ways and 
Means, February 6, 1957. (Washington: Supt. Docs. 1957. Pp. 31). 


Tax reduction and tax reform—when and how. A statement on national policy by the 
Research and Policy Com. (New York: Com. for Econ. Development. 1957. Pp. 50.) 


World tax series. Vol. I, Taxation in the United Kingdom. Vol. IL, Taxation in Brazil. 
Vol. WI, Taxation in Mexico. (Boston: Little, Brown. 1957. Pp. 576; 408; 350. $15; 
$10; $10.) 

In response to a UN resolution in August 1951, work on this series has been carried 
forward by the International Program in Taxation at the Harvard Law School, with the 
aid of foreign correspondents and in consultation with officials of the UN Secretariat. 
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International Economics 


ASHER, R. E., Korscaunic, W. M., Brown, W. A, JR, AND ASSOCIATES. The United 
Nations and economic and social co-operation. (Washington: Brookings Inst. 1957. Pp. xi, 
561. $2.50.) 

Bearman, J. N. anb Scumuipt, W. E. International economics—theory, practice, policy. 
(New York: Rinehart. 1957. Pp. xv, 561. $6.50.) 

Cames, M. Trade policy and American leadership. Memo. no. 12. (Princeton: Center of 
Internat. Stud., Princeton Univ. 1957. Pp. iv, 36.) 

Crump, N. The ABC of the foreign exchanges. 12th ed. New York: St. Martin’s Press. 
London: Macmillan. 1957. Pp. viii, 374. $3.50.) 

DE SAILLY, J. La zone sterling. Fond. Nat. Sci. Pol., Cahiers no. 84, (Paris: A. Colin. 1957. 

a Pp. xvili, 145.) 

' Doane, R. R. World balance skeet. (New York: Harper. 1957. Pp. xi, 260. $10.) 

A comprehensive examination of the extent, distribution, and relative depletion cf the 
world’s physical resources in relation to their present rate of consumption, their monstary 
valuation, and the population, showing comparative changes over a seventy-year per:od— 
in double-entry form, revealing where-from and where-to. 

ELLENDER, A. J. Report on overseas operations of the United States government. §5th 
Cong., ist sess. (Washington: Supt. Docs. 1957. Pp. 525.) 


ENKE, S. AND SALERA, V. International economics. Rev. 3rd ed. (Englewood Clifis, I.J.: 
Prentice-Hall. 1957. Pp. xviii, 696. $6.95.) 


Harevi, N. Estimates of Israels international- transactions, 1952-1954. (Jerusalem: Falk 
Project for Econ. Research in Israel. 1956. Pp. 139. $2.) 


Horcomnr, J. L. anp BERG, A. D. MAP for security. Essays in econ. no. 4. (Columbia: 
Bur. Bus. and Econ. Research, Univ. of South Carolina. 1957. Pp. iv, 49.) 


jJancauskas, R. C., s.y. An evaluation of the International Monetary Fund. Catholic 
Univ. of America, Stud. in econ., Ph.D. dissertation abstract ser. no. V(12). (Wasking- 
ton: Catholic Univ. of America Press. 1955. Pp. ix, 29. 50¢.) 


Krorstocx, F. H. The international status of the dollar. Essays in internat. fin. no. 28. 
(Princeton: Internat. Fin. Sec., Princeton Univ. 1957. Pp. 26.) 


Loncarzo, L. ©. Economic and financial decisions of the United Nations General Assen bly 
(1946-1955), (New York: Author, 61 Broadway. 1957. Pp. 10, mimeo. $5.) 


Meape, J. E. Negotiations for Benelux—an annotated chronicle 1943-1956. Stud. in 
internat. fin. no. 6, (Princeton; Internat. Fin. Sec., Princeton Univ. 1957. Pp. 89. 2£¢.) 


Moret, M. L'échange international. (Paris: Lib. M. Rivière. 1957. Pp. 372. 1.300 fr.) 


Rice (STUART) Assoc. Foreign aid activities of other free nations. Senate Special Cera- 
mittee to Study the Foreign Aid Program, stud. no. 11, 85th Cong., ist sess. (Washing- 
ton: Supt. Docs. 1957. Pp. 93.) 


Tren, R. Europe and the money muddle—from bilateralism to near-convertibilty, 
1947-1956. (New Haven: Yale Univ. Press. 1957. Pp. xxvii, 351. $5.) 


Amendment of Anglo-American financial agreement. Hearing before the Senate Commitee 
on Banking and Currency, 85th Cong., Ist sess., March 15, 1957. (Washington: Suot. 
Docs. 1957. Pp. 28.) 

. Hearings before the Subcommittee on Foreign Economic Policy of the Horse 
Committee on Foreign Affairs, 85th Cong., Ist sess, March 18 and 19, 1957. (Washirg- 
ton: Supt. Docs. 1957. Pp. 52.) 

Export-Import Bank loans. Hearing before the House Committee on Banking and Cur- 
rency, 85th Cong., 1st sess, March 19, 1957. (Washington: Supt. Docs. 1957. Pp. 40.) 
First annual report of the President on the operation of the Trade Agreements Program. 

85th Cong., Ist sess. (Washington: Supt. Docs. 1957. Pp. 248.) 
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Investigations under the “escape clause” of trade agreements—outcome or current status 
of applications filed with the U. S. Tariff Commission for investigations under the 
“escape clause” of trade agreements as of February 4, 1957. 7th ed. (Washington: U. 5. 
Tariff Comm. 1957. Pp. 42.) 

Management of direct investments in less developed countries. Rept. submitted to Internat. 
Bank for Recon. and Develop. by Found. for Econ. Research of the Univ. of Amsterdam. 
S.E.O. pub. no. 10. (Leiden: Stenfert Kroess. 1957. Pp. 242. f 16.50.) 

A new approach to foreign economic assistance—a statement by the NPA international 
Committee April 17, 1957. Spec. rept. no. 47, (Washington: Nat. Planning Assoc. 1957. 
Pp. 22. 25¢.) 

Protection of private investments overseas. Hearings before the ad hoc subcommittee of 
the House Committee on Foreign Affairs, 85th Cong., Ist sess., Feb. 28, Mar. 5, 13, 1957. 
(Washington: Supt. Docs. 1957. Pp. 88.) 

Report to Congress on the Mutual Security Program for the six months ended December 
31, 1956. (Washington: Supt. Docs. 1957. Pp. v, 26.) 

A report to the Hashimite Kingdom of Jordan and the government of the United States of 
America on the Joint Point IV activities 1952-1956. (Amman: U.S. Operations Mission 
to Jordan. 1956. Pp. 90.) 

Report of the National Advisory Council on International Monetary and Financial 
Problems on its activities during the period Jan. 1 to June 30, 1956. 85th Cong., 1st 
sess. (Washington: Supt. Docs. 1957. Pp. 73.) 

Report on United States foreign assistance programs, Prepared for the Senate Special 
Committee to Study the Foreign Aid Prcgram, 85th Cong. (Washington: Supt. Docs. 
1957. 2 vols.) 

Review of the budget formulation and presentation practices of the International Coopera- 
tion Administration. Hearings before a subcommittee of the House Committee on 
Government Operations, 85th Cong., 1st s2ss. (Washington: Supt. Docs. 1957. Pp. 189.) 

Senate Special Committee to Study the Foreign Aid Program, 85th Cong., studies prepared 
at the request of the Special Committee: 

No. 1. M.I.T. Center for Internat. Stud. The objectives of United States economic 
assistance. 


No. 2. Krorcer, L. J., AnD assoc. Personnel for Mutual Security Program. 


No. 3. Univ. of Chicago Research Center in Econ. Develop. and Cultural Change. 
The role of foreign aid in the development of other countries. 


No. 4. Jacosson, J., assoc. The use of private contractors in foreign aid programs. 

No. 5. National Planning Association. Agricultural surplus disposal and foreign aid. 

No. 6. Brookings Institution. Administraiive aspects of United States foreign assistance 
programs. 

No. 7. Am. Enterprise Association. American private enterprise, foreign economic de- 
velopment, and the aid programs. 


No. 8. Council for Economic and Industry Research. Foreign assistance activities of 
the Communist bloc and their implications for the United States. 


No. 9. National Planning Association. The foreign aid programs and the United States 
economy. 


No. 10. Columbia Univ. Institute of War and Peace Studies, and Systems Analysis 
Corp., Washington, D.C. The military assistance program of the United States. 


Senate Special Committee to Study the Foreign Aid Program, 85th Cong., country surveys 
prepared at the request of the Special Committee: 


No. i. ARMOUR, N. Greece, Turkey and lran. 

No. 2. ARMSTRONG, H. F. Lebanon, Jordan and Iraq. 

No. 3. Bruck, D. K. E. Peru, Chile, Argentina, Uruguay, Brazil. 
No. 4. Carvery, J. Portugal, Spain, France and Italy. 
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No. 5. HANNAH, J. A. Japan, Okinawa, Formosa, Philippines. 
No. 6. Hearst, W. R., Jr. Norway, Denmark, West Germany. 
No. 8. Jones, L. W. West Pakistan, India, Afghanistan, Ceylon, East Pakistan. 


No. 9. Mrwnotrto, J. Cuba, Haiti, Dominicen Republic, Venezuela, Panama, Costa Rica, 
Nicaragua, Honduras, El Salvador, Guatemala, Mexico. 


Statistical yearbook 1956. 8th issue. Prepared by the Stat. Off., UN Dept. Econ. and Soċ. 
Affairs. Pub. no. 1956-XVII-5. (New York: Columbia Univ. Press. 1956, Pp. 646. $7.50; 
paper $6.) 

Technical assistance. Final report of the Senate Committee on Foreign Relations, 85th 
Cong., 1st sess. (Washington: Supt. Docs. 1957. Pp. 668.) 


Technical cooperation in the Andes countries of South America. Report of Senators M. 
Mansfield and B. B. Hickenlooper. Senate Committee on Foreign Relations, 85th Cong., 
ist sess. (Washington: Supt. Docs. 1957. Pp. 14.) 


Business Finance; Investment and Security Markets; Insurance 


Borpecker, K. A, Brown, R. E., Erreman, W. J., AND oreers. Essays on business 
finance. 3rd ed. (Ann Arbor: Masterco Press. 1957. Pp. 385. $4.50.) i 


CIRVANTE, V. R. The Indian capital market. Univ. of Bombay, econ. ser., pub. no. 6. 

(New York: Oxford Univ. Press. 1956, Pp. xii, 226. $2.65.) 

The author points out that previous studies of the Indian capital market have lacked 
a suitable theory appropriate to the analysis of the capital market in backward economic 
regions. He undertakes to formulate such a theory, mainly “with the aid of the Keynesian 
tools of analysis.” He follows this theoretical study with “a detailed survey of the insti- 
tutional framework of the Indian capital market.” 

FABRICANT, S. Financial research and problems of the day—thirty-seventh annual report, 

a record of 1956 and plans for 1957. (New York: Nat. Bur. Econ. Research. 1957. Pp. 

101.) 


Honxo, J. Kongen edullisin pitoaika ja investointilaskelmat. (The economic life of a 
a machine and calculations concerning the economics of capital investments.) With 
English summary. (Helsinki: Helsinki Research Inst. for Bus. Econ., Helsinki School of 
Econ. 1955. Pp. 276.) 


Hosmatin, G. Investissements, rentabilité el progrès technique. (Paris: Lib. de Médicis. 
1956. Pp. 250. 1.500 fr.) 


Jonzs, R. C. Effects of price level changes on business income, capital, and taxes. (Colum- 
bus: Am, Accounting Assoc., Ohio State Univ. 1956. Pp. xvi, 199. $4.) 


. Price level changes and financial statements—-case studies of four companies. 
(Columbus: Am. Accounting Assoc., Ohio State Univ. 1955. Pp. ix, 179. $3.) 


Macrz, J. H. General insurance. 5th ed. (Homewood, DL: Irwin. 1957. Pp. xvii, 952. 

Text ed., $6.50.) 

Mason, P, Price-tevel changes and financial statements—basic concepts and methods. 

(Columbus: Am. Accounting Assoc., Ohio State Univ. 1956. Pp. ili, 28, 50¢.) 

Mever, J. R. anb Kun, E. The investment deciston—cn empirical study. (Cambridge: 

Harvard Univ. Press. 1957. Pp. xv, 284. $6.) 

SwEETsER, A. G. Financing goods. (Newton Highlands, Mass.: Author, 160 Lincoln St. 

1957, Pp. xiv, 609.) 

Company income and finance 1949-53. (London: Nat. Inst. Econ. and Soc. Research. 

1956. Pp. 72. 10s.) 

The aggregated accounts of over 3000 “public companiés” in British industry, with 
shares quoted on the British stock exchanges, are presented in a standardized form. The 
main tables are preceded by 20 pages of text describing the types of accounts presented, 
the companies included in the tabulations and their place in the British economy. Several 
appendices show, inter alia, the importance of the three largest companies in each branch 
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of industry. The accounts are aggregated for all the companies taken together, for all 

those engaged in manufacturing, and for each of 21 industrial groups. ' 

SEC enforcement problems, Hearing before a subcommittee of the Senate Committee on 
Banking and Currency, 85th Cong, Ist sess. Pt. 1, Mar. 5, 1957. (Washington: Supt. 
Docs. 1957. Pp. 163.) 

Stock market study (corporation prox”) contests). Hearings before a subcommittee of the 
Senate Committee on Banking and Currency, 84th Cong., Ist sess., July 5 and 6, 1956, 
Pt. 3. (Washington: Supt. Docs. 1956. Pp. 408.) 

Stock market study—regulation of unlisted securities. Hearing before the Senate Committee 
on Banking and Currency, 84th Cong., 2nd sess., June 22, 1956. Pt. 2-A. (Washington: 
Supt. Docs. 1956. Pp. 61.) 


Business Organization; Managerial Economics; Marketing; Accounting 


Apter, M. K. Modern market research—a guide for business executives. (New York: 
Philosophical Lib. 1957. Pp. ix, 158. $4.75.) 

Brecxman, T. N., Maynarp, H. H. ano Davison, W. R. Principles of marketing. 6th ed. 
(New York: Ronald Press. 1957. Pp. xii, 798. $7.) 

Bray, F. S. The interpretation of accounts (Stamp-Martin Papers). (New York: Oxford 
Univ. Press, for Inc. Accountants’ Research Com, 1957, Pp. ix, 215, $4.80.) 

Brown, Sister I. The historical development of the use of ratios in financial statement 
analysis to 1933. Catholic Univ. of America, Stud. in econ., Ph.D. dissertation abstract 
ser. no. 11. (Weshington: Catholic Univ. of America Press. 1955. Pp. viii, 28. 50¢.) 


Brown, L. O., Lesster, R. S. anD WeEmpacHER, W. M. Advertising media—creative 
planning in media selection. (New York: Ronald Press. 1957. Pp. vii, 395. $7.50.) 


Davis, K. Human relations in business. (New York: McGraw-Hill, 1957. Pp. xiv, 557. 
$6.50.) 

Davis, R. C. Industrial organization and management. 3rd ed. (New York: Harper. 1957. 
Pp. xix, 953. $8.25; text, $6.50.) . 

Fox, W. M., ed. Readings in personnel management from “Fortune.” (New York: Henry 
Holt. 1957. Pp. viii, 117. $1.80.) 


FRANKEL, M. British and American menufacturing productivity—a comparison and inter- 
pretation. Bull. no. 81. (Urbana: Bur. Econ. and Bus. Research, Univ. of Ilinois. 1957. 
Pp. 130. $1.50.) 

Gortz-Girey, R. Cours de relations industrielles. (Paris: Montchrestien. 1957. Pp. 256. 
1.400 fr.) 

GRABBE, E. M., ed. Automation in business and industry. (New York: John Wiley. Lon- 
don: Chapman & Hall. Pp. xix, 611. $10.) 

HARTMANN, G. Le patronat les salariés Pétat face à Vautomation. (Neuchatel: Ed. Bacon- 
niére. 1956. Pp. 241.) 


Howarp, J. A. Marketing management—analysis and decision. (Homewood, Il.: Irwin. 
1957. Pp. xiii, 429. $6.) 


Joxnson, L. K. Sales and marketing management—text and cases. (Boston: Allyn and 
Bacon. 1957. Pp. xii, 644. $6.95.) 


LITTLETON, A. C. anD Yamey, B. W., ed. Studies in the history of accounting. (London: 
Sweet & Maxwell, for Assoc. Univ. Teachers of Accounting and Am. Accounting Assoc. 
1956. Pp. 392. 50s.) 


Lunpy, J. L. Effective industrial management. (New York: Macmillan. 1957. Pp. xvi, 588. 
$6.90.) 


Murrey, M. E. ‘Accounting—a social force in the community. (New York: Cambridge 
Univ. Press. Melbourne; Melbourne Univ. Press, for Australian Scc. of Accountants. 
1956. Pp. 208. $4.75.) 
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1957. Pp. 16. 

HAMMETT, R. S., SEIDMAN, J. AND Lonvon, J. The slowdown as a union tactic. Jour. Pol. 
Econ. , Apr. 1957. Pp. 9. 

Hart, P. E. anp PHetrs Brown, E. H. The sizes 2s of trade unions: a study in the laws of 
aggregation. Econ. Jour., Mar. 1957. Pp. 15. 

HERLIHY, A. J. anp Morne, H. H. Analysis of work stoppages during 1955. Mo. Lab. 
Rev., May 1957. Pp. 7. 

Harton, G. W. The British truck system in the nineteenth century. Jour. Pol. Econ., June 
1957. Pp. 20. 

Kuan, J. W. The demands of politics and job-centered unions. Pol. Sci. Quart., Mar. 
1957, Pp. 20. 

LESTER, R. A. Reflections on collective bargaining in Britain and Sweden. Indus. Lab. Rel. 
Rev., Apr. 1957. Pp. 27. 

Lorwin, L. L., STEINBACH, A. L., BRAUNTHAL, A. AND OTHERS. 17 articles on current issues 
in international labor relations. Edited by J. P. WINDMULLER. Annals Am. Acad. Pol. 
Soc. Sci., Mar. 1957. Pp. 181. 
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Lorwin, V. R. Reflections on the history of the French and American labor movements. 
Jour. Econ. Hist., Mar. 1957. Pp. 20. 

Macponatp, W. D. Ann oTaers. New England labor and labor problems. Mo. Lab. Rev., 
Mar. 1957. Pp. 52. 

Mepvin, N. Employment problems of older workers. Soc. Sec. Bull, Apr. 1957. Pp. 7. 

Memoro, H. Internationale Arbeiterwanderung. Finanzarchiv, 1957, XVII (3). Pp. 14. 

Mtyica Montoya, E., Los salarios en la economia nacional. Investigacion Econ., 1956, 
XVI (4). Pp. 38. 

Nye, R. J. The status of the collective labor agreement in France. Mich. Law Rev., Mar. 
1957. Pp. 34. 

Pets, P. S. The “Labour Foundation” in the Netherlands. Internat. Lab. Rev., May 1957. 
Pp. 13. 

PHELPS, O. W. A structural model of the U.S. labor market. Indus. Lab. Rel. Rev., Apr. 
1957. Pp. 22. 

ProsPeretti, U. Preliminari sull’autonomia sindacale. Annali Fac. di Sci. Pol. Econ. e Com., 
1955-56, (4). Pp. 16. 

Roserts, B. C. Towards a rational wages structure. Lloyds Bank Rev., Apr. 1957. Pp. 13. 

Samvuers, N. J. Effects of the $1 minimum wage in seven industries. I and II. Mo. Lab. 
Rev., Mar. and Apr. 1957. Pp. 6; 6. 

Suuttz, G. P. The Massachusetts choice-of-procedures approach to emergency disputes. 
Indus. Lab. Rel. Rev., Apr. 1957. Pp. 16. 


Stets, W. Vocational guidance in the Federal Republic of Germany. Internat. Lab. Rev., 
Apr. 1957. Pp. 16. 


THEODORE, R. Layoff, recall, and work-sharing procedures—IV. Mo. Lab. Rev., Mar. 1957. 
Pp. 7. 


Tum, M. M. Aanb FELDMAN, A. S. Theory and measurement of occupational mobility. 
Am. Soc. Rev., June 1957, Pp. 7. 

Wacner, H. M. A unified treatment of bargaining theory. So. Econ. Jour., Apr. 1957. 
Pp. 9. 


Waay, J. V. C. Trade unions and young workers in Great Britain. Internat. Lab. Rev., 
Apr. 1957. Pp. 15. 


Age as a factor in the employment process. Employment Sec. Rev., Apr./May 1957. Pp. 44. 


The influx of young people into the employment market in Western and Northern Europe. 
Internat. Lab. Rev., Apr. 1957. Pp. 19. 


Nonproduction workers in factories, 1919-56. Mo. Lab. Rev., Apr. 1957. Pp. 6. 


Recent developments in the reduction of hours of work in Europe. Internat. Lab. Rev., 
May 1957. Pp. 11. 


Unions as juridical persons. Yale Law Jour., Apr. 1957. Pp. 39. 


Who were the insured unemployed in 1956? Lab. Mark. and Empl. Sec., Mar.-Apr. 1957. 
Pp. 6. 


Population; Welfare Programs; Standards of Living 
Birxey, W. J. Government and the consumer interest. Am. Econ. Rev., Proceedings, May 
1957. Pp. 13. 


Brown, J. D. Social insurance: a problem in institutional economics. Am. Econ. Rev., 
Proceedings, May 1957. Pp. 8. 


GIRARD, A. AND BASTIDE, H. Niveau de vie et répartition professionnelle: enquête sur 
Pinformation et les attitudes du public. Population, Jan.-Mar. 1957. Pp. 34. 


LINDBERGER, L. The reform of the pensions scheme and saving. Skandinav. Bank. Quart. 
Rev., Apr. 1957, Pp. 6. 
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Merriam, I. C. Trends in public welfare and their implications. Am. Econ. Rev., Proceed- 
ings, May 1957. Pp. 13. 

Nove, A. AnD NewtTH, J. A. Changes in the Soviet population. Bull. Oxford Univ. Inst. 
Stat., Feb. 1957. Pp. 12. 


Pressat, R. La population agricole en France: structure actuelle et prévisions jusqu’en 
1966, Population, Jan.-Mar. 1957. Pp. 20. 


Sovani, N. V. Bevolkerungsstrukiur und Bevoélkerungswachstum Indiens. Zeitschr. f. die 
ges. Staatswiss., 1957, CXII (1). Pp. 7. 


Wuar, J. W. Family allowances in Canada. Internat. Lab. Rev., Mar. 1957. Pp. 23. 

Report of a Commission on. National Pensions in Denmark. Internat. Lab. Rev., Apr. 1957. 
Pp. 15. 

Related Disciplines 

Broom, C. C. Economic understanding: how? Am, Econ. Rev., Proceedings, May 1957. 
Pp. 11. 

Lewis, B. W. Economic understanding: why and what. Am. Econ. Rev., Proceedings, 
May 1957. Pp. 18. 

Myrar, G. H rapporto tra la teoria e la politica sociale. (With English summary.) L’in- 
dustria, 1957, I. Pp. 43. 

Wacner, L. E., HANcHeER, V. M. AND OTEERS. Ten short articles on economic education 
in the universities, colleges and secondary schools. Iowa Bus. Digest, Winter 1957. Pp. 39. 


NOTES 


A standing Committee on Academic Freedom and Civil Liberties has been established 
by the Executive Committee of the American Economic Association. Professor Morris A. 
Copeland, president of the Association, has appointed Richard B. Heflebower (North- 
western University) for a one-year term, Howard Bowen (Grinnell College) for a two- 
year term, and Fritz Machlup (Johns Hopkins University) for a three-year term as mem- 
bers, with the last named as chairman. 

The Committee will not take upon itself any of the functions for which the American 
Association of University Professors was established. For example, investigations of termi- 
nations of appointments in violation of tenure rules are clearly beyond the scope of the 
Committee; but in its periodical reports the Committee may communicate to the Execu- 
tive Committee and the members of the American Economic Association the findings and 
actions of the A.A.U.P. as far as they concern teachers of economics. The Ccmmittee is 
prepared to receive information from members of the AEA about infringements of aca- 
demic freedom and civil liberties affecting economists of which they may have first-hand 
knowledge. Instances of improper pressure by university authorities or outside groups 
concerning appointments or terminations of appointments of economists, concerning the 
adoption or rejection of textbooks and reading materials for instruction in economics, or 
similar interferences may be brought to the attention of the Committee. 


President Copeland announces that the Association has received two grants of funds: 

1. A grant of $9,000 from the Carnegie Corporation for three years to make possible 
attendance of members of the American Economic Association at scholarly meetings held 
in foreign countries. 

2. A grant of $13,000 from the Rockefeller Foundation to finance the publication of a 
series of survey articles in the American Economic Review over a period of four years. 
Authors of the proposed articles will review and appraise recent contributions with respect 
to selected areas or topics, work on which has been especially active. The Board of Edi- 
tors, who will make the selection of subjects and authors, welcome suggestions. 


SEVENTIETH ANNUAL MEETING OF THE AMERICAN 
ECONOMIC ASSOCIATION 


Sheraton Hotel, Philadelphia, Pennsylvania, December 28-30, 1957 


Preliminary Announcement of the Program, July 17, 1957 


Friday, December 27, 1957 
6:30 P.M. Executive Committee Dinner Meeting 


Saturday, December 28, 1957 


9:00 A.M. AGENDA FOR A NATIONAL MONETARY COMMISSION 
Chairman: To be announced 
Papers: The Financial Structure 
HERBERT STEIN, Committee for Economic Development 
The Monetary Standard 
James W. ANGELL, Columbia University 
The Role and Control of Monetary Policy 
Epwarp M. BERNSTEIN, International Monetary Fund 
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2:30 P.M. 


9:00 A.M. 


~ 
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Discussants: A. N. McLeop, Toronto-Dominion Bank 
Joun G. Gurey, Brcokings Institution 


PETROLEUM AND NATURAL GAS AND THE PUBLIC INTEREST 
Chairman: BEN W. Lewis, Oberlin College 
Papers: Prices, Costs and Conservation in Natural Gas 

Joer B. DirtaM, University of Connecticut 

Prices, Costs and Conservation in Petroleum 

James R. NELSON, Amherst College 

Discussants: LESLIE COOKENBOO, JR., The Rice Institute 
Joan W. BoatwricHt, Standard Oil Company of Indiana 


STATE AND LOCAL PUBLIC FINANCE 
Chairman: RICHARD A. Muscrave, University of Michigan 
Papers: The Role of Major Metropolitan Centers in State and Local Finance 
HARVEY Brazer, University of Michigan 
Outlook for Fiscal Needs and Resources of State and Local Gov- 
ernments 
RICHARD NETZER, Federal Reserve Bank of Chicago 
Discussants: LYLE C. Fircu, Institute of Public Administration 
WALTER W. HELLER, University of Minnesota 


VEBLEN CENTENARY ROUNDTABLE 
Chairman: To be announced 
Papers: The Force and Impact of Veblen 
JosEPH DorFMAN, Columbia University 
To be announced 
ALLAN G. GRUCHY, University of Maryland 
To be announced 
Tsapor Lusin, Industrial Commissioner, New York State 
Veblen’s Critique of the American Economy 
Pau M. Swerzy, Cambridge, Massachusetts 


CURRENT ECONOMIC QUESTIONS RELATING TO WESTERN EUROP2 
Chairman: To be announced 
Papers: The Lessons from Benelux and the Coal and Steel Community for 
the European Common Market and Free Trade Area Proposals 
RAYMOND F. MIKESELL, University of Oregon 
Additional papers and discussants to be announced. 


Cocktail Hour 

ECONOMICS IN THE UNION OF SOVIET SOCIALIST REPUBLICS 
Chairman: To be announced 

Papers: To be announced 


Sunday, December 29, 1957 


INCOME AND CONSUMPTION 
Chairman: FRANK A. Hanna, Duke University 
Papers: The Incomes of Individuals and the Structure of the Consumer Unit 
DorotHy Brapy, University of Chicago 
Factors Associated with Income Variability 
Rarru B. BRISTOL, JR., University of Michigan 
Changes in Concepts of Income Adequacy over the Last Century 
Hren H. Lamare, Bureau of Labor Statistics 
Discussanis: To be announced 
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I. Economic Proyections; Ti. A STATISTICAL CONTRIBUTION TO PRICE 
THEORY 
Chairman: To be announced 
Papers: Economic Projections—-Tools of Economic Analysis and Decision 
Making 
GERHARD Corm, National Planning Association 
A Theory of Anticipatory Prices 
Horsrook WorkInG, Food Research Institute, Stanford Uni- 
versity 
Discussants: To be announced 


TRENDS IN CAPITAL INVESTMENT AND CAPACITY 
Chairman: Martin R. GAINSBRUGH, National Industrial Conference Board 
Papers: Capacity Utilization and the Rate of Profitability in Manufecturing 
Wim Butter, Chase Manhattan Bank, New York City 
Review of Recent Estimates of Capital Coefficients in Manufac- 
turing 
DANIEL CREAMER, National Industrial Conference Board 
Discussants: Eric Scurr, Machinery & Allied Products Institute 
Rozert C. Wasson, U, S Department of Commerce 


2:30 P.M. MeEasuRING Propuction In THE U.S.S.R. 
Chairman: Carvin Hoover, Duke University 
Papers: Soviet Agricultural Output 
GEORGE Kuznets, University of California 
Industrial Growth in the Soviet Union 
G. Warren NUTTER, University of Virginia 
Soviet Transportation Development: A Comparison with the United 
States 
Ernest Wrams, Columbia University 
Discussants: D, Gate Jounson, University of Chicago 
Hans HEYMANN, JR., The Rann Corporation 
Horrand Hunter, Haverford College 


Monetary ANALYSIS AND THE Flow oF FUNDS 
Chairman: Henry C. Murrey, International Monetary Fund 
Papers: A Cyclical Model for Postwar U. S. Financial Markets 
Josx C. Dawson, Grinnell College 
An Analytical Interpretation of the Flow-of-Funds Accounts 
STEPHEN TAYLOR, Board of Governors of Federal Reserve System 
Discussants: ALAN GREENSPAN, Townsend-Greenspan and Company, Inc. 
PauL Srmpson, University of Oregon 


FURTHER EXPLORATIONS IN MOoNOPOLISTIC-CoMPETITIVE Prick THEORY 
Chairman: To be announced 
Papers: The Uses of Diversity: Competitive Bearings of Diversity between 
Firms in Cost and Demand Functions 
Joan M. Crarx, Columbia University 
Excursion into the Field of Cost Accounting from the Basis of the 
Law 
Warton Hamrox, Arnold, Fortas & Porter 
Discussants: To be announced 


8:00 P.M. PRESIDENTIAL ADDRESS 
Chairman: SUMNER SLICHTER, Harvard University 
Presidential Address: To be announced 
Morris A. Corpevanp, Cornell University 
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- Monday, December 30, 1957 


9 :00 A. M. DEMOCRACY AND TRADE Unionism 
Chairman: To be announced 

‘Papers: Soine Efforts at Democratic Union Participation _ 
i Benjamin D. Secar, Fund for the Republic . ° <.. 0 
Some Requirements for Union Democracy i mo 
Joer Sermpman, University of Chicago ee 
The Usefulness of Law in Obtaining Union Democracy 
CLYDE W. Summers, Yale University Law School na 

Discussant: ARTHUR J. Gotpserc, General Counsel, Industrial Union De- - 
partment, AFL-CIO sea 


+ 
“we 


AGRICULTURAL PARITY 
Chairman: Joun D. Brack, Harvard University 
Papers: “Parity Price,’ A Case Study: The Concept of a Solution to an 
Economic Problem 
RUTLEDGE Vininc, University of Virginia 
Parity Re-examined 

O. V. Wetts, U. S. Department of Agriculture 
Discussant: Vincent W. BLADEN, University of Toronto 
Additional discussant to be announced 


A CRITICAL EVALUATION oF PUBLIC REGULATION BY INDEPENDENT COMMIS- ` 
SIONS 
Chairman: Horace M. Gray, University of Ilinois 
Papers: The Role of Competition in the Regulated Industries 
Water ApaMs, Michigan State University 
The Protective Functions of Commission Regulation 
Lucite SHepparp KEYES, Washington, D.C. 
The Economic Planning Function under Public Regulation 
Letanp Orbs, Energy Research Associates 
Discussants: To be announced 


12:30 P.M. Joint Luncheon with the American Finance Association 
Chairman: To be announced 
Address: Yo be announced 


2:30 P.M. Is Anorrrer Mayor Business CONTRACTION LIKELY? 
Chairman: To be announced 
Papers: The Money Economy and Business Contractions 
ASHER ACHINSTEIN, Legislative Reference Service, Library of 
Congress 
Postwar Cyclical Experience and Economic Stability 
Bert G. Hickman, The Brookings Institution 
Discussant: V. Lewis Bass, University of Illinois 
Additional discussant to be announced 


SELECTED Papers—American Economic Association Competition 
Chairman: Ruta P. Macx, National Bureau of Economic Research 
Papers: To be announced 

Discussant: DonaLp F. Gorvon, University of Washington 
Additional discussant to be announced 


Sraristrcat Cost Functions (Joint session with the Econometric Society) 
Chairman, papers, and discussanis to be announced 


5:00 P.M. Business Meeting 
6:00 P.M. Executive Committee Dinner Meeting 
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FELLOWSHIPS AND GRANTS 


>. 


_. The John Hay Whitney F oundation. has announced Opportunity Fellowships, competi- 
- tion for which is open to any citizen of the:United States and its territories who has 
given evidence of special ability and who has not had full opportunity to develop his 
talents. because of arbitrary barriers, such as racial or cultural background: or region of 


residence. „The féllowships are open not only for graduate academic study but for any - . 


‘Kind of. training or experience (journalism, industry, labor, the arts, and so forth) which | 
: may “be ‘tiseful in developing varied talents and forms of leadership. Awards ‘normally 
_ Tåùge from $1,000 to $3,000. Completed applications must be filed not later than No- 
_ Yember 30. Communications may be addressed to Opportunity Fellowships, John Hay 
OR Foundation, 630 Fifth Avenue, New York 20, N. Y. 


The Washington Offce of the Social Science Research Council has been closed and the 
administration of the Council fellowships and grants has been transferred to the main 
office at 230 Park Avenue, New York 17, N. Y. 

The Council is again offering during the coming year predoctoral and postdoctoral re- 
search training fellowships, faculty research fellowships and grants-in-aid of research in 


~ „all fields of social science. In addition, several special programs of fellowships and re- 


Search grants are being continued. Two new programs—senior research awards in Ameri- 

can governmental affairs and grants for research on the Near and Middle East have been 
, initiated. A descriptive circular and application forms will be available on request about 

` the 1st of October. The earliest closing date for applications will be November 1. In- 
_quiries should be directed to the New York address of the Council given above. 


ANNOUNCEMENTS 


' -` The Roper Public Opinion Research Center has been established at Williams College. 
Its main function is to make the Roper survey materials available for teaching and re- 
search purposes, The Center contains the raw materials of more than 600,000 interviews, 
dating from 1938, conducted by the Roper organization for Fortune Magazine and various 
American industries. Accredited individuals may obtain statistical summaries of Roper 
data. In cases of minor research projects, the tabulations are made at the Center. When 
the magnitude and complexity of the research warrant it, the Center loans duplicate sets 

- of materials for a stipulated period of time. Requests for materials should be made to 
~ Philip K. Hastings, director, Roper Public Opinion Research Center, Williams College, 
Williamstown, Massachusetts. 


- The recently established Malayan Economic Society is publishing the Malayan Economic 
Review, formerly sponsored by the University of Malaya Economics Society. The editor 
and the editorial board propose to continue a policy of encouraging discussion of the 
economic problems of Malaya and also plan to initiate a section of economic statistics 
with interpretations of their significance. The charge for the Review is M$3.00 an issue or 
M$6.00 for two issues a year. Communications about the Review should be addressed to 
the Editor, You Poh Seng, Malayan Economic Review, University of Malaya, Singapore 10. 


The Naval Research Logistics Quarterly now in its fourth year of publication, invites 
scholars interested in the general field of logistics to submit manuscripts for publication. 
The journal is devoted to the dissemination of scientific information in logistics and will 
publish research and expository papers in the areas of mathematics, statistics, and eco- 
nomics relevant to logistics operations. Manuscripts should be sent to the Managing Editor, 
Naval Research Logistics Quarterly, Office of Naval Research, Washington 25, D.C. 


The Committee for Economic Development.is holding a competition of ideas on “What 
is the most important economic problem which will face the United States in the next 
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twenty years.” The competition will be open to anyone in the free world who wishes to 
enter except a few groups specified in the Rules and Regulations. Papers to be submitted 
must not exceed 2,000 words, must be in English and must be submitted by the end of 
October 1957. Winners of the 50 prizes of $50C each will be announced early in 1958. 
Copies of the Rules and Regulations may te obtained from the Committee for Economic 
Development, 444 Madison Ave., New York 22, N. Y. 


The Metropolitan Economic Association has elected the following officers for the year 
1957-58: William A. Berridge, Metropolitan Life Insurance Company, president; Robert 
D. Liter, College of the City of New York, vice president; Harold B. Ehrlich, Rutgers 
University, secretary; Edward Marcus, Brooklyn College, treasurer. 


The headquarters office of the American Council of Learned Societies has been trans- 
ferred to New York City, in the Carnezie End>wment International Center, 345 East 
46th Street. The newly appointed president, Frederick Burkhardt, will be at the New 
York headquarters office. J. F. Wellemeyer, who has been acting as executive director of 
the ACLS, is now director of the Washington office. 


Visiting Foreign Scholars 

Trygve M. Haavelmo, of the University of Oslo, Norway, has been appointed Ford 
Foundation visiting research professor of economics at the University of Chicago. 

Lachlan McGregor, of Melbourne University, is visiting lecturer in the College of. 
Commerce and Business Administration, Department of Economics, University of Illinois. 

Geoffrey Maynard, lecturer at University College, Cardiff, Wales, is spending the current 
academic year in the department of political economy, Johns Hopkins University. 

Michael V. Posner, of the Institute of Statistics, Oxford University, has been appointed 
visiting lecturer in economics at Wesleyan University. 


‘Kakkadan Nandanath Raj, of the Delhi School of Economics, will be visiting professor 
in the department of political economy, the Johns Hopkins University, in the second term 
of the current academic year. ` 


Mataji Umemura, of Hitotsubashi University, Tokyo, is a research fellow in the depart- 
ment of political economy, the Johns Hopkins University. 


Deaths 


Wiliam Adams Brown, Jr., senior staff member of the Brookings Iastitution, died 
April 19, 1957. 

Joseph W. Charlton, professor of economics and business, Grinnell College, died January 
31, 1957. 

Harold J. Plous, of Santa Barbara, California, died May 2, 1957. 


Ralph B. Tower, professor of economics and chairman of the department of economics, 
West Virginia University, died April 29, 1957. 


Appointments and Resignations 


Owen F. Aldis has been appcinted instructor in economics at Yale University. 

Alec P. Alexander, of the University of California, is assistant professor of economics 
at Northwestern University in the current academic year. 

Kenneth O. Alexander has been promoted to assistant professor of economics in the 
Labor and Industrial Relations Center of Michigan State University. 

Marcus Alexis, formerly of the University of Minnesota, has accepted an appointment as 
assistant professor at Macalester College, St. Paul. 
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Anker V. Andersen has been named instructor at the University of Minnesota. 

Vojtech E. Andie has been appointed assistant professor of economics at the University 
of Pittsburgh. 

Kenneth R. Andrews has been appointed professor of business ERRA in the 
Harvard Graduate School of Business Administration. 

Eric Axilrod has been appointed acting assistant professor of business administration in 
the School of Business Administration of the University of California, Los Angeles. 

Raymond Bailey has been promoted to assistant professor in the department of agricul- 
tural economics of Ohio State University. 

John M. Baitsell has been appointed research associate in business ei in the 
Harvard Graduate School of Business Administration. ` 


LeRoy A. Baker has been appointed instructor in accounting in the School of Business, 
University of Kansas. 

John R. Bangs, formerly at Cornell University and then the Budd Compary, Phila- 
delphia, has been appointed visiting professor of management, University of Florida. 

William J. Barber, formerly at Nuffield College, Oxford University, has been appointed 
assistant professor of economics at Wesleyan University. 


Douglas C. Basil, formerly of Northwestern University, has joined the faculty of the 
University of Minnesota as associate professor. 


Raymond A. Bauer has been appointed Ford Foundation Distinguished Research Pro- 
fessor in the Harvard Graduate School of Business Administration. 


James F. Becker has been promoted from instructor to assistant professor oI economics 
in the School of Commerce, New York University. 


Lewis Bell has resigned from the University of Kentucky Bureau of Business Research 
to be the assistant director of purchasing in the Kentucky Department of Finance. 


Arthur F. Belote, formerly of the University of Toledo, has been appointed interim 
instructor of management at the University of Florida. 


Charles H. Berry has been promoted to assistant professor of economics ac Yale Uni- 
versity. 

Robert C. Bingham has been promoted to assistant professor of economics in the 
department of economics of the College of Business Administration, University of Nebraska. 

Jacob G. Birnberg has been appointed instructor at the University of Minnesota. 

Mark Blaug has been promoted to assistant professor of economics at Yale University. 

Forrest C. Blood has been named professor of business organization and management 
emeritus of the College of Business Administration, University of Nebraska. 

Clark C. Bloom has been promoted from associate professor to professor of economics 
at the State University of Iowa. 

August C. Bolino has been promoted from instructor to assistant professor of eco- 
nomics at Saint Louis University. 

Alice Bourneuf has been granted a year’s leave of absence from Mount Holyoke College 
to be visiting associate professor of economics at the University of California, Berkeley. 

Roger L. Bowlby has been appointed instructor in economics at Iowa State University. 

W. Donald Bowles has been appointed instructor in economics at the American Uni- 
versity. 


Iver E. Bradley has been appointed lecturer in economics in the College oz Business, 
University of Utah. 


Willem Brand is leaving the United Nations in order to accept a professorship in eco- 
nomics of nonwestern areas at Leyden University, The Netherlands. He wil also be a staff 
member of the Institute of Social Studies, The Hague. 


Floyd,S. Brandt has been appointed instructor in business administration in tke Harvard 
Graduate School of Business Administration. 
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Ward C. Bray, of the University of Kansas, has accepted a position with Carter Oil 
Company in Tulsa, Oklahoma. 

Harvey E. Brazer, of Wayne University, has been appointed associate professor of eco- 
nomics and research associate in the Institute of Public Administration, University of 
Michigan. 

George F. Break, on leave from the University of California for tne academic year 
1957-58, is director of a research project of the National Planning Association. 


John M. Brophy has resigned from the New York State School of Industrial and Labor 
Relations, Cornell University, to become head of the department of business administra- 
tion of the University of Rochester. . 

Albert Buckberg has been appointed instructor in economics at Iowa State College. 


Walter Buckingham, Jr., has been promoted to professor of economics in the School of 
Industrial Management, Georgia Institute of Technology. 

John A. Buttrick is on leave from the University of Minnesota to teach at the Uni- 
versity of California, Berkeley, in the current academic year. 

Carl J. Cabe, of the University of Nebraska, is visiting associate professor in the depart- 
ment of economics, University of Illinois. 

Emerson T. Cammack has been promoted from instructor to assistant professor in the 
department of economics, University of Illinois. 

Burnham O. Campbell, of Stanford University, has been appointed instructor in the 
department of economics, University of Illinois. 

Robert W. Campbell has been promoted from instructor to assistant professor of eco- 
nomics at the University of Southern California. 

William D. Carmichael has been appointed lecturer in economics at Princeton Uni- 
versity, 

Rocco Carzo, Jr. has been appointed faculty lecturer in management in the School of 
Business, Indiana University. 

Neil Chamberlain has been granted leave from the Graduate School of Business of 
Columbia University to become director of the Ford Foundation’s Program in Economic 
Development and Administration. He will succeed Lloyd G. Reynolds, who has been on 
leave from Yale University during the past two years. 

K. Laurence Chang has been appointed assistant professor of economics at Western 
Reserve University. 


Samuel B. Chase of the University of Califorria, has been appointed instructor in the 
department of economics at the University of [llinais. 


Pao Lun Cheng has been appcinted lecturer in economics at Michigan State University. 


Shun-hsin Chou has been appointed associate professor of economics, University of 
Pittsburgh. 

Charles J. Christenson has been appointed instructor in business administration in the 
Harvard Graduate School of Business Acministration. 


M. Gardner Clark has been promoted from associate professor to professor in the New 
York State School of Industrial and Labor Relations, Cornell University. 


Joseph Clawson has resigned from the University of California at Los Angeles to accept 
a position with Alderson and Sessions, of Philadelphia. 


Tohn A. Cochran has resigned from the University of Illinois to join the staff of the 
department of economics at Southern Ilinois University. 

Edward Coen has been promoted from assistart professor to associate professor at the 
University of Minnesota. 


Robert H. Cole has been appointed associate professor of business organization and 
management in the College of Business Administration, University of Nebraska. 
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Ralph E, Conwell has resigned as head of the department of economics, sociology and 
anthropology but continues as professor of economics at the University of Wyoming. 

Sidney H. Coontz has been appointed associate professor of economics in the College 
of Business, University of Utah. 

Morris A. Copeland has been appointed Robert Julius Thorne professor of economics 
at Cornell University. The chair has been vacant since the retirement of Harold L. Reed. 

Darcy C. Coyle has been appointed assistant professor of business administration in 
the Harvard Graduate School of Business Administration. 

Earl C. Crockett has resigned from the University of Colorado to accept the post of 
vice-president at Brigham Young University. 

Ira B. Cross, Flood professor of economics, emeritus, received an honorary degree of 
LL.D. from the University of California, Berekley, in June 1957. 

James A. Crutchfield is on leave from the University of Washington in the current 
academic year to be special consultant with the Food and Agricultural Organization of the 
United Nations in East Africa. 

Malcolm M. Davisson is on leave from the University of California in the current 
academic year to be visiting professor at the University of Indonesia. 

Merrill H. Devoe has been appointed visiting professor of marketing at the University 
of Kentucky. 

Robert Dinman has returned to the University of Florida after spending a year at the 
University of Ceylon on a Fulbright appointment. 

Evsey D. Domar, of the Johns Hopkins University, was visiting professor of eccnomics 
at the Massachusetts Institute of Technology in the 1957 spring semester. 

Laurence P. Dowd, formerly of the University of Washington and for the last two years 
Fulbright lecturer in foreign trade management at Kobe University, Japan, has accepted 
an appointment as lecturer in marketing and foreign trade in the ‘School cf Business 
Administration, University of Michigan. 

Edgar S. Dunn, Jr. has returned to the University of Florida after spending a year on 
the staff of Resources for the Future, Washington, D.C. 

Leroy Dunn, of Brown University, has been appointed assistant professor of economics 
at Trinity College. 

Reed R. Durtschi has been appointed assistant professor of economics in the College 
of Business of the University of Utah. 

Warren E. Eastlund has been promoted to lecturer at the University of Minnesota. 

H. C. Eastman has been promoted to assistant professor in the department of political 
economy, University of Toronto. 

J. Eayars has been promoted to assistant professor in the department of pclitical econ- 
omy, University of Toronto. 

Harold Ecker has been appointed to the research and tacie staff of Ohio State Uni- 
versity as instructor in the area of the agricultural policy. 

Wiliam W. Ecton has been appointed instructor in accounting at the University of 
Kentucky. 

Robert R. Edminster has been granted leave from the University of Utah to be assistant 
professor of economics at the University of California, Berkeley, 

Alfred L. Edwards has been appointed instructor in economics at Michigan State Uni- 
versity. 

Otto H. Ekbrlich has been promoted to professor of economics in the Graduate School of 
Arts and Science at New York University, 

G. A. Elliott has resigned from the University of Toronto to accept an appointment to 
the Tariff Board of Canada, Ottawa. 


James R. Elliott has been promoted to associate professor at Denison University. 
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William Emory has been promoted from associate professor to professor of marketing 
in the School of Business and Public Administration, Washington University. 

Kenneth J. English has been promoted to instructor in business administration in the 
Harvard Graduate School of Business Administration. 


Grover W. Ensley has resigned from his post as executive director of the Congressional 
Joint Economic Committee to become executive vice president of the National Association 
of Mutual Savings Banks. 


John M. Ferguson has retired from teaching in the economics eee tien of the Uni- 
versity of Pittsburgh. 


Robert H. Ferguson has been promcted from associate professor to professor in the 
New York State School of Industrial and Labor Relations, Cornell University. 


E. I. Field, recently retired from Bernard Baruch School of Business, City College, is 
teaching at Los Angeles City College in the current academic year. 


Lawrence Fisher has been appointed assistant professor of finance in the School of 
Business, University of Chicago. 


Daniel O. Fletcher has been appointed instructor in economics at the University of 
Michigan. 


V. C. Fowke has been appointed Harold Innis visiting research professor in the depart- 
ment of political economy, University of Toronto, for the year 1957-58. 


W. M. Fox has been promoted from assistant professor to associate professor of in- 
dustrial relations and management, University oz Florida. 


James B. Foxworth has been appointed research associate in business administration at 
Harvard Graduate School of Business Administration. 


Marvin Frankel has been appointed visiting asscclate professor of economics at Stan- 
ford University. 


William J. Frazer, Jr., formerly economist with the Federal Research Bank of New 
York, has been appointed assistant professor of finance, University of Florida. 


Walter F. Frese has been elected professor of business administration at the Harvard 
Graduate School of Business Administration. 


Milton Friedman, of the University of Chicago, will spend the current academic year 
at the Center for Advanced Study in the Behavioral Sciences, Stanford, California. 


Jack E. Gelfand has resigned from Ithaca College to accept an appointment as assistant 
professor of finance in the School of Business and Public Administration, Temple Uni- 
versity. 


George S. Gibb, of the Harvard Graduate School of Business Administration, has been 
appointed editor of the Business History Review. 


William P. Glade, formerly of the University of Texas, has been appointed instructor in 
economics at the University of Maryland. 


Nicholas A. Glaskowsky, Jr. has joined the faculty of the University of Minnesota as 
a lecturer. 


Ray A. Goldberg has resigned from the Harvard Graduate School of Business Adminis- 
cration. 


Leland J. Gordon has resigned from the chairmanship of the department of economics 
of Denison University after serving twenty-six years. He will continued to serve as senior 
professor of economics. 


W. M. Gorman has returned to the University of Birmingham, England, after anda 
the academic year 1956-57 at Iowa State College as visiting professor of econometrics and 
statistics and the summer term at the University of Minnesota teaching economic theory. 


Benjamin Graham has been appointed visiting professor of finance in the School of 
Business Administration, University of California, Los Angeles, for the fall semester. 


NOTES 821 


W. R. Graham has been appointed research associate in the department of political econ- 
omy, University of Toronto, for the current academic year. 


Leo Grebler has returned to the National Bureau of Economic Researck after serving 
two years on the staff of the Council of Economic Advisers. He has also accepted an ap- 
pointment as adjunct professor in the Graduate School of Business, Columbia University. 

Peter Gregory has been appointed visiting assistant professor of economics at Yale Uni- 
versity. 

Yehuda Grunfeld has been appointed assistant professor of economics at the University 
of Chicago. 

John G. Gurley has been appointed senior staff member of thesBrookings Institution. 


Jean C. Halterman has been promoted from assistant professor to associate professor 
of marketing in the School of Business, Indiana University. 


Robert S. Hancock, formerly of the University of Illinois, has been appointed associate 
professor at the University of Minnesota. 


Morrison Handsaker, of Lafayette College, is Fulbright lecturer at the University of 
Sheffield, England, in the current year. 

Einar Hardin has been appointed assistant professor of economics at Michigan State 
University. 

Ada M. Harrison, of Carleton College, has been awarded a national research professor- 
ship by the Brookings Institution. f 


D. G. Hartle has been appointed lecturer in the department of political economy, Uni- 
versity of Toronto, for the year 1957-58. 


Cecil B. Haver has been appointed research associate in agricultural economics at the 
University of Chicago. 

Leon E, Hay has been promoted from assistant professor to associate professor of 
accounting in the School of Business, Indiana University . 

Charles H. Hession, of Brooklyn College, has been awarded a national research professor- 
ship by the Brookings Institution. 

Ralph W. Hidy has been elected Isidor Straus professor of business history at the 
Harvard Graduate School of Business Administration. 

George W. Hilton has been promoted to assistant professor of economics at Stanford 
University. 

Randall Hinshaw has been appointed visiting professor of economics at Yale University. 


J. E. Hipp has been promoted from instructor to assistant professcr of insurance 
and business law, University of Florida. 


Albert O. Hirschman has been reappointed visiting research professor of economics at 
Yale University. 


Jack Hirshleifer has been appointed associate professor of business economics in the 
School of Business of the University of Chicago. 

Morton Hoffman, who has been director of research and statistics of the Housing Au- 
thority of Baltimore, has been appointed director of research and analysis of the newly 
created Baltimore Urban Renewal and Housing Agency. 

Daniel M. Holland has been promoted to associate professor of economizs in the School 
of Commerce, New York University. 


T. Edward Hollander has been appointed instructor in economics at the University of 
Pittsburgh. 


Robert J. Holloway has been promoted from associate professor to professor at the 
University of Minnesota. 


O. P. F. Horwood has been appointed professor of economics in the University of Natal. 


David B. Houston has been appointed acting assistant professor of insurance in the 
School of Business Administration, University of California at Los Angeles. 
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Hendrik S. Houthakker has been promoted to professor of economics at Stanford Uni- 
versity. He is on leave in the current academic year to teach in the department of 
economics at Massachusetts Institute of Technology. 

Marshall C. Howard, of the University of Massachusetts, was visiting associate professor 
cf economics at Amherst College in the second semester of 1956-57. 

Stanley E. Howard retired in July as emeritus professor of economics at Princeton Uni- 
versity. 

William Howard has been premoted from associate professor to professor of insurance, 
University of Florida. 

Herbert B. Howell has been promoted to professor of economics at Iowa State College. 


James M. Hund, formerly of Clark University, has joined- the faculty of Emory Uni- 
versity as associate professor of business administration. 

Virginia R. Huntington has been appointed instructor in accounting in the School of 
Business, University of Kansas. 

Robert K. Jaedicke has been promoted to assistant professor in the University of Minne- 
sota. 

Phillip S. James hes been promoted to assistant professor of economics and insurance in 
the College of Business Administration at the University of Nebraska. 

‘George Jaszi has been appointed visiting professor of economics at Stanford University 
for the autumn quarter. 

Alan H. Johnson has been prcemoted to an inscructorship at the University of Minne- 
sota. 

Ethel B. Jones has been appointed research associate in economics at Iowa State Col- 
lege. 

Kenneth M. Kauffman has been appointed instructor in economics at Wellesley College. 

John H. Kaufmann has been named vice president in charge of the recently opened 
Washington office of Boni, Watkins, Jason & Co. 

Bernard Kemp has been appointed assistant professor of economics at Michigan State 
University. 

Charles J. Kennedy has been promoted to professor of economics in the College of 
Business Administration, University of Nebraska. 

Reuben Kessel has resigned from the University of California, Los Argeles, to accept 
an appointment as assistant professor of economics at the University of Chicago. 

Wylie Kilpatrick is again research professor on the staff of the Bureau of Economic and 
Business Research, University of Florida, after spending a year as executive secretary for 
the Florida Citizens Tax Council. 

Paul T. Kinney, oi the University of Califorria, Los Angeles, is now instructor in 
economics at the University of Illinois. 

Israel M. Kirzner has been appointed assistant professor of economics in the School of 
Commerce, New York University. 

William A. Knoke has been promoted frcm associate professor to professor of marketing 
at the State University of Iowa. 

Frederick Kohlmeyer, of the University of Minnesota has been appointed assistant pro- 
fessor in the department of economics, University of Illinois, 

Stanley M. Kolsan, formerly with Republic Steel Corporation, is now statistician in 
market research with General Merchandise Company, Milwaukee. 

Lawrence B. Krause, formerly of Harvard University, has been appointed instructor in 
economics at Yale University. 

Mordechai Kreinin has been appointed assistant professor of economics at Michigan 
State University. 


NOTES 823 


Daniel H. Kruger has been appointed assistant professor of economics and in the Labor 
and Industrial Relations Center at Michigan University. ; 


Ernst W. Kuhn has been promoted to associate professor rather than professor of eco- 
nomics, at the University of Wyoming, as reported in the June number of this Review. 


Robert Lampman, of the University of Washington, is on the staff of the National 
Bureau of Economic Research in the current year. 


Charles P. Larrowe has been promoted to associate professor of economics at Michigan 
State University. 


Roy L. Lassiter has been promoted from instructor to assistant professor of economics 
at the University of Florida. 


Don Leatherman has resigned from the School of Business, Indiana Universily, to accept 
an appointment at Ohio State University. 


Leland C. Lehman has been named chairman of the department of economics at Deni- 
son University. 


Abba P. Lerner, of Roosevelt University, is visiting professor of econamics at the 
Johns Hopkins University in the current academic vear. 


Charles L. Leven, of Northwestern University, has been appointed assistant professor 
of economics at Iowa State College. 


H. Gregg Lewis has been promoted to professor of economics at the University of Chi- 
cago. 


Robert W. Lewis has been appointed instructor in business administration at the 
Harvard Graduate School of Business Administration. 


Edward R. Livernash has been elected professor of business administration in the 
Harvard Graduate School of Business Administration. 


Julius S. Livingston has been elected professor of business administration in the 
Harvard Graduate School of Business Administration. 


Wallace Longergan has been appointed instructor in industrial relations in the School 
of Business of the University of Chicago. 


Dudley G. Luckett has been appointed instructor in economics at Iowa State University. 


Harold I. Lunde, formerly of the University of pense has been appointed assistant 
professor at Macalester College. 


Chris J. Luneski has been appointed instructor in the University of Minnesota. 


Myles L. Mace, formerly of the Harvard Graduate School of Business Administration, 
is now vice president of Litton Industries, Inc., California. 


Josef Macek retired from the economics department of the University of Pittsburgh in 
June. 


John E. Maher, of DePauw University, has been appointed assistant prozessor of eco- 
nomics at Wesleyan University. 


Alan Mandelstamm, of the University of Michigan, has been appointed instructor in 
eccnomics at Northwestern University. 


Fritz Karl Mann, of American University, taught at the 1957 summer semester of the 
University of Cologne, Germany. 


Alan S5. Manne has been appointed associate professor of economics at Yale University. 


Theodore F. Marburg has resigned from Hamline University and accepted an appoint- 
ment as professor in the department of economics, Marquette University. 


Shelley M. Mark has been promoted to associate professor of economics at the Uni- 
versity of Hawaii. 


Jesse W. Markham has been promoted to professor of economics at Princeton Univer- 
sity. 
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Martin V. Marshall has been promoted to associate professor of business administration 
at the Harvard Graduate School of Business Acministration. 

Thomas Martinsek has been appointed assistant professor of economics at Montana State 
University. : 

Joseph L. Massie has been appointed associate professor of commerce at the University 
of Kentucky. 

Arthur J. Matson has been appointed instructor in economics at Iowa State College..- 


Gilbert P. Maynard has been promoted from associate professor to professor of account- 
ing at the State University of Iowa. 


Robert B. McCosh has resigned from the School of Business of Indiana University to: 
return to the University of Denver. 


Robert B. McKersie has been promoted to research associate in business admini: 
tration in the Harvard Graduate School of Business Administration. 


Ronald I. McKinnon has been appointed instructor at the University of Minnesota. 

Walter W. McMahon, of the University of Iowa, has been appointed assistant professor 
in the department of economics, University of Illinois. 

Maurice McManus, formerly of the Massachusetts Institute of Technology, is lecturer 
at the University of Minnesota. 

_ Clarence E. McNeill has been appointed professor of economics emeritus in the College 
of Business Administration, University of Nebraska. 

Robert C. Meier, formerly of the University of Minnesota, has been appointed acting 
assistant professor at the University of Washington. 

Frank Meissner has been appointed analvst in the market research department of Crown 
Zellerbach Corporation, San Francisco. He is also instructor in business statistics at Golden 
Gate College. 

Eugene R. Melander has been appointed instructor at the University of Minnesota. ` 

Emil Mesics is visiting professor in the New York State School of Industrial and Labor 
Relations, Cornell University. 

Raymond F. Mikesell, of the University of Virginia, has been appointed Miner professor 
of economics at the University of Oregon. 

Robert T. Miki, formerly of the University of Minnesota, has been appointed instructor 
in economics at Williams College. 

Taulman A. Miller has been promoted from associate professor to professor of economics 
at Indiana University. 

Edwin J. Mills, formerly of the University of Birmingham, and the Massachusetts Insti- 
tute of Technology, has been appointed assistant professor of political economy at the 
Johns Hopkins University. 

John B. Minick has been promoted to assistant professor of business organization and 
managament in the College of Business Administration, University of Nebraska. 

Franco Modigliani, on leave from Carnegie Institute of Technology, is at Harvard 
University this year. 

Johan E. Moes, formerly of the University of Minnesota, has been appointed assistant 
professor at the University of Virginia. 

John M. Montias, formerly of Columbia University, has been appointed instructor in 
economics at Yale University. 

Dan M. Moose has been appointed instructor in economics at DePauw University. 

Chester A. Morgan has been premoted from assistant professor to associate professor of 
labor and management at the State University of Iowa. 

Thomas J. Morison, formerly of the University of Minnesota, has been appointed to the 
faculty in economics at Carleton College. 

F. W. Morrissey has been appointed assistant professor of economics at Michigan State 
University. 


NOTES 825 


Edward Morrison has been appointed faculty lecturer in management in the School of 
Business, Indiana University. 


N. H. Morse has been appointed research associate in the department of political 
econcemy in the University of Toronto. 


Albert Mossawir has been appointed instructor in economics at Wesleyan University. 

Mary E. Murphy has been granted leave from Los Angeles State College to become 
the first director of research of the Institute of Chartered Accountants in Sydney, Aus- 
tralia. 

Powell Niland, formerly of Harvard Graduate School of Business Administration, has 
been appointed associate professor of management in the School of Business and Public 
Administration, Washington University. 

James W. Noehl has been named instructor at the University of Minnesota. 

Hugh S. Norton, formerly of the University of Maryland and U. S. Department of Agri- 
culture has been appointed associate professor of transportation at the University of 
Tennessee. | 

Walter Y. Oi has been appointed instructor in economics at Iowa State College. 


Robert F. Olberding has resigned from the University of Nebraska to accept an appoint- 
ment at the University of Wichita. 

Alden C. Olson has returned to the University of Minnesota as a lecturer after spending 
two years at the University of Illinois and another year as visiting economist at the 
Federal Reserve Bank, Minneapolis. 

Oscar A. Ornati has resigned from the New York State School of Industrial and Labor 
Relations, Cornell University, to accept an appointment as associate professor, New School 
for Social Research. 


Charles D. Orth, III has been appointed assistant professor of business administration in 
the Harvard Graduate School of Business Administration. 


David W. Ortlieb has been appointed faculty lecturer in business administration in the 
School of Business, Indiana University. 


Clifford F. Owen has been appointed acting assistant professor of economics at the 
University of Virginia. 


David L. Paden has resigned from the School of Business, Indiana University, to accept 
an appointment at Stanford University. 


Ernest F. Patterson has resigned from the University of Alabama to accept an appoint- 
ment as associate professor of economics at Davidson College. 


Jeanne S, Pearlson, formerly economist with the Allied Chemical and Dye Corporation, 
has been appointed assistant professor of ‘economics at the American University. 


Edith T, Penrose has been granted a year’s leave of absence from the Johns Hopkins 
University to be visiting lecturer at Baghdad University, Iraq. 


John E. Perkins has resigned from Northwest Missouri State College to accept an 
appointment as associate professor at Arlington State College, Texas. 


Charles A. Peterson, formerly of Kansas State Teachers’ College, has been appointed 
instructor in the University of Minnesota. 


Wallace C. Peterson has been promoted to associate professor of economics in the Col- 
lege of Business Administration, University of Nebraska. 


Robert B. Pettengill has accepted an appointment as professor of economics at Rollins 
College. 


Rolf Piekarz has been appointed lecturer in economics at Hofstra College. 


-Robert Pierson, of Northwestern University, has been appointed instructor in economics 
at Purdue University. 


Jack Pontney, of Northwestern University, has been appointed instructor in economics 
at the University of Southern California. 
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J. Porter has been appointed research associate in the department of political economy 
in the University of Toronto. 

Richard C. Porter has been appointed instructor in economics at Yale University. 

M. L. Pye has resigned from the University of Florida to accept a position in the ac- 
counting department of Bethlehem Steel Company. 

L. L. Qualls has been promoted from assistant professor to associate professor of eco- 
nomics in the University of Florida. 

Howard Raiffa has been appointed asscciate professor of business administration in 
the Harvard Graduate School of Business, 

Melvin W. Reder, of Stanford University, is at the Center for Advanced Study in the 
Behavioral Sciences this year. 

William C. Reher has been appointed assistant professor of economics at the University 
of Kansas City . 

Edward F. Renshaw has been appointed research associate in TERTE D economics at 
the University of Chicago. 

J. G. Richardson has been promoted from assistant professor to associate professor of 
finance, University of Florida. 

Richard W. Richardson has resigned from Hamilton College to accept an appointment 
as assistant professor of economics at Princeton University. 

Raymond Richman is on a year’s leave of absence from the University of Pittsburgh 
to serve with the Organisation for European Economic Co-operation. 

Jobn W. Riegel, formerly of Harvard University, has been appointed instructor in eco- 
nomics at Yale University. 

Gaston Rimlinger has been promoted to assistent professor of economics at Princeton 
University. 

Winnie D. Robbins has been appointed lecturer in business administration in the Harvard 
Graduate School of Business Administration. 


Ross M. Robertson has been appointed associate professor of business administration and 
director of Business History Studies, in the School of Business, Indiana University. 


Richard D. Robinson has been appoirted lecturer in business administration in the 
Harvard Graduate School of Business Administration. 


William G. Rodger has been appointed visiting professor of accounting in the School 
of Business Administration, University of California, Los Angeles. 


Theodore W. Roesler has been appointed assistant professor of economics and statistics 
in the College of Business Administration, University of Nebraska. 


Charles L. Rolando has been appointed intructar at the University of Minnesota. 

Richard S. Rosenbloom has been promoted to instructor in business administration at 
the Harvard Graduate School of Business Administration. 

Richard N. Rosett has been appointed instructor in economics at Yale University. 

Jerome Rothenberg has been appointed assistant professor of economics at the Univer- 
sity of Chicago. 

Marvin E. Rozen has been promoted to acting assistant professor of economics at 
Stanford University. 

Lawrence E. Rudberg, formerly of the University of Minnesota, has been appointed 
assistant professor at Wayne University. 

Robert Saltonstall has resigned from the Harvard Graduate School of Business Ad- 
ministration to accept a position with the Management Development Institute of the 
Nestle Alimentana Company in Lausanne, Switzerland. 


Arnold W. Sametz has resigned from Princeton University to accept an appointment as 
associate professor of economics at New York University. 


NOTES 827 


Dorothy Z. Sanford has been appointed assistant professor of economics at the College 
of Notre Dame, Belmont, California. 

Kenneth Sanow, who has been chief of the analysis section of the Navy Transportation 
Service, has transferred to the Office of Special Studies, National Science Foundation. 

Donald H. Sauer has been appointed faculty lecturer in finance, School of Business, In- 
diana University. 

I. Richard Savage, formerly of Stanford University, has been appointed associate pro- 
fessor at the University of Minnesota. 

Thomas C. Schelling has been promoted to professor of economics at Yale University. 

James S. Schindler has been promoted from associate professor to professor of account- 
ing in the School of Business and Public Administration, Washington University. 

Jacob Schmookler, formerly of Michigan State University, has joined the faculty of the 
University of Minnesota as associate professor. 

Sterling H. Schoen has been promoted from associate professor to professor of manage- 
ment in the School of Business and Public Administration, Washington University. 

George P. Schultz has been appointed professor of industrial relations in the School of 
Business, University of Chicago. 

Howard Schultz has resigned from his post as instructor in economics at the Univer- 
sity of Pittsburgh. 


J. T. Scott has been promoted from instructor to assistant professor of economics at 
Iowa State College. 


John A. Seiler has been promoted to assistant professor of business administratior in the 
Harvard Graduate School of Business Administration. 


Ansel M. Sharp has resigned from the University of Cincinnati to accept an appoint- 
ment as assistant professor of economics in the School of Business, Oklahoma State Uni- 
versity. 

S. W. Shaw, formerly of the University of Florida, has been appointed associate pro- 
fessor of marketing at the University of South Carolina. 


Fred C. Shorter has been appointed assistant professor of economics at the California 
Institute of Technology. 


Barry N. Siegel has been appointed assistant professor of economics in the College of 
Business Administration, University of Utah. 


Ben D. Simpson has been appointed instructor in accounting in the School of Business, 
University of Kansas. 

Fred Slavick has resigned from the New York State School of Industrial and Labor 
Relations, Cornell University, to accept an appointment as assistant professor, State Uni- 
versity of Iowa. 

Mervin G. Smith, of the Ohio State University, has been in South and Central America 
during the summer aiding in developing teaching programs in the field of agricultural 
finance in several South American universities. 

Paul E. Smith has been appointed instructor in economics at the University of Michigan. 

Stanton R. Smith has been appointed lecturer in economics in the College of Business, 
University of Utah. 


Warren L. Smith, of the Ohio State University, has been appointed associate professor 
of economics at the University of Michigan. 


Ezra Solomon has been promoted to professor of finance in the School of Eusiness, 
University of Chicago. 


Babette Solon has been appointed lecturer in economics at Hofstra College. 


Harold S. Spear has been appointed research associate in business administration in the 
Harvard Graduate School of Business Administration. 


Eldred C. Speck has resigned from the University of Kentucky to join the faculty of 
McNeese State College. 
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Edwin H. Spengler, of Brooklyn College, is Fulbright lecturer at :he University of 
Copenhagen this year. 

Corydon P. Spruill has returned to full-time teaching as professor of economics after 
having served as dean of the zaculty of the University of North Carolina for the past 
three years. 


Peter O. Steiner, of the University of California, Berkeley, has accepted an appointment 
at the University of Wisconsin. 

Herbert F. Stewart has been appointd lecturer in business administration in the Harvard 
Graduate School of Business Administration. 

Donald L. Strand has been promoted from instructor to lecturer at the University of 
Minnesota. 

W. Paul Strassmann has been promoted to assistant professor of economics at Michigan 
State University. 


Adam K. Stricker, Jr. now has a private practice as professional engineer and manage- 
ment consultant. 


Jerome C. Strong has been appointed instructor in economics at Princeton University. 


Adolf Sturmthal, of Roosevelt University, is visiting professor at the Graduate School 
of Business, Columbia University, in the current year. 


S. Stykolt has been promoted to assistant professor in the department of political 
economy in the University of Toronto. 


Renato Tagiuri has been appointed lecturer in business administration in the Harvard 
Graduate School of Business Administration. 


James N. Tattersall has been appointed instructor in economics at the University of 
Oregon. 


Norman W. Taylor has been appointed instructor in economics at Yale University. 


Clemens B. Thoman has been promoted to associate professor of economics in the 
College of Business Administration, University of Nebraska. 

Robert W. Thomas, Jr. has been appointed instructor in economics at Iowa State 
College. 

Kenneth M. Thompson has been appointed lecturer in personnel management and 
industrial relations in the School of Business Administration, University of California, Los 
Angeles. 

Erik Thorbecke has been appointed assistant professor of economics at Iowa State 
College. 

George P. Torrence has retired from the faculty of the School of Business Administration, 
Emory University. 

Ralph N. Traxler, of the University of Florida, has joined the faculty of the School of 
Business Administration, Emory University, as assistant professor of business administra- 
tion. 

Jack L. Turner has transferred from the department of agricultural econemics to the 
department of horticulture at the Alabama Polytechnic Institute. 


Arthur R. Upgren has resigned from Dartmoutk College, to become Frederic R. Bigelow 
professor of economics and director of the Bureau of Economic Studies at Macalester 
College, St. Paul, Minnesota. 


Harold G. Vatter, of the University of Massachusetts, was visiting associate professor 
of economics at Amherst College in the 1957 spring semester. 


Lewis E. Wagner, of the University of Iowa, has been appointed associate poeni in 
the department of economics, University of Illinois. 


James E. Walter has been appointed associate professor of business administration in 
the Harvard Graduate School of Business Administration. 


NOTES 829 


Benjamin N. Ward has been appointed assistant professor of economucs at Stanford 
University. 

Leonard L. Watkins, professor of economics at the University of Mickigan, retired in 
June. 

A. Watson has been appointed lecturer in the department? of political economy, Uni- 
versity of Toronto. 


Marshall D. Wattles has been appointed assistant dean of the colege of Liberal Arts, 
University of Oregon. 


Harold W. Watts has been appointed instructor in’ economics at Yale University. 

J. W. Weech has been appointed interim instructor in marketing at the University of 
Florida. 

Hans M. Weingartner has been appointed instructor in industrial economics in the 
School of Business, University of Chicago. 

Stanislaw H. Wellisz has been appointed assistant professor of business 2ccnomics in the 
School of Business, University of Chicago. 

Paul J. Wells, formerly at the RAND Corporation, has been appointed imstructor in 
economics at the University of Illinois. 

Merle T. Welshans has been promoted to professor of finance in the Schoo] of Business 
and Public Administration, Washington University. 

Thomas If. White has been promoted from assistant professor to associate professor of 
economics at Hampton Institute. 

Elmus R. Wicker has been promoted from instructor to assistant professor of economics 
at Indiana University. 

John P. Williamson has been appointed assistant professor of business administration 
in the Harvard Graduate School of Business Administration. 


George W. Wilson has been appointed assistant professor of transportation tn the School 
of Business, Indiana University. 


Milton Wilson has been appointed visiting professor of business administration in the 
Harvard Graduate School of Business Administration. 


D. M. Winch has been appointed research associate in the department of political 
economy in the University of Toronto. 


Alan R. Winger has been appointed instructor in economics at the University of 
Michigan. 


Taro Yamane has been appointed assistant professor of economics in the School of 
Commerce, New York University. 


Leland B. Yeager has been appointed assistant professor of economics at the University 
of Virginia. 


FIFTY-FOURTH LIST OF DOCTORAL DISSERTATIONS IN 
POLITICAL ECONOMY IN AMERICAN UNIVERSITIES 
AND COLLEGES 


The present list specifies doctoral degrees conferred during the academic year terminating 
June 1957, and theses undertaken in the same period. 


Price and Allocation Theory; Income and Employment Theory; Related 
Empirical Studies; History of Economic Thought 


Degrees Conferred 


Paur S5. AnDERSon, Ph.D. Minnesota 1957, An empirical test of the acceleration principle: 
a study of the celationalip between gross property and sales. 

Francis M. Bator, Ph.D. Mass. Inst. Technology 1956. Capital, growth and welfare: essays 
in the theory of allocation. 

SHERRILL CLELAND, Ph.D. Princeton 1957. The influence of firm and plant size on industrial 
relations: implications for the theory of the firm. 

Josera W. Conard, Ph.D. California 1956. Studies in the theory of interest. 

Tsroomas F. Dernserc, Ph.D. Yale 1957. Consumer response to innovation: the television 
industry. 

Joan E. Exrriotr, Ph.D. Harvard 1957. Toward a more generalized theory of economic 
planning in a free society: a critique of the planning models of Friedrich Hayek, J. M. 
Keynes, and Oskar Lange. 

CHARLES E, Fercuson, Ph.D. North Carolina 1957. Welfare analysis of workable compe- 
tition. 

BENNETT FINLER, Ph.D. American 1957, Anavi of E consumption and replacement: 
implications for the national income accounts, entrepreneurial accounting, financial 
analysis, fiscal policy, saving, capital formation and income theory. 

Jonn N. Fry, Ph.D. Texas 1957. The process of economic growth according to the 
English mercantilists. 

Ferer M. Gutmann, Ph.D. Harvard 1957. Income distribution, asset values and economic 

gcowth. 

Jonn P. Henpverson, Ph.D. Maryland 1956. A reinterpretation of Ricardo’s theory of 
value. 

IsraeL M. Kirzwer, Ph.D. New York 1957. Development in the conception of economic. 
sclence since 1900. 

Lovs Lereser, Ph.D. Mass. Inst. Technology 1957. External economies and transportations 
in the general equilibrium system. 

L:oxeLr W. McKenzie, Jr., Ph.D. Princeton 1956. Application of activity analysis to the 
theory of general equilibrium. 

Warrer W. McManon, Ph.D. Iowa 1957. A theoretical and statistical analysis of con- 
sumer investment. 

Morron Pacrry, Ph.D. California 1956. Malthus and Lauderdale: the anti-Ricardian 
tradition. : 

Ricwarp E. Quandt, Ph.D. Harvard 1957. Stechastic elements in economic theory and 
statistical inference in input-output analysis. 

WrramĮm C. Rewer, Ph.D. Michigan 1957. A cross section analysis of contractual saving. 

Cartes M. Tresout, Ph.D. Michigan 1957. The community income multiplier. 
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Harorp W. Warts, Ph.D. Yale 1957. The relation of consumer saving to long-run income 
anticipations. 

Epwarp J. ZABEL, Ph.D. Princeton 1956. Concepts and measurement of productive capacity. 

ARNOLD ZELLNER, Ph.D. California 1957. An empirical and theoretical analysis of short-run 
consumption functions. 


Theses in Preparation 


BARBARA BERMAN, B.A. Cornell 1948; M.A. Radcliffe 1955. Some aspects of the theory of 
wages. Harvard. 

Josera C. Brumet, B.S. Nebraska 1950; MA. 1955. Empirical implications of interest 
and profit theories. Oregon. 

Hans P. Carstenson, B.S. Ohio State 1937; M.B.A. 1938. An econometric medel of the 
asparagus market. Michigan. 

SAMUEL B. Cuase, III, B.A. Dartmouth 1954. The determination of asset prices. California. 

Rowarp L. Crerry, B.A. Juniata 1953; M.A. Princeton 1955. The typical age of replace- 
ment theory: a case study. Princeton. 

Lucy B. Creicuton, B.A. Smith 1949; M.A. Radcliffe 1952. Distribution, prices and 
consumer behavior. Harvard. 

Paur Davipson, B.S. Brooklyn 1950; M.B.A. City (New York) 1955. A study of macro- 
economic theories of distribution. Pennsylvania. 

Dowatp F. Drxon, B.A. Brown 1951; M.B.A. Wharton 1952, Price rigidities in vertical 
trade channels. Pennsylvania. 

Jacoves H. Drezeg, Lic. Liege 1951. Consumer choice under partially controllable uncer- 
tainty. Columbia. 

Yeropa GRUNFELD, B.A. Hebrew 1952; M.A. 1954. Determinants of corporate investment. 
Chicago. 

Rasoot M. H. Hast, Higher Teachers College (Iraq) 1944; M.A. Wisconsin 1953. 
Studies in functional income distribution. Wisconsin. 

OSWALD HONKALEHTO, B.S. Mass. Inst. Technology 1950; M.S, 1955. Education and eco- 
nomic development: an allocation program. Mass. Inst. Technology. 

Rosert C. Jones, B.S. Pennsylvania 1949; M.B.A. 1955, The integration cf ex ante vari- 
ables in models of consumer behavior. Pennsylvania. 

Lovis J. Junxer, B.A. Denver 1951; M.A. Connecticut 1953. The social and economic 

. thought of C. E. Ayres. Wisconsin. 

SistER Martama Jure Kerman, s.n.v., B.A. Trinity 1951; M.A. Catholic 1953. An 
analysis of the content and influence of the economic’ writings of George Tucker. 
Catholic. 

Susumu Korzumi, B.A: Osaka 1953; M.A. Michigan 1956. Econometric models in the 
U.S. with the simple industrial relations: Michigan. 

ANNE L. KRUEGER, B.A. Oberlin 1953; M.S. Wisconsin. Economic growta models, their 
applicability to the post-war American economy. Wisconsin. 

Hersert S. Levine, B.A. Harvard, 1950; M.A. 1952. Materials allocation in the Soviet 
Union. Harvard, 

Joun Nevar, B.A. Western Australia 1953. Investment theory in modern sevens eco- 
nomic models. California. 

Wurm A. NISKANEN, JR, B.A. Harvard 1954; M.A. Chicago 1955. The demand for 
alcoholic beverages. Chicago. 

James H. Norsert, B.A. Hamline 1951; M.A. Princeton 1953. The locationa? effects of 
delivered price systems. Princeton. 

WALTER Y. Or, B.S. California (Los Angeles) 1952; M.A. 1954. Cyclical employment pat- 
terns. Chicago. 

ELBERT RANDALL, B.A. Texas 1926. Dangers of full aeaplewiene New York. 
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KyowHer Sasaki, M.A. Tokyo Imperial, 1944. Controversies over Marxist economic theory 
in Japan. Columbia. 
FREDERICK C. SCHADRACK, JR., B.A. Buffalo 1952; M.A. California 1954. The determinants 
of expenditures on commercial construction in the United States, 1920-55. California. 
HERMANN STOLLER, Dipl. in Econ. Munich 1952; M.A. Florida State 1956. The very short 
run in economic analysis. Virginia. 

Ricuarp S. THorn, B.A. Columbia 1951; M.A. Maryland 1952. A study in economic 
adjustments to long-run and short-run changes in the wealth-income ratio. Yale. 

DESIDER Vıxor, J.U.D. Franz-Joseph Univ. (Hungary) 1938; M.A. Washington 1955. 
Austrian Romantic school (Adam Müller, Spann and the present Universalists). St. 
Louis. 

Haroro W. WartTs, B.A. Oregon 1954; M.A. Yale 1955. The relation of consumer saving to 
long-run income anticipations. Yale. 

SUZANNE E. Wiccins, B.A. American 1951; M.A. Indiana 1955. An econometric study of 
interest rates, liquidity and manufacturers’ fixed investment expenditure. Indiana. 


WILLIAM P. Yone, B.A. Kenyon 1953; M.A. Michigan 1954. The development of Swedish 
macro-economic theory. Michigan. 


Economic History; Economic Development; National Economies 


Degrees Conjerred 


Asar Nyoxu Asal, Ph.D. Wisconsin 1957. Sources for capital formation for economic 
development in Nigeria. 

Fuap Apput-Kapir ABDULLA, Ph.D. Pennsylvania 1957, Productivity, industrialization, 
and economic growth in Egypt, Iraq, and Turker. 

ALEO P. ALEXANDER, Ph.D. California 1957. Economic change in Turkey, 1948-1955. l 

NicHoLas BALABKINS, Ph.D. Rutgers 1957. Direct control of West German economy from 
surrender (1945) to currency reform (1948), with special reference to American policies. 

Morn Uppin Bagar, Ph.D. Kansas 1956. Some aspects of the relationship between fiscal and 
monetary policy in underdeveloped countries. A case study of Pakistan. 

Aucust C. Borino, Ph.D. St. Louis 1957. An economic history of Idaho Territory, 
1863-1890. 
ANTHONY J. Brzysxr, Ph.D. New York 1957. The Lehigh Canal and its effect on the 
economic development of the region through which it passed—1818-1873. 
BouRHAN CHATTI, Ph.D. American 1957. The fiscal system in Syria with emphasis on its 
role in the economic development of the country. 

Niymeppin Izzat Dayant, Ph.D. Wisconsin 1957. Economic appraisal of the Yarmuk 
Jordan Valley Project. . 

GreorcE R. Exrriotr, Ph.D. Toronto 1957. Enterprise and empire in the North Pacific, 
1785-1825. 

Max E. FLETCHER, Ph.D. Wisconsin 1957. Suez and Britain: an historical study of the 
effects of the Suez Canal on British economy. 

ANDREAS GERAKIS, Ph.D. Kanses 1957. Economic development in Greece with special 
reference to the devaluation of the drachma and the liberalization of imports in 1953. 
James E. Hispon, Ph.D. North Carolina 1656. The Tennessee Valley Authority—an eco- 

nomic evaluation. 
Lewis E. Hirt, Ph.D. Texas 1957. An economic analysis of a historical concept. 

GoraL P. Kare, Ph.D. ‘Kansas 1956. An analysis of the first five-year plan of India, with 
reference to maximization of national income and actual physical achievements. ` 
Crartey D. Kirxsey, Ph.D. Texas 1957. An interindustry study of the Sabine-Neches 

area of Texas. 
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Sıva J. Marssarz, Ph.D. Harvard 1957. Inflation and economic development (a case 
study: The Chilean experience 1937-1950). 

Francis B. May, Ph.D. Texas 1957. An interindustry relations analysis of the Texas 
economy for 1947. 

Grotam Reza Mocrapam, Ph.D. Stanford 1956. Iran’s foreign trade policy end eco- 
nomic growth during the inter-war period. 

Hassan Muraywip, Ph.D. Wisconsin 1957. The process of economic development in Syria, 
the growing role of the government.’ 

Grorce G. S. Murrey, Ph.D. Washington 1957. The economic development of the Outer 
Mongolian economy in recent times. 

Pros N. Oxicso, Ph.D. Northwestern 1956. Capital formation in a developing economy. 

Duvvurı VENKATA Ramana, Ph.D. Chicago 1956. Money, investment ‘and income of 
India: 1914-1950. 

‘Yusm Sayicu, Ph.D. Johns Hopkins 1957. Entrepreneurship and development: private, 
public, and joint enterprise in underdeveloped countries. 

Barry N. Srecet, Ph.D. California 1957. Inflation and economic development: studies in 
the Mexican experience. 

CHARLES F, STEWART, Ph.D., California 1956. Economic change in a plural society: Morocco 
since 1912. 

W. PauL Srrasssian, Ph.D. Maryland 1956. Risk and technological innovation in the 
United States during the nineteenth century. 

THALERNG TuamMronc-Nawasawat, Ph.D, Wisconsin 1957. Selected aspects oi the role of 
primary exports in the economic development of Southeast Asia. 

Peter R. Toscano, Ph.D. Chicago 1956. Economic thought and policy in Tuscany and 
Milan, 1737-1790. 

MEENASKSHI TYAGARAJAN, Ph.D. Kansas 1957. Entrepreneurship as a factor in economic 
growth and development: A historical and analytical approach. 

HARCHARAN Lat Uprapayaya, Ph.D. Wisconsin 1957. Industrial development of India: 
human resources and their utilization. 

BenyamMin N. Warp, Jr., Ph.D. California 1956. From Marx to Barone: the rew socialism 
and the industrial firm in postwar Yugoslavia. 


Theses in Preparation 

Josera R. AMRHEIN, B.S. Mass. Inst. Technology 1944; M.B.A. Boston 1946. The eco- 
nomic history of Burlington, Vermont. New York. 

Lawrence W. Barss, B.A. Princeton 1950, Political growth and economic dev2lopment: 
Japan, Turkey, Argentina and India. Mass. Inst. Technology. 

J. J. Berna, B.A. LaSalle 1941; Ph.L. St. Louis 1947. Entrepreneurship in Madras 
Province, India. Columbia. 

GrorcE H. Bossy, Lic. Grad. Inst. of Internat. Stud. Geneva 1950. Commercial policy and 
economic development with special reference to Japan, Brazil, and Australia from the 
middle of the 19th century to 1930. Columbia. 

Carros M. CASTILLO, B.S. Liceo de Costa Rica 1946; M.S. Tennessee 1953. The economic 
integration of Central America. Wisconsin. 

RICHARD CHANDLER, B.S. Thiel 1951; M.A. Pitt. 1955. The economic development of 
major metropolitan areas, Pittsburgh. 

Everett L. CoLwErLL, B.S. Tampa 1952; M.B.A. Miami 1953. The economic development 
of Tampa. Florida. 

Lamar C. Curry, B.A. Louisiana Polytech. 1932; Louisiana State 1939. The growth 
patterns of Northwest Louisiana since 1865. Louisiana State. 

RAPHAEL DE Jesus-Toro, B.S. Pennsylvania; M.A. Syracuse. Inducing entrepreneurship i in 
underdeveloped countries. Syracuse. 


834 THE AMERICAN ECONOMIC REVIEW 


Gumo Di Terra, B.S.E. Buenos Aires - 1954. Economic history of reste (co-author 
with Manuel Zymelman). Mass. Inst. Technology. 

L. A. Drewry, Jr., B.S. Virginia 1954; M.A. 195€, The Turkish inflation as a case study. 
Virginia. 

Drepricw ‘Dycx, B.S.A. Saskatchewan 1954; M.A. Nebraska 1955. An appraisal of the 
opportunities of economic development in the central sand area of Wisconsin. Wisconsin. 

Epwarp G. Emerrinc, B.B.A. St. Bonaventure 1951; M.A. Catholic 1953. Community 
efforts at promoting economic development in New England area. Catholic. 

Maurice C. Ernst, B.A. Yale 1948. Measurement of Polish industrial growth, 1937, 
1946-55. Columbia. 

Gustavo Escopar, B.A. California (Los Angeles) 1951. Problems of economic development 
in Venezuela. California. 

Curartes C. Frost, B.A. Tufts 1951; M.A. Fletcher School 1955. Freedom versus planning: 
the problem of optimum investment decisions in underdeveloped countries, Fletcher 
School. . 

Rozert M. German, B.A. New York 1942; M.A. Catholic 1956. Economic development of 
the Northern Frontier under a planned and a free economy: U.S.S.R. and Canada. 
Catholic. 

Levern F. Graves, A.A. Compton 1950; B.A. California 1952. Direct international invest- 
ment and its impact on economic development. Carifornia. 

Mansus Ur Hao, B.A. Punjab 1952; M.A. 1953; B.A. King’s College, Cambridge 1955. 
Pakistan’s first five-year plan. Vale. 

Josera E. Harte, B.S. Ohio State 1952. Capital imports, economic growth, and the 
balance of payment; the case of Puerto Rico. Columbia. 

Eva Bornuem Hirscxw, B.A. Michigan 1945; M.A. Columbia 1948. Incidence of costs and 
benefits of economic development in Turkey. Columbia. 

Bons Hvox Kay, B.A. Korea 1952; M.A. Wisconsin 1955. The Republic of Korean tax 
system and its impact on economic development. Wisconsin. 

Ivan Ewpras Laxos, B.A. Wisconsin 1953; M.A. Harvard 1956. A critical examination of 
the literature on external economies and of their significance in economic development. 
Harvard. 

Jonn D. Leman, B.A. DePauw 1947; M.B.A. Chicago 1949. Influence of the progressive 
movement on economic development in Wisconsin. Wisconsin. 

Marsa M. Levinson, B.S.S. City (New York) 1949; M.A. Columbia 1650, A rigorous 
formulation of Schumpeter’s theory of development and cycles. Princeton. 

Apnam J. Marprnt, Lic. in Law, Syrian 1946. Monetary policy for economic develop- 
ment: a case study—Syria during the last decade. American. 

Paur Mrpow, B.A. Cornell 1950. Modern nationalism and the appearance of native indus- 
trial entrepreneurship in the non-market society: The experience of Japan and of 
Russia. Columbia. 

Joux M. Montas, B.A. Columbia 1947; M.A. 1959. Prices of producers’ goods in post- 
war Poland. Columbia. 

Russett L. Moran, B.A. California 1954. Trade nationalization: an instrument of national 
economic policy in the Philippines. Cornell. 

BERNARD Z. Orzecs, B.S. California 1950. The role of economic fluctuations in the 
growth of the German economy, 1873-1914. California, 

Gocuta PARTHASARATHY, B.A. Andhra, India 1946; Madras 1949. Impact of commerciali- 
zation on agriculture in India. Wisconsin. 

Ann B. Rasmussen, B.A. Vassar 1953. Inflation as a source of economic development in 
Manchuria. Columbia. 

SAMUEL M. Rosensiatt, B.S. Syracuse 1951; M.A. Rutgers 1952. Tobacco merchants of 
Virginia and London—late 18th century. Rutgers. 
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Ezzepin M. Sxamseprn, B.A. Berea 1953; M.S. Alabama Polytechnic 1952. Some eco- 
nomic implications of the Litani River Project in Lebanon. Florida. 

GEORGE Starter, B.A. Hastings 1952; M.A. Cornell 1955. Postwar developments in Czecho- 
slovakian industry. Cornell. 

Dowarp G. Taney, B.A. Rutgers, 1950; M.A. 1956. William Constable, New York 
merchant. Rutgers. 

James N. Tarrersary. B.A. Washington 1954; M.A. 1956. The economic development of 
the Pacific Northwest, 1920-56. Washington. 

Fuap Hanna TerLow, Lic. Baghdad 1950; M.A. Southern California 1954. Private foreign 
investment as a possible aid for the economic and social development of Iraq. Southern 
California. 

Aran Txayrr, B.S. West Point 1940; M.B.A. Harvard 1947. Economic problems of 
Formosa following World War II. Pittsburgh. 

Epric A. Werd, Jr. B.A. Harvard 1948; M.A. Yale 1954. Sources of capital funds for 
early Connecticut manufacturing industry 1800-60. Yale. 

Ivor P. Worp, B.A. Union 1934; M.A. Columbia 1939; M.A. Denver 1951. Economic 
development in Canada and Mexico: a comparative study. Texas. 

E. F. Youns, B.A. Texas 1950. Behavior of real wages in early stages of economic develop- 
ment. Columbia. 

MANUEL ZYMELMAN, B.S.E. Buenos Aires 1953; M.S. Mass. Inst. Technology 1556. Eco- 
nomic history of Argentina (co-author with Guido Di Tella. Mass. Inst. Technology. 


Statistical Methods; Econometrics; Social Accounting 


Degrees Conferred 

ELEANOR C. Harris, Ph.D. New York 1957. Product development as an operation aided by 
statistical methods. 

Seymour MARSHAK, Ph.D. New York 1957. Night-openings: asset or liability? Suggested 
research methodology applied to Levittown, Pennsylvania trading area. 

Joan G. Ranrert, Ph.D. Oregon 1957. The theory and statistical approximation of re- 
gional multipliers. 

Theses in Preparation 

Joun S. veCant, B.S. Wisconsin 1948; M.B.A. Pennsylvania 1951. A probability model 
for time series forecasting. Pennsylvania. 

Ricard Eppe, B.S. New York 1950; M.B.A. 1951. Economic accounting history: histori- 
cal development of national wealth and income. Columbia. 

FRANKLEE GIBERT, B.A. Alabama 1949; M.S. North Carolina 1954. National income in 
the United States, 1790-1840. North Carolina. 

W. Ler Hansen, B.A. Wisconsin 1950; M.A. 1955. Life cycle patterns of income and 
intra-occupational variations in the distribution of income by size. Johns Hopkins. 

Epwarp P. Horzanp, B.S. Mass. Inst. Technology 1942. Analog simulation of a dynamic 

macro-economic system. Mass. Inst. Tech. 

Joun W. Hooper, B.A. Stanford 1950. Quadratic programming: methods of solution and 
some applications to economics. Stanford. 

Patrick. Huwtriey, B.A. Washburn 1951; M.A. North Carolina 1955. State distribution of 
manufacturer’s plant and equipment, 1954. North Carolina. 

Kncurro Kocrxu, B.S. Denver 1954; M.S. Wisconsin 1957. A study in methodology of 
economic projection. Wisconsin. 

Rarra V. Lucano, M.A. Fordham 1940. Reconciliation of financial and national income 
accounting. Fordham. 


Marton C. Purtries, B.S. Tulsa 1948; M.B.A. Oklahoma 1950. Methods o? astimating 
business and proprietor income in the counties of Oklahoma. Oklahonrira. 
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HERMAN STEKLER, B.A. Clark 1955. Economic forecasting. Mass. Inst. Technology. 


Harvey M. Wacner, B.S. Stanford 1953; M.S. 1954. Economic principles of scheduling 
processes. Mass. Inst. Technology. 


Economic Systems; Planning and Reform; Cooperation 


Degrees Conferred 


Rosperr W. Hawkes, Ph.D. Mass. Inst. Technology 1957, Communication in cooperative 
and competitive groups. 


Theses in Preparation 


Grorce J. Novax, Dipl. Goethe Univ. Frankfurt 1949, Planning of railroad freight traffic 
in the U.S.S.R. Columbia. 

Cuartes J. Tonin, M. A. Georgetown 1650. A theory of socio-economic organization. 
Georgetown. 


Business Fluctuations 


Degrees Conferred 


Guy S. Freuter, Ph.D. Harvard 1957. Income and product analysis for an open regional 
economy—the Eighth Federal District. 

Frank W. Gery, JR., Ph.D. Boston 1957. Cyclical sensitivity among New England stand- 
ard metropolitan areas—an examination of certain hypotheses. 

Douctas G. Hartie, Ph.D. Duke 1957. Predictions derived from the employment forecast 
survey. 

RicHarp M. Hiri, Ph.D. Columbia 1957. Cyclical fluctuations in the management of 
retail inventories. 

JACQUELINE R. Kasun, Ph.D. Columbia 1957. Some social aspects of business cycles in 
the Los Angeles area. 

Rosert A. LEVINE, Ph.D. Yale 1957. Investment intentions surveys and short-run fore- 
casting. 

LAWRENCE A. SKEOCH, Ph.D. California 1957. The amplitude of wholesale. price move- 
ments and the duration of business cycles. 

Henry, THOMASSEN, Ph.D. Nebraska 1956. The implications of business planning for 
economic stability in the United States. 


Theses in Preparation 


ALBERT K. Anno, B.S. Seattle 1951; M.A. St. Louis 1953; M.S. Carnegie Inst. Technology 
1956. A revision of business cycle theory. Carnegie Inst. Technology. 

Joun L. Cornwatt, B.A. Towa 1950; M.Sc. Loncon School 1952. Econometric models. 
Harvard. 

Epwarp S. FLASH, JR., B.A. Cornell 1949; M.P.A. 1950, The Council of Economic Advisers 
as a presidential staff agency. Cornell. 

Franx W. Gery, Jr., B.S. Temple 1950; M.B.A. Boston 1952. Business cycles in sixteen 
New England metropolitan areas, 1947-54, Boston. 

Ricparp W. Graves, B.B.A. Texas 1949; M.B.A. 1951. European experience in meeting the 
price-wage spiral. Indiana. 

Howarp E. Mircuerr, B.A, Whitworth 1952; M.A. Washington 1954. The Employment 
Act of 1946 and the economic role of government: a study of trends in economic think- 
ing and prescription as evidenced by government economic policy-makers, 1946, 1956. 
Washington. 
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Money, Credit and Banking; Monetary Policy; Consumer Finance}; 
Mortgage Credit 


Degrees Conferred 


Howarp K. Ammerman, Ph.D. Chicago 1956. Canadian devaluation, 1949. 
WAYNE ANGELL, Ph.D. Kansas 1957. A century of commercial banking in Karsas. 


Awprew F. Brimmer, Ph.D. Harvard 1957. Monetary policy, interest rates and invest- 
ment behavior of life insurance companies. 


Rosert G, Connors, Ph.D. St. Louis 1955, Lessons for American monetary policy from 
analogous English experience. 
ANTHONY CosTANTINO, Ph.D. California 1956, Monetary theory implicit in capital theory. 


Lance Davis, Ph.D. Johns Hopkins 1956. United States financial intermediaries in the 
early 19th Century: four case studies. 


Ropert C. Earnest, Ph.D. Ohio State 1956. Growth and economic development of sav- 
ings and loan associations in Wisconsin. 


Davin P. Eastspurn, Ph.D. Pennsylvania 1957, Real estate credit controls as a selective 
instrument of Federal Reserve policy. 


Soper Tapros GrratssA, Ph.D. Wisconsin 1957. The determination of the stock of money 
and the promotion of economic activities in Egypt. 

Jogan B. Harst, Ph.D. California 1956. Industrial credit in Lebanon. 

CLEMENT Nyoxc Isonc, Ph.D. Harvard 1957. Currency and credit in Nigeria 1850-1955. 


Jons H. Karexen, Ph.D. Mass. Inst. Technology 1956. Monetary policy and the public 
debt. 


Gordon A. McLean, Ph, D. New York 1957. Divided authority in monetary management. 
CHARLES F. Merarie, Ph.D. New York 1957. Federal credit unions in the United States: 
an analysis. 


Witu1aM Picotr, Ph.D. Washington 1956. Monetary and debt management policies during 
1953-55. 

Ricsard C. Porter, Ph.D. Yale 1957. A liquidity theory of bank operations. 

ABBAS Sepcut, Ph.D. Southern California 1956. An analysis of the problem of the integra- 
tion of monetary and fiscal policies. 

LAWRENCE STARLIGHT, Ph.D. Harvard 1957. Monetary and fiscal.policies in Communist 
China. 


Joan E. Van TasseEt, JR., Ph.D. Harvard 1957. An analysis of banking behavior of United 
States banks. 


NaSROLLAH Vagar, Ph.D. Kansas 1956. Liquidity of the assets of commercial banks in the 
United States, 1939-1953. * 


Theses in Preparation 

JAMES B. Bournen, B.S. Ilinois 1951; B.B.A. Baylor 1954, M.S. 1955. An organizational 
framework for commercial banks. Indiana. 

JEROME CrirForp, L.Ph. Loyola 1943; L.S.T. West Baden 1950; M.B.A. Pennsylvania 1952. 
Issues relating to the independence of the Federal Reserve System. Pennsylvania. 

LAWRENCE D, Cotpurnx, M.A. Kansas City 1950. Relationship between consumer credit, 
personal consumption expenditures and personal saving. Fordham. 

Joun R. Cox, B.S. Indiana 1947; M.B.A. Chicago 1948. Institutional residential mortgage 
lending in Los Angeles County 195 1-1956. Southern California. 

Ray E. Dawson, B.S, Illinois Inst. Technology 1948; M.S. 1951, The effects of general 
credit controls upon consumer finance companies, 1951-1954. Northwestern. 


Jonn V. Deaver, B.A. Mexico City 1948; M.A. 1949. The Chilean inflation, 1928-1955, 
a study in the demand for money. Chicago. 
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Wirum H. Desmonpr, B.A. New York 1945. The origin of ancient coinage in religious 
ritual. New School for Social Research. 

Hucy R. Errrorr, B.A. Harvard, 1950; M.A. Chicago 1952. Savings deposits as money. 
Chicago. 

GEORGE GoobeLL, B.A. Carroll 1943; M.B.A. Chicago 1947. A study of the role ‘of trade 
credit in the financing of American industry. Northwestern. 

Pyo Brune Han, B.B.A. Emory 1955; M.A. Duke 1957. Utility theory of money and its 
implications for monetary policy. Duke. 

Pavut M. Horvrtz, B.A. Chicago 1954; M.A. Boston 1956. The atrdetine of banking in 
New England: branches and mergers, Mass. Inst. Technology. 

Paur E. Junx, B.A. Blackburn 1951; M.A. Washington (St. Louis) 1954. Availability : 
of bank credit for financing small business. Northwestern. 

Fawzi ABDULLA EL Katsst, Lic. Baghdad 1951; M.A. Southern California 1954. A critical 
analysis of central banking in Iraq. Southern California, 

James K. Kinpawt, B.A, Chicago 1951; M.B.A. 1353, The period of the resumption in 
the United States 1865-1879. Chicago. 

ALBERT Levenson, B.A. City (New York) 1953. The supply of funds to small firms. 
Columbia. 

Patricia May, B.A. Tulane 1950; M.A. 1952. An evaluation of the operation of consumer 
credit controls, 1950-52; the Korean war experience. Tulane. 

GEORGE Macestcu, B.A. George Washington 1953; M.A. 1954. Monetary disturbances in 
the United States, 1834-1845. Chicago. 

Henri J. L. Paruman, M.S. Columbia 1955. A macroeconomic study of interest. Columbia. 

BELINDA K. Pearson, B.A. Wellesley 1952; M.A. Fle:cher School 1954, Commodity reserve 
currency and currency convertibility. Fletcher Schock. 

KENNETH J. RorHwerr, B.A. Western Australia, 1948; M.A. 1954. Impacts of inter- 
national portfolio investments on monetary structures. Harvard. 

Rospeat N. SCHWEITZER, B.A. Wabash 1952. The role of money in economic fluctuations: 
with reference to specific historical episodes. California. 

Joyce G. Sxetts, B.A. Temple 1954; M.A. Wisconsin 1955. Economic implications of re- 
serve requirement policies. Wisconsin. 


Public Finance; Fiscal Policy 


Degrees Conferred 


Eenneta G. ArnswortH, Ph.D. Brown 1957. Federal grants-in-aid and state taxes: a 
study of their effect upon Maine industry. l 

Arnozp L. Barrett, Ph.D. Virginia 1957. State taxation of financial institutions. 

J. Frepericx Barron, Ph.D. Washington 1957. Valuation of inventories for income tax 
purposes. 

ELBERT V. Bowven, Ph.D. Duke 1957. Kentucky highway expenditures: a case study in 
the economic allocation of highway funds. 

Cwicutr S. Brorgers, Ph.D. Princeton 1957. Public policy toward tax depreciation allow- 
ances—a study of its influence on business decisions and the functioning of the economy. 

Jonn E. Cartocx, Ph.D. New York 1957, History and development of accounting control 
for federal expenditures. 

Vrem L. Crristran, Ph.D. Kentucky 1956. An incremental analysis of highway expendi- 
tures in Kentucky. 

Wurnam F. Damray, Ph.D. New York 1957. The rise of municipal hospital expenditures 
in New York City 1914-1954. 

Reep R. Durrscat, Ph.D. Washington 1957, Life insurance companies under the federal 
income tax. 
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Jonn R. Freptanp, Ph.D. American 1957. The relevance of ‘Keynesian theory to U.S. 
fiscal and monetary policy, 1945-1952. 

Sapun Lawram Hammar, Ph.D. Wisconsin 1957. Agricultural taxation in Iraq. 

Caries H. Kamn, Ph.D, Wisconsin 1957. Personal deductions in the individual income 
tax. 

Lovise P. Lerpav, Ph.D. Wisconsin 1957. Non-fiscal goals in the New Zealand tax system. 

Apty Farmy ABDEL Mecum, Ph.D. Wisconsin 1957. A comparative study in income tax 
administration—Great Britain and Egypt. 

Wittiam F. Ranc, Ph.D. Cornell 1957. History and development of the corporation 
income tax in New York. 

Raymonp L. RICHMAN, | Ph.D. Chicago 1956. A contrast of American and British income - 
taxation. 

G. ALDEN Sears, Ph.D. New York 1957. A survey and evaluation of alternatives in a 
strengthened local government revenue structure with special reference to Pennsylvania. 

F. Joun SHannon, Ph.D. Kentucky 1956. The conflict between law and administrative 
practice in valuation of property for taxation in Kentucky. 


Ansex M. Suarp, Ph.D. Louisiana State 1956. A study of the countercyclical aspects of 
total government fiscal policy 1929-1940, 


Theses in Preparation 
Norman ADLER, B.B.A. City (New York) 1954; M.S. Wisconsin 1955, Income tax ad- 
ministration of wage and investment income. Wisconsin. 


Lewis C. Betz, B.A. Berea 1953. Third structure taxes: applicability for Kentucky. 
Kentucky. 

Wurm B. Bentsen, B.A. Denison 1950; M.A. Minnesota 1953. The taxation of capital 
gains and imputed income: the influence of traditional income concepts on tkeir present 
treatment in the United States and Great Britain. Wisconsin. 


Bernard G. Brown, B.A. City (New York) 1953. A study of the incidence of consumption 
taxation. Wisconsin. 


Rosert L. Darcy, B.A. Knox 1950; M.A. Indiana 1951. Municipal finance problems, with 
special attention to the income tax proposed for the City of Denver. Colorado. 


James J. Diamonp, B.S. De Paul 1950; M.B.A. 1951; M.A. Northwestern 1957. A pure 
theory of local expenditures: an empirical test. Northwestern. 


Atrrep L. Epwarps, B.S. Livingstone 1948; M.A. Michigan 1949. The severance tax and 
state finances. Jowa. 


Donan L. Erricxson, B.A. Luther 1950; M.A. Wisconsin 1951. A history of land taxation 
theory. Wisconsin. 


Louis Fier, B.A. Brooklyn 1947; M.A, 1949. The fiscal economics of state bonuses for 
veterans 1941-1957, New York. 


Wayianp D. Garpner, B.A. Doane 1950; M.S. Wisconsin 1951. Taxation of farm income. 
Wisconsin. 

Georce Hane, B.S. Columbia 1950; M.A. 1952. U. S. savings bonds and federal debt 
management. Columbia. 


James M. Hewett, B.S. Harvard 1935, LL.B. 1938; M.S. Columbia 1948. The purchase of 
tax exempt bonds by individuals in the 1946- 1956 decade. New York. 


Sane Prao Kranc, B.A. Hangchow Christian 1938; M.A. Colorado 1948. Colorado sales, 
service and gift taxes. Colorado. 


SISTER CATHERINE THERESE Knoop, B.A. Mount St. Mary's 1953; M.A. St. Louis 1954. 
Trends in the financial aspects of Old Age and Survivors Tnsurance. California. 


SANG Soo Kwak, B.A, Park; M.A. Wisconsin 1956. Luxury taxes. Wisconsin. 
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Howarp J. McBripr, B.S. Illinois 1950; M.S. 1954, The federal excise tax on freight. 
Illinois. 

Caune Hwee Rew, B.A. Korea; B.S. Bridgewater; M.A. Wisconsin 1955. Tuir years of 
Wisconsin land taxation. Wisconsin. 

Guy A. Scgrick, B.S. Purdue 1912; M.S. 1953. An analysis of the rule of taxation during 
the Chilean inflation, 1946-1956. Harvard. 

Paur E. Smita, B.A. San Diego State. The impact of the corporation income tax on in- 
vestment and its implications for changes in present tax policy. Michigan. 


International Economics 


Degrees Conferred 

JoeL Bernstermn, Ph.D. Chicago 1956. The integration of the sterling payments system 
and the intra-European payments arrangements, embodied in the European Payments 
Union. 

Carvin P. Bram, Ph.D. Texas 1957. Fluctuations in United States imports from Brazil, 
Colombia, Chile, and Mexico, 1919-1954. 

Wurm Bryan, Ph.D. Wisconsin 1957. The economics of the Anglo-Iranian Oil dispute. 

ANDRE L. Dantere, Ph.D. Harvard 1957. Problems of commodity classification in inter- 
national trade studies and factor analysis of international commodity trade. 

Harry E. Encisa, Ph.D. California 1957. The role of international trade in Canadian eco- 
nomic development since the 1920's. © 

Sona S. Gorn, Ph.D. Pittsburgh 1956. The natioral development programs of the Inter- 
national Bank of Reconstruction and Development with special reference to the roles of 
government and private enterprise. 

Dux Haran Nata Gurtoo, Ph.D. Princeton 1956. India’s balance of international 
payments, 1920 to 1953. 

GEORGE A. Hay, Jr., Ph.D. Mass. Inst. Technology 1956. Customs unions and efficiency of 
resource allocation. 

Karer Horak, Ph.D. Wisconsin 1957. Economic liberalism in Italian foreign trade, 1946-53. 

Leon Horrerman, Ph.D. California 1957. Japanese national income and international 
trade; a structural analysis. 

Jonn Huser, Ph.D. Syracuse 1957. U. S. investment in foreign bonds, a study in inter- 
national capital transfers. 

Hirova KATAYAMA, Ph.D. Wisconsin 1957. Japan’s balance of international payments þe- 
tween 1924 and 1936. 

Cut Linc Lee, Ph.D. Wisconsin 1957. Criteria of a successful flexible exchange system. 

Georc Marais, Ph.D. Wisconsin 1956. Disequilibrium in the South Afrizan balance of 
payments between 1925 and 1952, 

GUENTER H. Mattersporrr, Ph.D. Harvard.1957. Considerations for the economic inte- 
gration of Western Europe. 

Joun R. Moore, Ph.D. Cornell 1956. The impact of foreign direct investment on an under- 
developed economy: the Venezuelan case. 

ROBERT A. MUNDELL, Ph.D. Mass. Inst. Technology 1956, Essays in the theory of inter- 
national capital movements. 

Bernard Norwoop, Ph.D. Fletcher Schocl 1957. The “Buy American” policy: a study of 
U. S. Government preferential procurement. l 
Rosert W. Orwer, Ph.D. Princeton 1957. The crigins of the International Bank for 

Reconstruction and Development. 


TxrEoporE K. Oscoop, Ph.D. Yale 1957. East-West trade controls, 
Grant L. Revper, Ph.D. Harvard 1957. Britain’s export trade with Canada. 
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Ricuarp W. Ricuarpson, Ph.D. Johns Hopkins 1957. Type of intergovernmental com- 

- modity agreements and their stabilizing effects. 

CHARLES E. Srarzy, Ph.D. Mass. Inst. Technology 1956. Export taxes: a problem in 

~ international trade and economic development. 

Etroy J. STEELE, Ph.D. Iowa 1957. Sources of development funds for Latin America with 
reference to the proposed Inter-American Bank for Economic Development. 

Munc-cuto Cmao Sun, Ph.D. Michigan 1957. Japanese raw silk and American raw 
cotton. 

Huco A. Weiss, Ph.D. New York 1956. The tariff in policy and theory: trends in the 
United States since the ’twenties. 

Josera V. Yaxowicz, Ph.D. New York 1957. Economic reconstruction, nationalization, 
and agrarian reform in postwar Poland. 


Theses in Preparation 


IRVING ACKERMAN, B.B.A. City (New York) 1942; M.B.A. 1950. The importarce of the 
Philippines in the export and import trade of the United States. New York. 

CHARLES E. Barrett, B.A. Loyola 1942; M.A. Maryland 1950. German exchanze experi- 
ence since 1948. Maryland. a 

Martin R. Barrett, B.A. Williams 1954. International trade and the monetary mechanism 
in underdeveloped countries. Harvard, = 

Dare L. Cramer, B.S. Bradley 1950; M.A. 1951. Relationship between monetary and 
fiscal policy and external policy, and their effect upon the national income and price 
levels in Latin America. Louisiana State. 

ALEXANDER M. Garcia, B.A. New York 1949. The administration and op2ration of 
Western Hemisphere trade corporations. New York. 

 Waram R. Garpner, B.B.A. Oregon 1952; M.S. 1935. The Canadian dollar, 1950-1956: 
a case study of exchange rate stability in a free market. Indiana. 

Hovrmovzios G. Gerororapis, B.A. Cornell 1954. The equilibrium balance of payments. 
Cornell. í 

Sopur Taoros GeraIssa, B.S. Alexandria (Egypt) 1949; M.A. Chicago 1956. A study in 
the Egyptian exchange equation. Wisconsin. 

GEOFFREY B. Harnsworts, B.S. London School 1952. The economic links of the Com- 
monwealth, especially those relevant to the pattern of international trade in the associ- 
ation. California. 

Mitcuyit Harwitz, B.A. Brandeis 1954. Problems in the dynamic theory of comparative 
advantage. Mass. Inst. Technology. 

Wim C. Horiincer, B.A. Swarthmore 1947. The international aspects of the In- 
donesian economy: their significance for development. Mass. Inst. Technology. 

CLARK JorL, B.A. George Washington 1949; M.A. 1949. A comparative study of foreign 
exchange control practices in selected countries. Wisconsi. 

KennetH M. Kaurrman, B.A. California 1952; M.A. Harvard 1953. Capital accumula- 
tion. Harvard. 

Donarp B. Keestnc, B.A. Harvard 1954; M.A. 1956. International trade and industry 
structure: their interrelation in economic development. Harvard. 

Francis A. Lees, B.A, Brooklyn 1948; M.A. St. Louis 1954. A critical analysis of the 
European Payments Union, from 1954 to the present. New York. 

Lawrence F. Mansrietp, B.A., B.S. Washington and Lee 1947; M.A. Florida 1948, The 
International Monetary Fund, 1945-1956. North Carolina. 

SrecRiED Marks, B.A. British Columbia 1954. The multiple exchange rate system of Chile. 
Vanderbilt. 


Russert U. McLaucuiiy, B.S. Temple 1947; M.A. 1948. United States public and 
private investment in Liberia. Pennsylvania. 
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WALTHER P. Miceaer, B.S. Columbia 1950. International capital movements and eco- 
nomic development (1950-1954). Columbia. 

Turtey R. Mrvncs, B.A. Occidental 1650. International ramifications of recent United 
State recessions. California. 5 

AZIZALI F. MoHAMMED, B.A. Bombay 1947; MA. Sind 1949. The impact of foreign aid 
upon underdeveloped countries. George Washington. 

Rorr Piekarz, B.A. Brooklyn 1953. Certain aspects of international trade in their ace 
upon economic growth. Johns Hopkins. 

Ropert A. Ropertson, B.S. Cahfornia 1952, M.E. Illinois 1954. Changes in Canadian im- 
ports from the U. S. in the postwar period. Illincs. 

SEH-Hyuck Ryu, M.S. Waseda, Tokyo. The intarnational balance of payments’ problem 
of underdeveloped countries. Cincinnatz. 

ROBERT G. SCHROECER, B.A. California M.A. 1953. Balance of payments Ap OeaNORS 
of European integration. California. 

Davip SLATER, B.A. Queens (Ontario) 1947; M.A. Chicago 1950. The growth and structure 
of Canadian imports, 1926-55. Chicago. 

Econ SoHMEN, M.BA. Inst. Internat. Trade, Vienna 1952; Dr. rer. pol. Tübingen 1954. 
The economics of flexible exchange rates. Wass. Inst. Technology. 

RoserT M. Stern, B.S. California 1948; M.B.A. Chicago 1952. Trade, U. S. foreign aid, 
and agricultural surpluses. Columbia. t- 

ERIK THORBECKE, B.A. Dutch School of Econ. 1921. The tendency toward regionalization 
in international trade. California. 

LALGUDI S. VENKATARAMAN, B.A. Dehli 1950; MA. 1952. A statistical study of Indian 
jute production and marketing with special reference to foreign demand. Chicago. 

CoRNELIS ViIssER, B.A. California 1949; M.A. 1950. Japan’s position in the changing 
pattern of world trade and payments, with particular reference to South and South- 
east Asia. California. 

KoRNELIS WALRAVEN, B.A. Rodeta 1954; M.A Syracuse 1957. Netherlands foreign 
investment 1946-56. Syracuse. 

Pære M. Woo, B.A. 5t. Francis 1952. Korea: an analysis of foreign policy in relation to 
economic rehabilitation and reconstruction, 1945-1955. New York. 


Wir1t1am J. Wooprrve, B.A. St. Francis Xavier 1951; M.A. McGill 1953. The adequacy 
of foreign exchange reserves. Mass. Inst. Technology. 


Business Finance; Investment and Security Markets; Insurance 


Degrees Conferzed 


FREDERICK AMLING, Ph.D. Pennsylvania 1957. Some aspects of timberland ownership in 
New England, the South and the Lake States for selected owners with specific reference 
to owners in New England. 


James A. Byrp, Ph.D. Texas 1957, Variable annuities. 


OxtveR D. DICKERSON, JR. Ph.D. Pennsylvania 1957. Guaranteed renewable disability in- 
surance. 


LAWRENCE FisHer, Ph.D. Chicago 1956.: : Determinents of risk premiums on corporate 
bonds. 


Ropert E. KENNEDY, JR., Ph.D. Texas 1957. The concept of growth in the evaluation of 
common stocks as illustrated by the chemical products industry. 


Howarp C. LAUNSTEIN, Ph.D. Ohio State 1956. Accounting tools for management of 
casualty insurance companies. 


FreD J. Muster, Ph.D. Ohio State 1956. Amortization of emergency facilities. 


Giulio PontEecoryo, Ph.D. California 1956. The stock exchange: its role at various stages 
of capitalist development. 
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Theses in Preparation 

Barn E. Aserre, B.S. Illinois 1951; M.S. 1953. Federal income taxation of life insurance 
companies. Illinois. 

OswaLp Bown, B.S. Texas A. & M. 1951; M.S, 1954. Factors affecting aiy financing 
of American business corporations 1946- 1955. Illinois. 

Avery B. Coman, B.A. Cornell 1934. The pricing of underwriters’ services. Columbia. 

Kenneta D. Courtney, B.A. Washington 1951; M.B.A. 1954. The intermediate-term 
financing of small retail business enterprises. Okto State. 

Mytes S. Detano, M.A. Bates 1943; M.A. Boston 1947. A study of the performance of 
common stocks in selected industries during inflation and deflation. Brown. 

Danre, E. Diamonp, B.A. Massachusetts 1951. The economic impact of American life 
insurance investments on the economy, New York. 

Pamir M. Faucett, Jr., B.S. Illinois 1940; M-B.A. Harvard 1942. Interest rates and the 
allocation of investment funds. Illinois. 

Geraro Gorn, B.S. City (New York) 1948; M.A. Washington 1949. Analysis of hedging 
gains and losses in New York cottonseed oil failures 1937-1955. Columbia. 

Craurorp D. W. Gooprn, B.A. McGill 1955; M.A. Duke 1957. The development of the 
Canadian capital market 1900-1930. Duke. 

Ricearp W. Hoorey, B.S. New York 1947; M.A. 1948. The natural gas industry; a study 
in the adaptability of life insurance investment policies. Columbia. 

MarsyHart Korin, B.A. Reed 1951; M.A. Chicago 1653. Investor valuaticn of corporate 
dividends and retained earnings. Chicago. 

Jaox McEwnror, B.A. Alfred 1950; MLA. Syracuse 1953. Investment theory and regulated 
industry. Syracuse. 

Joun B, Mmyicz, B.S. Temple 1943; M.A. Southern California 1954. A study of consumer 
credit insurance in Nebraska. Southern California. 

Garnet D., Orre, B.A. Iowa State Teachers 1947; M.A. Iowa 1950. An analysis of 
dividend policies. Zowa. 

Rates C. RINGGENBERG, B.A. Cornell 1947; M.B.A. Denver 1947. An analysis and evalua- 
tion of the substitution of income debentures for pzeferred stock in the capital struc- 
tures of Class I railway companies. Northwestern. 

Hersert Sm, B.A. City (New York}; M.A. Undistributed profits and investment. 
Syracuse. 

Jerome Snyper, B.B.A. City (New York) 1942; M.B.A. Pennsylvania 1950. Recert 
developments in the theory and practice of capital budgeting. Michigan. 

Frank L. Turceon, B.S. Georgetown 1951; M.B.A. New York 1952. An investment analy- 
sis of the common stocks of the domestic agricultural equipment industry. New York. 

Bismarck Wurms, B.A. Morehouse 1947; M.B.A. Atlanta 1950. Preferred stock re- 
fundings into debt in the post-war period. Chicago. 

Grover Wirick, B.A. Michigan State; M.A. Michigan. The cost of equity capital to public 
utility companies. Michigan. 


Business Organization; Managerial Economics; Marketing; Accounting 


Degrees Conferred 
Ricemonp O. BENNETT, JR., Ph.D. Texas 1957. Cost accounting and budgeting problems 
in aircraft manufacturing. 


Wurm Copursxy, Ph.D. New York 1957. Methods of forecasting chemical commodity 
demand. 


Roserr D. Entrenserc, Ph.D. Ohio State 1956. The changing competitive position of de- 
partment stores in the United States by merchandise lines. 


Leo G. Erickson, Ph.D. Iowa 1957. Some aspects of the experimental approach in 
marketing, with particular reference to its role in pricing. 
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W. C. Piwi, Jk., Ph.D. Columbia 1957. Current concepts on costs as a basis for 
depreciation. 


DS Ton J.. FREEMAN, Ph .D. Mass. Inst. Technology 1957. Operational analysis of indus- 


:trial research. . 

l CHARLES E. GILLILAND, Jr., Ph.D. Washington 1956. A simplified reconciliation of eco- 
nomic and accounting determinants of depreciation cost. 

Guy G. Gorpon, Ph.D. California 1957. The wholesaling potential of a satellite city. 

Joan O. E. Harpin, Ph.D. Minnesota 1957. A study in production planning. 


-Lovis T. Harms, Ph.D. Pennsylvania 1955. The introduction of office machines and em- 
ployment of office workers in the United States, 1900-1950. 

Rosert K. JaepicKe, Ph.D. Minnesota 1957. The guaranteed annual wage and accounting 
for decision making. 


SATYENDRA Kumar Jarn, Fh.D. New York 1957. The role and problems of management 
in rapid industrial growth. 


Froyo H. Jenks, Ph.D. Ohio State 1957. A determination of the basic problems in 
foremanship. 


Mervin Korn, Ph.D. St. Louis 1957. The St. Louis merchant dry goods wholesaler in 
transition. 


WILttiAM Lazer, Ph.D. Ohio State 1956. An analysis and evaluation of the marketing of 
textile clothing by Western Canadian manufacturers. 

Stewart M, Lee, Ph.D. Pittsburgh 1956. Same economic implications of resale price 
maintenance with particular attention to the discount house. 

Epison A. Lynn, Sr., Ph.D. Florida 1957. ements vs “principles” in the crganization 
of industrial enterprises. 


Joun P. Maccarp, Jr., Ph.D. North Carolina 1957. Determining consumer shopping habits 
and opinions for local communities. 


Husert L. Menn, Ph.D. Texas 1957. Cost accounting and budgeting for state mental 
hospitals. 


Kemper W. Merriam, Ph.D. Texas 1957. Cost accounting for the mining, milling, and 
smelting of copper ores. 


Davin D. Monson, Ph.D. Ohio State 1957. Value added as a measure of economic 
contribution by marketing institutions. 


Roperrt W. Morerzr, Ph.D. St. Louis 1957. An inquiry into some aspects of managerial 
decision-making. 

GEORGE S. Oprorne, Ph.D’. New York 1957. A theory of informal organization considered 
as a branch of small ercup studies. 


Erte C. OESTERLE, Ph.D. Purdue 1957. A financial analysis of independent food stores in 
Indiana. 


Henry D. Ostserc, Ph.D. Ohio State 1957. Functional discounts: their economic and legal 
implications. 

Detmas D. Ray, Ph.D. Florida 1956. An evaluation of accounting methodology as an 
accentuating factor in Eusiness fluctuations. 


Myron H. Ross, Ph.D. Pennsylvania 1957. The economic structure of the Philadelphia 
parking market. 


Beve T. Sawpers, Ph.D. Texas 1957. An examination of contemporary practices in 
accounting for intangitle assets. 


RosertT J, Samira, D.BA. Indiana 1957. An analysis of current theory and practice re- 
garding the elements >f cost included in inventory by manufacturers. 


RosertT T. Sprouse, PhD. Minnesota 1956. The effect of the concept of tke corporation 
on accounting. 
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Wuar E. STONE, Ph.D. Pennsylvania. 1957. Management ` practices swith a ae to 
internal transfer pricing in large manufacturing companies. AY 

Artuur L. Svenson, Ph.D. New York 1956, Early development of dhe theory of organiza À 
tion. l 


Donatp S. Turr, Ph.D. Chicago 1956. An examination of the esata that advertising oo 


has a lagged effect on sales. 

BROTHER LASALLE WOoELFEL, Ph.D. Texas 1957. A comparative study of certain accounting 
institutions and practices in England and in the United States. 

Ricuarp S. Woops, Ph.D. Pennsylvania 1957. Non-factory costs and the period concent 
an analysis of certain accounting practices in manufacturing enterprises, and their effects 
on reports to marketing management. 

Epcar B. Yacer, D.B.A. Indiana 1957. An evaluation of annual reports of selected indus- 
trial corporations for compliance with certain standards of Accounting Research Bulletin 
—Number 43. 

RayMonpD J. ZrEcteR, Ph.D. Florida 1957. The application of managerial controls in 
selected business firms. 


Theses in Preparation 


Marcus ALexis, B.A. Brooklyn 1953; M.A. Michigan State 1954. Racial variations in 
expenditure patterns with special reference to automobile ownership. Adinnesota. 

ARTHUR T. ANDERSON, B.A. City (New York) 1954. Waste material reclamation in the 
American economy. Harvard. 

Gordon E. BELL, B.B.A. Miami 1948; M.B.A. Florida 1950. The usefulness of various 
kinds of fixed cost information for selected managerial and other purposes. Florida. 

Wiimar F. BERNTHAL, B.A. Valparaiso 1949; M.B.A. Michigan State 1950. Foreman’s 
committee role in management. Indiana. 

RAYMOND BuTeux, B.S. New York 1946; M.B.A. 1949. On the indirect extension of 
advertising ideas. New York. 

Rocco Carzo, JR., B.S. Delaware 1951; M.S. Baylor 1953. A study of inventory decision- 
making in the management of selected industrial firms and its implications to agzregative 
inventory behavior. Indiana. 

Burorp A. Casey, B.A. Bridgewater 1938; M.B.A. Harvard 1947. New prondets marketing 
in theory and practice. Ohio Siate. 

Ropert L. Crewitr, B.A. California 1947; M.A. 1949. The economics of automobile 
distribution. Michigan. 

Karman J. CoHEN, B.A. Reed 1951; B.Litt. Oxford 1953; M.S. Carnegie Inst. Tech- 
nology 1956. Mathematical models for optimal machine maintenance and replacement 
policies. Carnegie Inst. Technology. 

ALFRED A. Cox, B.S.E. Arkansas State Teachers 1949; M.B.A. Arkansas 1953. A study of 
the sales function by franchised automobile dealers in the marketing of new auto- 
mobiles. Ohio State. 

HaroLtp DEMSETZ, B.S. Illinois 1953; M.B.A. Northwestern 1954. Product innovation and 
imitation in the food industries. Northwestern. 

Brian Dixon, B.A. Manitoba 1950; M.Com. Toronto 1953. Implications of selected price 
discrimination cases on management price policy. Michigan. 

H. Ropert Doper, B.S. Ohio State 1951; M.B.A. 1954, Incentive compensation for sales 
executives—a critical analysis and evaluation of incentives for sales executives. Ohio 
State. 

Joun T. Dovutt, B.A. Muskingum 1939; M.B.A. Harvard 1941. Economic factors in e 
development of the paint and varnish industry with particular attention to their market 
implications. Pittsburgh. 
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James B. Foxworts, B.B.A. Chattanooga 1948; M.B.A. Pennsylvania 1949, The impact 
of electronic data processing in management processes. Columbia. 

Grorce Frey, B.S. New York 1947; M.B.A. 1950. Determination of the factors which 
affect sponsor identification in multiple sponsorship. New York. 

Harrison L. GRATHWOHL, B.S. Indiana 1951; M.B.A. 1951. The impact of trading stamps 
on retail advertising and pricing practices in Indianapolis, Indiana. Indiana. 

Fenix Kaurman, B.A. Chicago 1942; M.B.A. 1943. Impact of electronic data processing 
on the audit function. Chicago, 

Barkey Kipartan, B.S. Rhode Island State 1950; M.B.A. New York 1952. A critical 
analysis of the costume jewelry industry. New York. 

Roy A. Kraces, B.S. Southeast Missouri State 1938; M.B.A. Texas 1945. An analysis and 
interpretation of the fectors influencing the decentralization of the downtown depart- 
ment stores. St. Louis. 

Ronad R. Larson, B.A. Baker 1951; M.B.A. Indiana 1953. Trading stamp habits of In- 
dianapolis families. Indiana. 

Evison A. Lywn, Sr., M.E. Cornell 1912; M.E.A. Miami 1953. “Standards” vs “principles” 
in the organization of industrial enterprises. Florida. 

Micearr Z. Masser, B.S. Michigan 1937; M-B.A. Northeastern 1940. A management de- 
velopment auditing device. Northwestern. 

FreDErIcK E. May, B.A. Michigan 1949; M.B.A. 1955. Attributes of car owners influenc- 
ing their car purchasing behavior. Michigan. 

Bruce D. McSprarrin, SR., B.B.A. Oklahoma 1951; M.B.A. Indiana 1952. Organization 
of the production function. Indiana. 

Boris Part, B.Econ., LL.B. Tartu (Stockholm) 1952; M.B.A. Northwestern 1940. A 
study of direct distribution in the shoe industry with particular reference to the factors 
determining the extent of manufacturer control of the distributive functions. North- 
western. 

ALBERT C. Prerson, B.A. Illinois 1935; M.B.A. Harvard 1947. Tourism. Columbia. 

Quentin PonvER, B.S. Southwest Missouri State 1950; M.B.A. Tulsa 1952. The super- 
visory practices of foramen as related to criteria of effectiveness. Columbiz. 

VALENTINE F. Ripcway, B.S. Missouri 1948; M.S. 1950. Manufacturer-dealer relationships. 
Cornell. 

Jorn. A. RitcHey, B.S. Purdue 1941; M.S. Mass. Inst. Technology 1946. Participational 
management through advisory boards. Chicago. 

Donatp A. SCHRAMEK, B.B.A. Wisconsin 1948; M.B.A. Northwestern 1956. Statistical 
sampling and verification in auditing. Northwestern. 

GEORGE SCHWARTZ, B:A. Brooklyn 1943. A critical analysis of the development of market- 
ing thought. Pennsylvania. 

Lioyp V. SeAwatrt, B.B.A. Wake Forest 1953; M.B.A. Indiana 1954. An analysis of annual 
reports of selected American corporations for compliance with certain pronouncements 
of the American Instizute of Accountants and an investigation of observable instances 
of noncompliance. Indiana. 

Max Sniper, B.S. Iinois 1936; M.S. 1937; MLB.A. Stanford 1941. Location study— 
wholesale groceries, Bethlehem, Pennsylvania merket area. Pennsylvania. 

Anprew C. Srepry, B.S. Carnegie Inst. Technology 1956. Mathematical models a ac- 
counting and budgetary control systems. Carnegie Inst. Technology, 

Henry M. Sreeve, B.S. Missouri 1949; M.A. 1950. An evaluation of the usefulness and 
limitations of accounting data adjusted for price level changes. Indiana. 

Donato C. Srreever, B.S. Pennsylvania 1952; M.S. Ilinois 1954. Relation of utilization 
of productive capacity to new business investment in plant and equipment. J/linois. 

Jorn L. Srrrxe, B.S. Utah 1947; M.B.A. Northwestern 1950. Universal approach to job 
evaluation. Northwestern, 
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ALLEN J. Twarx, B.S. Kent State 1953; M.B.A. 1954. Sales effort and its effect on the 
quantity sold. Illinois. 

Lovis D. Votpp, B.S, Iowa State 1952; M.A. Iowa 1956. The determination and use of 
sales potentials. Towa. 


Industrial Organization; Government and Business; Industry Studies 


Degrees Conferred 


Josera Arrov, Ph.D. Harvard 1957. Lecation factors in the synthetic fiber industry with 
special reference to Puerto Rico. 

Francis J. ALBERTS, Ph.D. New York 1957. Profits and profitability in the chemical in- 
dustry. 

Joan J. Breen, Ph.D. Clark 1957. An analysis of the regulation of milk by the State of 
Rhode Island. 

Grmspert T. Brown, Ph.D. Yale 1957. The entry oe new firms into manufacturing in 
Connecticut since World War HI. 

Cart L. Butter, Ph.D. Maryland 1957. The problem of highway user charges. 

Joun E. Crayton, Ph.D. Pennsylvania 1957. Public utility regulation in Georgia. 

Jay D. Coox, Ph.D. Ohio State 1956. Cost concepts and problems under state unfair sales 
and practice acts. 

Joan Craven, Ph.D. Syracuse 1957. The cotton. textile machinery industry. 

Ricwarp K. Darr, Ph.D. Nebraska 1956. A history of the Nashua and Lowell Railroad 
Corporation 1835-1880. 

Ricoarp N. Farmer, Ph.D. California 1957. Maritime operating-differential subsidies. 

BENJAMIN Gorpserc, Ph.D. American 1957. A case study in price control during the 
Korean emergency~—the petroleum industry in the U.S.A, 

Josera R. Hartrey, D.B.A. Indiana 1957. The impact of the St. Lawrence Seaway on the 
mid-west grain markets. 

Epon S. Henprixsen, Ph.D. California 1957. Capital expenditures in the steel industry, 
1900-1953: an investigation of economic factors influencing their timing and magnitude. 

Yen Hvr Ho, Ph.D. Southern California 1957. The impact of inflation upon the steel in- 
dustry of the U. S., 1946-1954. 

Witt1am Juto, Ph.D. Wisconsin 1957. Inter-company variations in electric utility unit 
costs. 

Davin D. Kenpricx, Ph.D. California 1956. Organizational aspects of the international 
transfer of technical knowledge: a case study of the drug industry. 

Epwarp J. NEUNER, JR., Ph.D. Columbia 1957. Monopoly and competition in natural 
gas production. 

Hucu S. Norron, Ph.D., George Washington 1956. An economic survey of the Diesel 
locomotive in the railroad industry in the United States. 

Rare H. Oaxes, Ph.D. Chicago 1957. Prices paid for some fair traded items in different 
types of Chicago stores 1953-1955. 

Earte W. Orr, Ph.D. Iowa 1957. A synthesis of theories of location, transportation rates, 
and spatial price equilibrium, with applications to the development of the meat-packing 
industry in the southeastern states. 

STEPHEN ParanxKA, D.B.A. Indiana 1957. An economic analysis of mass transit opera- 
tions in the United States. 

Tomas A. Petit, Ph.D. California 1955. The economics of the SOE plywood in- 
dustry. 

Lemont K. Ricmarpson, Ph.D. Wisconsin 1956. The R.E.A. program in Wisconsin. 

Warren J. Samuers, Ph.D. Wisconsin 1957. The concepts of major business and labor 
organizations on the role of government in the economy. 
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Saur S. Sanps, Ph.D. Pennsylvania 1987, Trends in scale of production and in concentra- 
tion, United States manufacturing industry, 1904-1947. 

Howard G. Scxuttz, Ph.D. Pittsburgh 1957. Economic aspects of price control i in the meat 
industry during World War II. 

TSUNG-YUEN SHEN, Ph.D. Yale 1957. A quantitetive study of production in the American 
cotton textile industry, 1840-1940. 

Steraen H. Sosnicx, Ph.D. California 1956. Contemporary norms for market structure 
and behavior: a critical appraisal. 

James M. WALLER, Ph.D. North Carolina 1957, The economic philosophy and theory of 
the Supreme Court in recent Sherman Act cases on single-firm expansion. 


Theses in Preparacion 


Ricwarp S. Asim, B.A. Chicago 1950; M.A. 1954. Electric power allocation in the 
Pacific Northwest. Chicago. 

Ben A. Atvorp, B.S. Alabama Polytechnic Inst. 1951; M.S. Ilinois 1954, A study of the 
financing of the U. S. domestic trunk airlines 1946-1954. Ilinois. 

STANLEY E. Boyre, B.B.A. Washington State 1954. Some economic aspects of the petro 
chemical industry. Wisconsin. 

Rozsert C. Brooxs, Jr., B.A. Chicago 1946; M.B.A. 1951. The meaning and determina- 
tion of “Injury to competition” as applied in the enforcement of sections 2a, 2b, and 2f 
of the Robinson-Patman Act. Chicago. 

Francis E. Brown, Jr., B.S. Bethany 1949; M.B.A. Pennsylvania 1951. The definition and 
measurement of the travel and vacation industry. Pexnsylvania. 

Norman Byers, B.S. Northwestern 1950; M.A. 1954. Quality competition in transporta- 
tion: trailer-on-flat car. Northwestern. 

BENJAMIN CHRISTOPHER, B.A. Duke 1948; M.A. 1951. Geographic wage differentials and 
industry location. Princeton. 

Wiitram J. Davisson, B.A, Puget Sound 1953; M.A. 1954, The impact of public power 
development on the Pacific Northwest. Cornell. 

Journ Lawrence Enos, B.S. Mass. Inst. Technology 1949; M.A. Western Reserve 1956. 
The history of cracking in the petroleum refining industry 1908-1957. Mass. Inst. Tech- 
nology. 

RICHARD Nem Farmer, A.A., B.A. California 195); M.A. 1952. An analysis of the 
effects of operating differential subsidies, Merchant Marine Act, 1936, as amended. 
California. 


Howarp C. Gunes, B.S. Kentucky 1949; M.S. 1957. A case study of the Indiana Restaurant 
Association. Purdue. 


Leroy J. Grossman, B.S., B.A. Washington (St. Louis). The growth and significance of 
the apparel industry in Tennessee, 1940-1656. Vanderbilt. 

Frev S. Horrman, B.A. California (Los Angeles) 1947; M.A. 1948. An economic analysis 
of urban traffic congestion, with special reference to Los Angeles. California. 

Wrut1am E. Hurtey, B.S. Ohio State 1949; M.B.A. 1350. Titan of Pennsylvania, a business 
history of the Titan Metal Manufacturing Company, Bellefonte, Pennsylvania. Indiana. 

Warrer H. Jonwson, B.A. Connecticut 1950; M.A. 1951. The effects of vertical integra- 
tion patterns on the electric utility industry. Western Reserve. 


Rosrm C. LINSTROMBERG, B.A. Pacific 1954; M.A. 1955. The public agency benefit-to-cost- 
ratio and concepts of social cost. Oregon. 


Ricxrarp S. Martry, B.A. Harvard 1950; M.S. Cornell 1955. The behavior of the steel 
industry: a case study based on social accounting analysis. Cornell. - 


Wuram D. Maxwetr. B.A. North Carolina 1949; M.A. 1954. The rate structure in 
interstate trucking. Jokns Hopkins. 
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Srmoney L. MLER, Jr. B.A. Stanford 1941; M.A. 1949. Economics of small shipments. 
Pennsylvania. 


WALTER G. MircseLL, B.S. U. S. Military Academy 1943; MB. A. Columbia 1953. The 
management of “fair trade.” Columbia. 

CHARLES T. Moore, B.S. Indiana 1952; M.B.A. 1953. = economic effects of water 
transportation on the Ohio River. Jadignd. 


Rosert $. M. Nievsen, B.Ec. Sydney 1949; B.Ec. Melbourne 1947. The economics of 
tanker operations with special reference to the role of the independent tanker owners. 
California. l 

Gorpon Novotwie, B.A. Pennsylvania State 1940; M.L. Pittsburgh 1952. Analysis of em- 
ployment stabilization programs and techniques with special emphasis on the steel in- 
dustry. Pittsburgh. 

Joan Oris, B.CHe. Syracuse 1943; M.B.A. 1950. The abrasives industry. Syracuse. 

Perer Pasman, B.A. Wayne 1954. Market behavior in the automobile industry 1946- 
1956. Mass. Inst. Technology. 

James Mitton Patterson, B.S. U. S. Merchant Marine Academy 1945; M.B.A. Cornell 
1954, Merchant Marine promotion: a study in business-government relations. Cornell. 

Cuiu Hock Quan, M.A. Colorado 1955. The economics of natural and synthetic rubber. 
Colorado. 


Joen W. Rrecer, B.B.A. Michigan 1947, Research and competition in the railway car 
industry. Harvard, 

Josera Romm, B.S. City (New York) 1940; M.A. American 1950. The titanium industry 
and the federal government. American. 

Georce W. Rucker, B.A. Oklahoma 1951; M.A. 1953. Some economic assumptions under- 
lying long-range forecast of electric power needs. Oklahoma. 

Everett W. Sceapt, B.B.A. Boston 1932; M.A. Texas 1936. The migration in American 
industry 1939-1954. North Carolina. 

Ertc SCHENKER, B.B.A. City (New York) 1952; M.S. Tennessee 1955. A port authority 
for the State of Florida. Florida. 

STANLEY A. SELF, B.A. Texas A. & M. 1947; M.A. North Texas State 1949. Municipal 
electric systems in Oklahoma. Oklahoma. 

Frep S. Srtanper, B.S. New Hampshire 1949; M.S. 1952. Analysis of business mergers, 
with special emphasis on the textile industry. Corneil. 

GERALD F. SoRRENSEN, B.Ph. Wisconsin 1939; M.A. California (Los Angeles) 1957. Eco- 
nomic criteria applied to highway construction. California (Los Angeles). 

Ronatp H. Worr, B.B.A. Washington 1939; M.A. 1949; B.D. Union Theological 1952. A 


study in the development, internal organization, external relationships, and significance 
to the economy, of General Motors Corporation. Vanderbilt. 


James S. Wortey, B.A. Vanderbilt 1949; M.A. 1950, Research and competition. Princeton. 


Leonarp T. Wricut, B.S. Syracuse 1948; M.B.A. 1949. A search into the financial effects 
of recent corporate mergers and consolidato, American. 


Zenon S. Zannetos, B.A. Kansas 1953; M.S. Mass. Inst. Technology 1954. Oil tanker 
markets and oil tanker rates. Mass. Inst. Technology. 


Land Economics; Agricultural Economics; Economic Geography; Housing 


Degrees Conferred 


Raymonp A. Barney, Ph.D. Ohio State 1957. A farm management analysis of the swine 
enterprise in a commercial swine-producing area in Ohio. 

CARLISLE W. Baskin, Ph.D. Virgina 1957. A critique and translation of Walter Christaller’s 
Die Zentralen Orte in Siiddenutchland. 


CHARLES H. Berry, Ph.D. Chicago 1956. Farm émployment 1940-1950, a cross-sectional 
analysis, 


850 THE AMERICAN ECONOMIC REVIEW 


Gorpon E. Bivens, Ph.D. Iowa (Ames) 1957. Firm-household interdependence and other 
factors in relation to use-of credit by farm families in Greene County, Iowa. 

MicwaErL J. Brennan, Ph.D. Chicago 1956. Tke role of government: in PAER storage 
operations. 

Cyrir A. BricarT, Ph.D. Wisconsin 1956. Characteristics of the retail feed “business in 
Wisconsin, 1954. 

Davo W. Brown, Ph.D. Iowa (Ames) 1956. Adjustment of value productivity estimates 

_ to changes in price and technical relationships. 
Rospert C. Brown, Ph.D. Harvard 1957. An analysis of selected methods for improving 
farm capital structures in Butte County, California. 

Erran D. Caastian, Jr. Ph.D. Purdue 1956. An empirical study of the decision-making 
process in farm management. . 

Howard R. Dorsett, Ph.D. Iowa (Ames) 1956, Intra-family transfers of farm property 
in Jefferson County, Iowa. 

Rury S. Dovcan, Px.D. Ohio State 1956. An analysis of the use of economic informa- 
tion in farm production decisions by Ohio farmers. 


Wirum D. Durztanp, Ph.D. Texas 1957. An inquiry into forest adequacy as it concerns. ` 


the United States. 


Homer C. Evans, Ph.D. Minnesota 1956. The nature of competition among apple proc- - 


essors in the Appalachian area. 

K. A. G. Hamoupa, Ph.D. Minnesota 1956. Economic aspects of the application of. cə- 
operative farming in Egypt. 

Basım ApupuLMasnoX HannusH, Ph.D. Harvard 1957. The economic effects of part-time 
farming—Piedmont area of North Carolina. 

LAWRENCE W. Haynes, Ph.D. Wisconsin 1957. An analysis of the ice cream industry as an 
, outlet for dairy products. 

Monamep Kamer Hrnpy, Ph.D. Wisconsin 1957. Application of some sampling techniques 
to improve the collection of agricultural data in Egypt. 

Irvino J. Hoce, Ph.D. Chicago 1657. Estimation cf agricultural resource productivities 
combining time series and cross section data. i 

Sam Crunc Hss, Ph.D. Minnesota 1957. Rice and sugar cane competition on paddy 
land in Central Taiwan. 

Joun J. Hucues, Jr., Ph.D. Brown 1957. Demand relations in housing. 

Letanp L. Jornson, Ph.D, Yale 1957. Hedging, speculation and futures trading in the 
coffee market. 

Orvitte E. Krause, Ph.D. Wisconsin 1957. Wisconsin feeder pig markets and prices. 

Luizcr M. LAURENTI, Ph.D, California 1957. Effects of nonwhite purchase and occupancy 
on market prices of residences in San Francisco, Oakland, and Philadelphia. 

Treopors W. Leep, Ph.D. Ohio State 1957, A study of the relationship of merchandising 
practices and other factors to the price and movement of greenhouse tomatoes in 
retail food stores. 

Harotp C. Love, Ph.D. Iowa (Ames) 1956. An application of linear programming to 
farm and home planning. 

Howard D. Lowe, D.B.A. Indiana 1957. The eure of the central business district of 
Madison, Wisconsin. 

Patrick J. Lusy, Ph.D. Purdue 1956. Methodology applicable to short-run prediction of 
marketing and prices of hogs. 

Wirsur R. Max, Ph.D. Iowa (Ames) 1956. Financial organization in farmer cooperatives. 

Benjamin A. Micuatix, Ph.D. Fordham 1937. The decline of anthracite: an analysis 
1913-1955. . 
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Watrter G. Mirer, Ph.D. Iowa (Ames). 1956. Relative efficiencies of farm tenure classes 
in resource use: : 
Yam Munptax, Ph.D. California 1957. Analysis of agricultural production forecasts in the 
statistical decision theory framework. 
Deusert C. Myrick, Ph.D, Harvard 1957. An experiment in land use pionne illustrated 
“by, Hand County, South Dakota. 
Marc Nertov, Ph.D. Johns Hopkins 1956. Estimates of the elasticity of supply of selected 
agricultural commodities, 
Rosert C. Orre, Ph.D. Wisconsin 1956. The small watershed program in Wisconsin. 
Umar Kran Niazi, Ph.D. Ohio State 1957. Capital regeneration of agriculture in Pakistan. 
Josera C. PurcerL, Ph.D. Iowa (Ames) 1956. Effect of income, fluid milk prices, and race 
on consumption of fluid milk and fluid milk substitutes in the urban South. 
Horace L. PutersaucH, Ph.D. Purdue 1957. Farm enterprise selection by linear program- 
ming. -> 
James P. Rice, Ph.D. Pittsburgh 1957, Taxation and assessment of coal, gas, and oil with 
special reference to Western Pennsylvania, Eastern Ohio, and Northern West Virginia. 
` HuserTt E. Risser, Ph.D. Kansas 1956. Some basic changes in the bituminous coal in- 
dustry, 1903-1953, and their economic implications. 
Jorn A. Ryan, Ph.D. Texas 1957. The development of grain sorghums as an economic 
resource. 
Jonn A. ScunirrKer, Ph.D. Iowa (Ames) 1956, Application of input-output analysis to 
a regional model stressing agriculture. 
J. T. Scorr, Ph.D. Iowa (Ames) 1957. Application of linear programming for profit 
maximization in the feed firm. 
James A. Seacraves, Ph.D. Iowa (Ames) 1956, Choice of crop rotations under crop- 
share leases: a linear programming application. l 
RagmĮ{onD E. SELTZER, Ph.D. California 1957. The competitive position of the Los Angeles 
cattle market. 
Warren R. Seyreriep, D.B.A. Indiana 1956. A study of the economic future of Blooming- 
ton, Indiana as an aid to the management process. 
Crecer N. Sacra, Ph.D. California 1957. An economic analysis of the eastern apple 
industry. 
Mitton Syopcrass, Ph.D. Purdue 1956. Linear programming approach to optimum re- 
source use in dairying. 
Rosert M. Sparks, Ph.D. Pennsylvania 1957. Post-war movement of manufacturing in 
Philadelphia and adjacent Pennsylvania counties. 
Henry B. STEELE, Ph.D. Mass. Inst. Technology 1957. Economic potentialities of synthetic 
liquid fuels from oil shale. 
Tomas T. Stout, Ph.D, 1956 Ohio State. Initial inquiries into the possibility of formula 
pricing live-graded hogs under changing economic conditions. 
NATHANIEL B. Tastante, Ph, D. Purdue 1956. An appraisal of agriculture problems and 
policies in the Philippines. 
Lester G. Terser, Ph.D. Chicago 1956. The supply of stocks: cotton and wheat. 
Nicworas Tavuroczy, Ph.D. California 1957. Economic analyses of multiple pricing plans 
for United States barley. 


Rosert W. Travis, D.B.A, Indiana 1956. Paducah, Kentucky: the study of a critical 
defense housing area. 

Crarence E. Trotter, Ph.D. Minnesota 1956. Consumer preference for lean and fat type 
pork cuts. 


Wirtram A. Wayt, Ph.D. Ohio State 1956. Part-time farming in Ohio, with special 
reference to its use as a route to fulltime farming. 


$ 


- 


852 THE AMERICAN ECONOMIC REVIEW 


Noran E. Witxrams, Ph.D. Texas 1957. An inquiry into some of the cost determination 
problems of the forest products industries of Arkansas. 


Theses in Preparation 


Mate Amat, B.S. Belgrade 1938; M.B.A. Columbia 1954, Economics of the timber indus- 
try in Yugoslavia. Columbia. 

Frep B. Anperson, B.S.A. Oklahoma A. & M. 1951; M.S.A. Missouri 1952. An economic 
evaluation of custom harvesting of potatoes by packing plants. Florida. 

ALI AHMED ATTICA, B.S. Wisconsin 1953; M.S. 1956. Agricultural development and indus- 
trial growth. Wisconsin. . 

Henrix J. AuNE, B.S. Minnesota 1947; M.S. 1953. An economic analysis of labor inputs 
in dairying as affected by size of herd and types of equipment. Minnesota. 

H. WALTER BAUMGARTNER, Dipl. Agr. Giessen (Germany) 1948; Dr. Agr. 1949; MLA. 
McGill 1956. An investigation of buyers’ and sellers’ motivations in the farm real estate 
market. Minnesota. 

Carvin R. Berry, B.S.A. Arkansas 1952; M.S. 1953. An economic analysis of fertilizer 
marketing and pricing with particular reference to Indiana. Purdue. 

Joan W. Bmc, B. Com. McGill 1954. The changing location of the North American 

-wood pulp industry 1900-1955. Johns Hopkins. 


Gordon Bivens, B.S. Iowa State 1950; M.S. 1953. Farm-household mdna and 
other factors related to the use of credit by farm families in Green County, Iowa. Iowa 
(Ames). 

Rosert K. Brown, B.S. Johns Hopkins 1952; M.A. Pittsburgh 1954. The legislative back- 
ground of public housing and its financial impact, expecially on ie Pittsburgh area. 
Pittsburgh. 

Wrirmam M. Brown, B.S. Municipal (Omaha) 1951; M.B.A. POE ETR 1952. The 
Pittsburgh wholesale produce market. Pittsburgh. 

Witrrep CANDLER, B.S. Massey Agricultural (New Zealand) 1954; M.S. 1956. Pro- 
gramming with variable yields. Zowa (Ames). 

Harotp O. Carter, B.S. Michigan State 1954; M.S. 1955. An inter-regional input-output 
analysis of agriculture and other sectors cf the national economy. Jowa (Ames). 

Grant L. Cornetrus, B.S. Nebraska 1950; MLA. 1956. Institutional aspects of rural re- 
source development. Wisconsin. 

Ricwarp D. Dartey, B.S. Cornell 1951; M.S. Missouri 1952. Shortrun fluctuations in 
broiler prices. Purdue. 

Joon A. Dawson, B.S. McGill 1947; M.S. Illinois 1949. The demand for irrigation 
water in a selected area in the Missouri Basin. Chicago. 


GeraLp W. Dean, B.S. Iowa (Ames) 1952; M.S. 1955, Supply functions for = produc- 
tion. Iowa (Ames). 


Joan Dott, B.S. Montana State 1953; M.S. 1955. A logic of fitting production surfaces. 
Iowa (Ames). - 

JEANNE E. Dost, B.A. Washington State 1651; MLA. Radcliffe 1953.' An interregional - 
analysis of the United States wheat industry. Harvard. 

AxumrsH Dusey, B.Sc. Bikar (India) 1952; M.S. Oklahoma A. & M. 1955. A market 
price analysis of soft red winter wheat in Ohio. Okio State. 

Atvin C. Ecpert, B.S. Kentucky 1954; M.S. 1955. Frogramming regional adjustments in 
resource use for grain production with changing demand. Iowa (Ames). 

Taro Erus, B.S.A. Florida 1948; M.S.A. 1951. An application of the theory of the firm 
to multiple enterprise farms in North Florida. Floride. 

Gren D. Furcmer, B.S. Idaho 1951; M.S. Wisconsin 1954. A review, and analysis of 


experience in local-federal cooperation in selected resource management projects. Wis- 


consin. e 
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Cecu, E. Furrer, B.S. Ohio State 1954, M.S. 1955. An economic analysis of location of 
grain storage facilities in Ohio. Okio State. 

FARHAD GHAHRAMAN, B.L. Teheran, 1948; B.S. California 1953. The use of water in the 
agriculture of Iran. Minnesota. 

VaucHan S. Hastrvcs, B.S. U.S. Naval Academy 1945; M.A. Chicago 1957. Water alloca- 
tion in the North Platte and Platte Rivers. Chicago. 


FreD J. Horrer, B.S.A. Florida 1953; M.S.A. 1955. An economic analysis of the Florida 
honey industry. Florida. 


Harrison Hsia, B.S. Nanking 1942. The relationship between price variation and feeding 
practices for hogs. Wisconsin. 

Rurus B. Hucwes, Jr, B.S. Oklahome A. & M. 1948; M.S. 1950. Population adjust- 
ments and economic status of Southern farmers. Chicago. 

Linzey E. Juers, B.S. Minnesota 1953; M.S. 1954. An economic analysis of the operating 
costs of butter-powder plants with particular reference to the problem of joint costs. 
Minnesota. 

LAWRENCE J. Kapran, B.A. Brooklyn 1937; M.A. Columbia 1938. Factors affecting pro- 
ductivity in the homebuilding industry. Columbia. 


Myron P. Kersey, B.S. Cornell 1953; M.S. 1956. Economic effects of field renting on 
resource use. Purdue. 


Ermer R. Kirst, B.S. Missouri 1942; M.A, 1950, Consumer evaluations of beef—< 
heterogeneous product. Harvard, 


Arvio C. Kywuprson, B.S. Minnesota 1950; M.S. 1953. Costs of processing milk in spe- 
cialized butter plants, Minnesota. 

Wiir1m Konimeyver, B.S. Iowa (Ames) 1928; M.S. Purdue 1938. An economi: evalua- 
tion of industry promotion of agricultural products. Purdue. 

LutHer B. Kristyanson, B.S. North Dakota Agricultural 1951; M.A. Nebraska 1953. An 
analysis of the effects of price support policy on the dairy industry. Wisconsin. 

Hucw E. Law, B.B.A. Baylor 1952; M.S. 1953. Foreign trade restrictions and American 
agriculture. Louisiana State. 


Donard Lioyp-Jones, B.A. Swarthmore 1952; M.B.A. Columbia 1954. The economie 
effects of the Cauca river development program. Columbia. 


LAUREL D. Lorrscarp, B.S. North Dakota State 1954. Programming farms for extension 
recommendations. lowa (Ames). 

Gene McMurtry, B.S. Colorado A. & M. 1954; M.S. Purdue 1956. An analysis of the 
impact of various soil bank proposals upon Midwestern agriculture. Purdue. 

James P, Mirer, B.S. Pittsburgh 1943; M.S. 1951. Economics of light frame corstruction. 
Pittsburgh. 

Joas R. Moore, B.S. Ohio State 1951; M.S. Cornell 1955. The changing structure of the 
dairy industry since World War I. Wisconsin. 

Saan Naci, B.S. Cairo 1947; M.S. Missouri 1953. Migration and factors associated with 
integration in rural fringe areas. Ohio State. 

James NAKAMURA, B.S. Columbia 1952. Government policy regarding aEHCUUe in Japan. 
Columbia. 

Herne Kern On, B.S. Abilene Christian 1951; M.S. Colorado A. & M. 1953. Price- 
quantity relationships of demand for soft red winter wheat. Okio State. 

Pær G. Orson, B.A. Arizona 1954; M.A, 1956. Socio-economic factors affecting labor 
mobility in rural areas. Purdue. 

ARNOLD Pau sen, B.S. Iowa (Ames) 1951. Ascertaining the effects of production control 
programs. Jowa (Ames). 

Vernon W. Prerson, B.S. Purdue 1954; M.S. Connecticut 1956, Short-run prediction of 
hog prices. Purdue. 


Joun A. Pincus, B.A. Colby 1948; MLA. Columbia 1950. PNS industry and the ecs- 
nomic development of Canada. Harvard. 
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Epwarp F. ace BS. Washington State 1954; M.A. Chicago 1955. An economic 
appraisal of public investment in irrigation. Chicago. 

Witi1am T. Rice, B.S. Georgia State 1941; M.S. Ohio State. A history of agricultural 
cooperatives. Okio State. 

Howarp F. Ropinson, B.S. North Carolina A. & T. 1948; M.S. Illinois 1949. An analysis 
of the use of the potato futures market from the standpoint of the Ohio potato grower. 
Ohio State. 

Norman L. Rovziac, B.S. South Dakota State 1954; MS. 1956. An economic analysis of 
factors affecting milk prices. Purdue. 

ADNAN SHuman, Lic. in Law, Syria 1949. The cooperative movement in selected countries 
in Europe and in the Arab States. Ohio State. 

WEsLEY SmiTH, B.S.A. Manitoba 1951; M.S. Minnesota 1953. Programming farm plans for 
successive years in Western Iowa, Iowa (Ames). 

Donaro D. SteEwarp, E.S. Ohio State 1949. An appraisal and analysis of low income 
agricultural area of Southeastern Ohio. Okio State. 

Freperick C. Tempre. Ph.B. Wisconsin 1947; M.S. 1948. An analysis of business opera- 
tion among wholesale feed manufacturers, Wisconsin, 1956. Wisconsin. 

Joun E. Tuomprson, B.S. South Dakota 1949; M.S, The application of some basic princi- 
ples of taxation to selected types of farming. Wisconsin. 

Domartp L. Vocersanc, B.S. Iowa (Ames) 1951; M.S. Purdue 1956. Aggregate effects of 
various soil bank programs on American agricultural production. Purdue. 

ARTHUR J. Watrats, B.S. Connecticut State 1936; M.A. Wisconsin 1940. Impacts of the 
expanding urban-rural economy on agriculture in southeastern Wisconsin. Wisconsin. 
Ricuarp G. WatsH, B.S. Nebraska 1952; M.A. 1955. Public and private measures for 

making the best use of ruzal recreational lands. Wisconsin. 

Crrrron R. Warton, JR., B.A. Harvard 1947; M.A. School of Advanced Internat. 
Studies 1948; M.A. Chicago 1956. Capital and technology in the agricultural develop- 
ment of Minas Gerais, Brazil. Chicago. 

Caries Wooprinc, B.A. Pennsylvania State 1947; M.B.A. Pennsylvania 1949. A study of 
the elasticity of demand for housing. Pittsburgh. | 

Martin H. YEH, B.S. National Teiwan (China) 1951; M.S. Michigan State 1955. Demand 
functions for fertilizer. lowa (Ames). 


Labor 


Degrees Conferred 


KENNETH O. ALEXANDER, Ph.D. Mass. Inst. Technology 1957. A union facing diverse 
bargaining situations: the UAW in Detroit. 

Gorpon W. Bertram, Ph.D. California 1957. Industrial relations in the northern California 
construction industry. 

Joan L. BLACKMAN, Jr., Ph.D. Earvard 1957. Presidential seizure in labor disputes. 

Tony Brouwer, Ph.D. Michigan 1957. The limitation of the work week: an analysis of 
its rationale, enforcement, and economic effects. 

Frank E. Cmos, Ph.D, Minnesota 1956. The definition and measurement of wage flexi- 
bility, 

A. Kerra Cottms, Ph.D. Cornell 1957. Developing leadership in a small plant: a critical 
account of an experimental management training program. 

ARTHUR J. D. Coox, Ph.D. Kansas 1957. The union member as a foreman: a problem in 
union-management cooperation. 

Wirriam B. CUNNINGHAM, Ph.D. Brown 1957. Compulsory conciliation and ccllective bar- 
gaining : the New Brunswick experience. 

SISTER Mary Jorpan Danm, osr., Ph.D. St. Louis 1957. Types of arbitration tribunals: 
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an investigation of their comparative roles in the settlement of disputes at the plant- 
local-union level. 


Mary L. Doorzy, Ph.D. Wisconsin 1957. The Mer and the unions’ duty to bargain 
collectively under the Labor-Management Relations Act. 

Lese Fiserman, Ph.D. California 1957. Theories of the American labor movement. 

THomas W. Gavetr, Ph.D. Wisconsin 1957. The development of the saber movement in 
Milwaukee, Wisconsin. 

Siwnwey Gorpstern, Ph.D. oe 1957. Labor turnover in the United States—an eco- 
nomic appraisial of aggregate labor mobility.. 

Peter Grecory, Ph.D. Harvard 1957. Plant wage determination and the local labor market. 

Francis E. Hicwton, Ph.D. New York 1956. The issue of distributive shares—its place 
in the collective bargaining process. 

Grorce W. Hizron, Ph.D. Chicago 1956. The truck system in Great Britain. 

Warne E. Howarp, Ph.D.: Peansylvania 1957. The arbitration of the ability qualification 
to the exercise of contractual seniority rights. 

Paut V. Jouwson, Ph.D, Western Reserve 1956. Demonaty and the decision-making 
process under collective bargaining. 

Imtiaz A. Kean, Ph.D. Kansas 1956. The United States federal mediation system and its 
significance for Pakistan. 

Pamir Kotter, Ph.D. Mass. Inst. Technology 1956. Problems of industrial wage policy in 
India. 

Lester S. Levy, Ph.D. Cornell 1956. The pattern of union-management conflict in the 
automobile industry, 1937-1950. 

Duncan W. Murray, Ph.D. Wisconsin 1957. An inquiry into the nature and significance 
of the strike. 

Ronatp R. Orson, Ph.D, Wisconsin 1957. An appraisal of workmen’s compensation. 

RupotpH Prnora, Ph.D. Wisconsin 1957. Labor and politics on the Iron Range of 
Northern Minnesota. 

Gus T. RmwceL, Ph.D. Wisconsin 1957. A study of the labor movement and industrial 
relations in the cotton textile industry in Bombay, India. 

Gaston V. Ru incer, Ph.D. California 1956. Labor protest in British, American, and 
German coal mining prior to 1914, 

Rrewarps N. Rosetr, Ph.D. Yale 1957. Working wives: an econometric analysis. 

Joan C. Scxer, Jr., Ph.D. Minnesota 1956. An analysis of provisions for compensation 
for restricted time in the development of time standards for wage incentives. 


James G. Wirtz, Jr, Ph.D. Indiana 1956. Automatic production and unemployment: a 
theoretical analysis. 
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Theses in Preparation 


Leon AppLesaAuM, B.A. Brooklyn 1951; M.A. Wisconsin 1953. New trends in union 
structure and programs. Wisconsin. 


J. A. GILES. Beavsorer, B.A., Laval 1949; M.A. 1953. Conciliation boards in Quebec. 
Mass. Inst. Technology. 

Epwin W. BisHop, B.A. Antioch ae, M.A. ne Hopkins 1951. The cuatemalea labor 
movement. Wisconsin. 

CHARLES H. BLAKE, Jr., B.S. Linfield 1948; M S. Wisconsin 1953. Derdscaate of the 
Philippine labor movement. Wisconsin. ` 

ALLEN J. Brarr, B.A. Rochester 1951; M.B.A. Columbia 1953. An analysis of group 
behavior in the steel industry wita emphasis on its inflationary impact. Wisconsin. 


Donarp T. BuTLER, B.A. Western Michigan 1950; M.S. Wisconsin 1951. Union organizing 
in Iowa, 1945 to 1956. Wisconsin. 
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Josers K. Davies, B.S. Marquette 1945; M.S. Brigham Young 1950. A study of Mormon 
philosophy with regard to labor relations Southern California... 

Rev. Josera R. Denrpsez, B. Litt. Xavier, Cincinnati 1941; MA: ween 1956, Com- 
pulsory unionism. Wisconsin. 

Worm S. Deviso, B.A. Vermont 1951; MA. Connecticut 1953. Unemployment and 
compensation exhaustees. Afichigcn State. 

Ricard M. Duxe, B.A. Wooster 1953; M.A. Yale 1954. The occupational me ‘structure 
in the railroad industry in the United States, 1922-1954. Yale. t 

Wuram W. Franacan, B.A. Holy Cross 1941; M.A. Boston College 1946; MÀ. Fordham 
1949. The effect of unicn security laws on labor unions, management, industrial relations 
and economic development in the state of Iowa, 1940-1954. Columbia. 

Marton B. Gross, B.A. Syracuse 1951; M.A. Michigan 1956. Prediction of participation of 
married women in labor force. M schigan, 

SHELDON HABER, B.A. Ciy (New York) 1954. An analysis of industrial employment by 
age and sex groups. Johns Hopkins. 

Fawzr Hasm, B.A. Fouad First (2&gypt) 1944; M.S. North Carolina State 1955. Labor 
movement and industrial growth in Egypt and the Arab countries. Duke. 

ETEL B. Jones, B.A, Vessar 1952; M.A. Chicago 1954. Hours of work and the demand 
for leisure, 1900 to 1957. Chicago. 

ARTHUR M. Krucer, B.A. Toronto 1955. Union-management relations in the Canadian 
basic steel industry. Mass. Inst. Technolegy. 

WEILAM J. Ler, 5.S., B.A. St. Mary’s 1943; MLA. Catholic 1947, Right-to-work laws 
economic and ethical aspects. Catkolic, 

Jon Lzonarp, B.S. Arizona 1952; M.A. 1953. An analysis of urban-rural, regional, and 
industrial patterns of union organizing since Taft-Hartley. Cornell. 

Panir Marcus, A.A. Florida 1950; B.A. Bucknell 1952; M.A. Rutgers 1955. Migratory 
labor in New Jersey. Ruzgers. 

Frep C. Munson, B.S. Cornell 1952. Collective bargeining in the lithographic industry. 
Mass. Inst. Technology. 

Gorman C. Smite, B.S. U.S. Military Academy 1951; Economics of Army compensation. 
Columbia. 


BEVERLY STARIKA, B.A. Colorado 1950, Legislation as an expression of public policy toward 


agricultural labor. California. 

Harry F, Starx, B.A. Pittsburgh 1944. An analysis of trade union administration. Rutgers. 

Maynarp N. Toussaryt, B.A. Hamline 1953; M.A. Dllinois 1954. The impact of the 
administration of the industrial relations function on line management. Mass. Inst. 
Technology. 

Warren WATERHOUSE, B. Ed Wisconsin State 1933; M.B.A. Denver 1948. The occupa- 
tional propensity of skilled labor and some factors which influence its gee North- 
western. 

Hersert D. Werner, B.S. Northwestern 1953. Labor-management relations i in the petro- 
leum industry. California. 

Donaro E. Yerr, B.A. California 1952. A study of collective bargaining, 1929-1939. 
California. 
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Degrees Conferred 
Gorpon S. BrRuneamnp, Ph.D. Southern California 1957. An economic analysis of the federal 
Old Age and Survivor’s Insurance Act. 


Joan Q. T. Kae, Ph.D. Texas 1957. A statistical analysis of the economic aspects of 
nineteen Protestant Church-related colleges in Texas. 
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Syv Lane, Ph.D. Southern California 1957. A study of selected agencies that evaluate 
consumer goods qualitatively in the United States. 

Grorce F. Mam, Ph.D. ‘Princeton 1957, The’ projection of national populations: a report 
on the state of an art. 

Mary B. Minven; Ph.D. Purdué 1957. ‘The consumption decision and implication far con- 

* sumer education programs. 

BERNARD OKUN; Ph. D. Johns Hopkins 1957. Essays on the trends in the birth rates. 

D. NARASINGA i RaQ Ph, D. Wisconsin 1957. Social security in India. 
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Theses in Preparation 

SHRI NARAYAN Acarwata, B.A. Allahabad (India) 1944; M.A. 1946. ae at marriage in 
India. Princeton. 

Rectnatp T. Appreyvarp, B.A. Western Australia 1953; M.A. 1955. An examination of some 
movements of population and capital from the United Kingdom to Australia during 
the 1920’s and early 1930’s with particular reference to the Overseas Settlement Scheme. 
Duke. 

Gordon S. Brunuitp, B.S. Southern California 1949; M.B.A. 1951. Economic analysis of 
“the federal Old Age and Survivors Insurance Act. Southern California. 

Rosert S. Davin, B.S. California 1938; M.A. George Washington 1949. Social insurance 
in an expanding economy. George Washington. 

GILBERT Marwoerer, B.S. Pittsburgh 1949; M.L. 1951. Historical development and evalu- 
ation of Refugee Act of 1953. Pittsburgh. 

. Rocer Waker, B.B.A. Miami 1953; M.A. 1954. An evaluation of the pre-retirement © 
© planning system of the Tennessee Valley Authority. Cornell. 
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‘VACANCIES. AND APPLICATIONS: 


The Association is glad to render service to applicants who wish to make known . 
their availability for positions in the field of economics“and to administrative officers 
of colleges and universities and to others who are seeking to fill vacancies. 

The officers of the Association ‘take no responsibility for making a selection among ` 
the applicants or following up the resuits. The Secretary's Office wil! merely afford 
a central point for clearing inquiries; and the Review will publish in this: section brief 
description of vacancies announced and of applications submitted (with necessary 
editorial changes). Since the ‘Association has no other way of knowing whether or 
not this section is performing a real service, the Secretary would appreciate receiving 
notification of appointments made as a result of these announcements. It is optional ' 
with those submitting such announcements to publish name and address or to use a 
key number. Deadlines for the four issues of the Review are February, 1, May 1, 
August 1, and November 1. 


Communications should be addressed to: The Secretary, American Economic Asso- 
ciation, Northwestern University, Evanston, Illinois. 


Vacancies 


Economics, statistics, public finance: Applications are being received to fill the posi- 
tion of Highway Research Economist to head a smal! economics studies section of the 
research division of the Virginia Department of Highways. The work involves 
planning, supervising, and conducting research pertaining to highway tax revenues, 
fund distribution, and the economic signiñcance of highway location and design. Quali- 
fications include a master’s degree in economics {course work may not be substituted 
for thesis) and four years oz research experience, at least two years of which must 
have been in economic resea-ch demonstrating performance ability. A Ph.D. degree 
may be substituted for the two years of higher level research experience. Salary 
range $6,432-$8,040. Opportunity to undertake or continue part-time Ph.D. course 
study and to have research for dissertacion assigned as the principal duty of the 
position. Send biographical résumé to Tilton E. Shelburne, Director of Research, 
Virginia Council of Highway Investigation and Research, Box 3817, University Sta- 
tion, Charlottesville, Virginia. 


Economists Available for Positions 


Economics, economic history, financial history, public finance, banking, investments: 
Man, Ph.D., New York University, 1953. Currently assistant professor at large 
Eastern university; has published articles, reviews; is coauthor of book and associate 
editor of scholarly journal. Would like to relocate and would be willing to do some 
administrative work in addition to teaching. E665 


Economics, finance, business administratios: Man, 40; Ph.D., 1942. Experience in 
banking, research, government; contributor to leading ‘journals: popular trade book 
published last year and another being published this year; among books in progress 
is theory textbook. Taught ‘19 years at graduate and undergraduate levels, mainly 
economic theory and finance; 9 years in present position at state university. ‘Present 
rank full professor. Available for better position. E682 


General economic theory, theory of prices, national economics, Soviet economics, 
comparative systems, economic history, business affairs, accounting, European politics: 
Man, 27; married; Ph.D., French university, 1956; several other European diplomas 
in economics and politics. Publications (in French): presently a member of editorial ` 
staff of a daily newspaper in western New York; speaks several European languages. 
Desires teaching position. Will take any suitable proposition into consideration. 
Available on 30 days notice. , E687 


Public finance, private investment, planning and development: Man, 24; Master of 
Economics, University of Texas; Doctor of Economics, Université de Fribourg; Doc- 
tor of Law and Master of Philosophy, Santo Domingo University. Four years of 
experience with a law firm; 3 yezrs of experience teaching economics and history in 
night college. Speaks Spanish (native tongue), English, French, and fair knowledge 
of Italian, Portuguese, and German. Publications in economics, philosophy, and 
literature, Desires teaching or business position. References. Available in Baas st 
1957. E69 
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MONETARY SYSTEMS AND ACCELERATOR MODELS 


By Hyman P. Minsky* 


A significant part of recent literature on both growth and business- 
cycle theory has been based upon some form of an interaction be- 
tween a consumption (saving) relation and an induced invesiment 
relation, The authors who have constructed these accelerator-multi- 
plier models have paid little, if any, attention to the monetary pre- 
requisites and effects of the assumed processes.* Obviously the accel- 
erator-multiplier process takes place in the context of some monetary 
system. In this paper the manner in which the time series generated 
depends upon the interaction of an accelerator-multiplier process and 
the monetary system will be investigated: the main emphasis will be 
on the upper turning point and the possibility of generating steady 
growth. In this paper the lower turning point is unexplained aside from 
noticing how the various monetary systems can act as a brake on 
disinvestment and also, by changing liquidity, set the stage for a re- 
covery. 

The procedure will be to examine the result of combining a linear 
accelerator-multiplier model with a number of alternative monetary 
systems. The terms (interest rate) and the manner (type of liability) 
of financing investment are affected by the behavior of the monetary 
system. In turn, both money-market conditions and the balance-sheet 
structure of firms affect the response of firms to a change in income. 
This can be interpreted as making the accelerator coefficient an en- 
dogenous variable related to the monetary system. Hence the material 

* The author is associate professor of economics, Brown University. A large portion of 
the work on this paper was done while he was a visiting associate professor at the Uni- 


versity of California, Berkeley. He wishes to acknowledge his debt to Julius Margolis, 
Roger Miller and Merton P. Stoltz for their helpful comments and suggestions. _ 

17, R. Hicks, A Contribution to the Theory of the Trade Cycle (Oxford, 195C) and 
S. C. Tsiang, “Accelerator, Theory of the Firm, and the Business Cycle,” Quart. Jour. 
Econ. Aug. 1951, LXV, 325-41 briefly consider monetary factors. 
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in this paper could be formalized as a series of nonlinear accelerator- 
multiplier models.’ 

This paper is divided into four sections. The first is a brief review 
of the attributes of both linear and nonlinear accelerator-multiplier 
models, which is followed in the second section by an analysis of the 
behavior of the accelerator model with the quantity of money con- 
stant. The third section is an investigation of how the system would 
behave with the quantity of money varying in a number of different 
ways. In the last section some implications of the analysis for mone- 
tary and fiscal policies are briefly explored. 


I. Formal Attributes of Acce-erator-Muliiplier Models 
The essential linear accelerator-maltiplier model can be written:° 


V=e=Q4+/; (1) 
C: = avis (2) 
Ty = B(Y i1 — Feo) (3) 


where Y = income, C = consumption, 7 = investment, « = marginal 
(= average) propensity to consume, P = accelerator coefficient and ¢ 
is the number of the “day.” By substicution, equations (1)-(3) yield: 

Ve = (a + 8) Ya — BF: (4) 
Equation (4) is a second-order diference equation; its solution in 
general is of the form: 

F; = Ayu’ + Age! (5) 
where A: and Az depend upon the initial conditions and pı and pe are 
determined by the values of « and 8. 

Aside from the effects of the initial conditions, the time series gen- 
erated by a second-order difference equation can be any one of the 
following: (1) monotonic equilibratinz; (2) cyclical equilibrating; 
(3) cyclical with constant amplitude; (4) cyclical explosive; (5) 
monotonic explosive.* By itself, no cn2 of these five types of time 

1 Obviously the interest rate and consumer debt affect consumption expenditures also; 
therefore the consumption coefficient also depends tpon the behavior of the monetary sys- 


tem. The “Pigou effect” can be interpreted as a pa-ticalar relation between the consump- 
tion coefficient and the monetary system. Such effects are ignored in this paper, 

® This stripped model exhibits the characteristics cf a linear accelerator-multiplier model 
which are important for the problems discussed in this paper. The incomes should be in- 
terpreted as deviations from a “zero” level of income given by Y= A/1—-ca where A could 
be identified with autonomous investment or “zero income” consumption. 

W. J. Baumol, Economic Dynamics, An Introduction (New York, 1951), Ch. 10, 11, 
gives a very simple discussion of the solution to second-order difference equations. 

t The type of time series generated is determined by the values of p, and us, which in 
turn depend upon the values of g and 8. For a type-1 series, pı and u: are bot4 less than 
i, for a type-2, 3, or 4 series p: and pe are conjugated complex numbers, and fer a type-5 
series y, and pe are both greater than 1. , 
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series is satisfactory for business-cycle analysis. Types 1 and 5 are not 
cyclical. If they are to be used, either floors or ceilings to income or 
pushes (systematic or random) from outside have to be posited. A 
time series of type 2 would in time result in the cycle dying away, so 
that some systematic or random push is required to maintain the 
cycle. A time series of type 4 would in time generate fluctuations 
greater than any preassigned value. Hence floors and ceilings have to 
be posited to constrain the fluctuations. A type-3 time series is a self- 
sustaining cycle, but its existence depends upon a particular value of 
8 and, in addition, the time series it generates is “‘too” regular. 

A way out of this difficulty is to have the æ and @ coefficients vary 
over the cycle, thus generating a time series which is a combination 
of the different types of time series. Hicks and Goodwin do this by 
assuming that the value of @ is so great that, unless constrained, an 
explosive time series is generated, but that constraints, in the form of 
a maximum depreciation rate and full employment (or the capacity 
of the capital-goods-producing industries), exist. These constraints 
force realized investment to be different from induced investment, and, 
formally, they can be interpreted as changing the value of 8. As the 
value of 8 is assumed to fall (rise) when income is very high (low) or 
increasing (decreasing) very rapidly, an acceptably irregular cyclical 
time series is generated. Obviously by linking explosive, cyclical and 
damped movements together, any type of time series which is desired 
can be generated. 

A set of formal nonlinear models similar to those of Hicks and Good- 
win can be generated by positing that the value of $, the accelerator 
coefficient, depends upon money-market conditions and. the balance 
sheets of firms. These factors in turn depend upon the relation between 
the level and rate of change of income and the behavior of the mone- 
tary system. In this paper however the mathematical model of the 
accelerator process will be a simple linear form. It is hoped that what 
is lost in mathematical neatness may be offset by what is gained i in the 
identifiability of the economics. 

So far we have not taken up the effects of the initial conditions. The 
initial conditions are particularly important in determining the income 
generated by a type-5 (monotonic explosive) time series for small 
values of ¢. To generate a type-5 time series, yı and p2 are both greater 
than 1 in the relation Y: = Asta’ + Ace’. To set off the recursive 
process two levels of income Fo and F, (the initial conditions) are 
needed, which determine the values of Ai and 42. If Yı is greater than 
Yo and the ratio of Yi to Yo is less than p2, the smaller root, then Aj, 
the coefficient of pı, the larger root (also called the dominant root), - 
will be negative. As the larger root will in time dominate, a negative 


+ 
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A, will in time result in a negative Y:. Hence if the rate of increase of 
income given by the initial ‘condition is less than the smaller root, 
there will be a turning point in the time series even though the values 
of œ and @ are such as to generate a monotonic-explosive time series.’ 

This leads to cn alternative way of interpreting the Goodwin-Hicks 
type of nonlinear accelerator models. When the floors and ceilings be- 
come effective, a new set of initial conditions is, in effect, imposed on 
the time series. If these new “initial conditions” result in the sign of 
the coefficient of the dominant root changing, then in time the direction 
of the movement of income will be changed. The effects of monetary 
constraint can also be interpreted in this manner. 

Following Goodwin and Hicks we will assume that the value of 6 
is so large that, unless it is constrained, the accelerator-multiplier 
process will generate an explosive time series. The solution of the 
accelerator-multipiier model will be Vi = Aa‘ + Amt where y > 
u2 > 1 and the initial conditions are such (Yi/Yo > ve) that A: and 
A» are both positive. For the range of magnitudes of Fı/Fo which it 
seems sensible to posit, A» will be much larger than 41. This means 
that at the early cates (¢ small) cf the development the weight of pz 
is high while at the later dates yı dorninates. The rate of growth of in- 
come generated by the explosive process being considered increases in 
time, approaching pi as a limit.® 

The increasing rate of increase of income that such an explosive 
accelerator process generates will in time be greater than the accepted 
possible rate of growth of productive capacity. In order to be able to 
maintain the continuity of the accelerator process, we assume that all 
the relations are in money terms and that the accelerator process may 
generate changes in the price level, We will, at a number of points, call 
attention to some specific effects of price level changes. 


II. The Accelerator Model with the Quentity of Money Constant 


In this and the following section we wiil derive several time series 
that result from the interaction of an accelerator-multiplier process 


If the two roots are equal, then the solution to ths difference equation is K; = Aipu" 
-- Astus’ (see Baumol, op cit., Ch. 10, 11). If F,/Yo = a then Az == 0 and a constant- 
rate-of-growth series is generated. If ¥:/Yo< pm, then A: <0 and in time Y; < Yia; 
if Y:/¥>o > uw, then A. > 0 and, at least in the early days, the rate of increase of income 
is significantly greater than pa. In terms of a second-order difference equation, a steady 
rate of growth of income zan be characterized as a knife edge: it requires not only that 
a and 6 be such that u; =H: > 1 but also that Y,/FY> == p, (see S. S. Alexander, “The 
Accelerator as a Generator of Steady Growth,” Quart. Jour. Econ., May 1949, LXII, 
174-97. 

®In Sections II and II a number of tables will be exhibited to illustrate the results of 
’ combining an explosive accelerator-multiplier process with a number of different monetary 
systems. In each case it is assumed that a = .8, B = 4, Ze == 100 and F: = 110. For these 
values Us == 3.73, pa =: 1.07, A, = 1.1 and Az = 98.9 so that VY; = 1.1(3.73)° ee 9(1.07)', 
In time Y/Y: will approach 3.73. 
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and various types of monetary systems. The monetary systems to be 
considered are classified in terms of the monetary changes which can 
take place. Monetary changes are changes in either the velocity of 
circulation or the quantity of money. Therefore we will consider the 
following alternative monetary systems: (A) neither velocity nor 
quantity changes; (B) only velocity changes; (C) only quantity 
changes; (D) both velocity and quantity change.’ The first two mone- 
tary systems will be considered in this section, the last two in the next 
section. 

Except in the first monetary system, we assume that there exists a 
fractional reserve banking system. The money supply is changed by 
either the creation of deposits in exchange for business firms’ debts or 
the destruction of deposits by business firms’ repayment of bank debt. 
That is, the banking system is a commercial banking system rather 
than one that deals in government and other securities.* In all that 
follows the central bank’s relations with the commercial banks are 
integrated into the “monetary system.” For example, an infinitely 
elastic money supply can be achieved by a central bank lending to 
commercial banks, or by a central bank purchasing open market 
paper. Also in a monetary system we include the specialized financial 
intermediaries. 

The income velocity of money and the liquidity preference relation 
can be characterized as mirror images of each other.? When income 
velocity rises, the liquidity of the economy falls and vice versa. A 
useful construction is to assume that for each level of money income 
Y, there exists a minimum quantity of money Mr which is necessary 
to sustain the volume of payments associated with Y. If Mr is the 
total quantity of money in existence then there is no money available for 
portfolio use; we have a maximum income velocity of money Vm for 

“Cases A and B, where the quantity cf money is constant, may be thought of as worlds 
of 100 per cent money. If at the “initial point” excess liquidity exists, so that velocity can 
increase, it is Case B, otherwise it is Case A. Case C(1), where the money supply is in- 
finitely elastic, is a world of a paper-~money authority which ignores price-level considera- 
tions (perhaps a world in which the central bank foHows a “needs of business” rule). 
Case C(2), where the quantity of money has an exogenously determined rate of growth, 


is a gold-standard world where gold production is autonomous and determines the rate 
of growth of the money supply. Case D of course is similar to the existing monetary system. 


*Some of the differences between the classical quantity theory of money and the 
Keynesian liquidity preference theory of money can be imputed to the way in which the 
banking system is assumed to operate. The quantity theory approach is consistent with 
bank lending to business (commercial banking) whereas the liquidity preference theory 
follows from banks purchasing securities on the open market. In commercial kanking an 
increase in the quantity of money enables a business firm to effect a decision to purchase 
goods and services. On the other hand, open-market operations substitute money for 
another asset in the portfolios of the public, and whether or not purchases of goods and 
services result depends upon the reaction of the public to this change in liquidity, 


° A, C. Pigou, Keynes's General Theory (London, 1951); H, S. Ellis, “Some Funda- 
mentals in°the Theory of Velocity,” Quart. Jour, Econ., May 1938, LII, 431-72, 
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each Y, so that Mr ` Vm = F. If is greater than Mr then the actual 
velocity, V, is less than Vm. The diference between M and Mr is Mz, 
the amount of money which is held as a liquid asset. If the quantity of 
money is constant, portfolio money Mz must fall when V rises. 

HI V < Vm then Ma > 0. Abstracting from changes in the quantitv 
of money, with Mz > 0, the interest rate is determined by the demand 
curve for investment, ex ante saving, and the terms upon which holders 
of liquidity are willing to substitut2 earning assets for money. Sim- 
ilarly, if M, = 0, then the interest zate is determined by the demand 
for investment, the supply of saving and the terms upon which 
individuals are willing to hold cash as an asset. With a given money 
supply in excess of Mr there exists a rate of interest at which house- 
holds and business firms as a whole are not willing either to increase 
or to decrease their holdings of money. Any other market interest rate 
involves either an increase in cash balances so that savings are utilized 
to increase liquidity, or a decrease in cash balances so that investment 
is financed from the reservoir of purchasing power. It is assumed that 
changes in the market rate of interest will affect the amount of invest- 
ment induced by a given change i in inccme. 

Assume that all investment is made by business cain On a consoli- 
dated balance sheet of all firms, imvestment is represented by an 
increase in plant, equipment or work in progress, and it will be offset 
by an increase in liabilities (equity or debt) or a decrease in other 
assets (cash or liquid assets). Busiress investment can be equity- 
financed as a result of either ex ante saving by households and firms 
or a decrease in the cash balances of- households. Business investment 
can be debt-financed as a result of ex ante saving by households, a 
decrease in households’ cash balances or by an increase in bank debt 
of business firms. The financing of imvestment by a decrease in the 
cash (liquid assets) balances of firms does not affect either the debt 
or the equity liabilities of firms: it onty makes firms less liquid. 

Whereas ex ante saving and decreases in the liquidity of households ' 
can be used for either debt or equity fimancing of investment, increases 
in the quantity of money can be used only for the debt financing of 
investment. Households, business firms, and banks are sensitive to 
the composition of the balance sheets of firms; in particular an increase 
in the ratio of debt to equity or a decrease in the ratio of cash to 
other assets in firms’ balance sheets will make business firms less will- 
ing to borrow and households and bangs less willing to lend. Hence 
if investment is financed in such a way as either to increase the ratio 
of debt to total liabilities or to decrease -he liquidity of business firms, 
the amount of investment induced by = given change in income will 
fall; The value of the accelerator coefficient therefore depends upon 
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two variables, the market rate of interest and the structure of the 
balance sheets of firms. Changes in these variables can dampen what 
otherwise would be an explosive movement of income. 


A. Neither Velocity nor Quantity Changes 

Using the Swedish concepts,” we define Via — Ce = (1 — a)Fim 
as ex ante saving. Assuming, as pure accelerator-multiplier models do, 
that all of investment is induced, then J: = P(Y: — Yt-2) is iden- 
tified as ex ante investment. From equations (1)-(3), it follows that 
for Y: > Yı it is necessary that J: = 8(Viu — Vir) > (1 — @) Vt, 
for VY: < Fim it is necessary that Jt = @(Vi- — Yi-r) < (1 — a) Veer. 

With a monetary system in which neither the velocity of circulation 
nor the quantity of money changes, if ex ante investment is greater 
than ex ante saving, the ex ante saving has to be rationed among 
investors, and the market in which this rationing takes place is the 
money market. The excess of demand over supply results in a rise in 
interest rates, which will continue until realized investment is equal 
to ex ante saving. In Figure 1, ex ante investment is based upon the 
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Ficure 1. RECONCILIATION or Ex ANTE SAVING AND INVESTMENT 


rate Ri so that (Yes — Yee) = 1’. The inability to finance more 
than J: (=S:) of investment results in a rise in the interest rate to Re. 
Such a monetary system leaves no room for an accelerator-multiplier 
cycle. A necessary condition for the functioning of an accelerator 

"B. Oblin, “Some Notes on the Stockholm Theory of Savings and Investment,” Econ. 


Jour., Mar. and June 1937, XLVII, 53-69 and 221-40. Reprinted in American Economic 
Association, Readings in Business Cycle Theory (Philadelphia, 1951), pp. 87-130. 
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process during an expansion is that a source of financing of investment 
in addition to ex ante saving should exist. 

Symmetrically, if ex ante saving :s greater than ex ante investment 
then an increase in investment is forced so that all of the available 
financing is absorbed by real investment. If there exists no way in 
which savings can be utilized other than in investment, then the terms 
upon which firms can finance investment must change so that realized 
investment is greater than ex ante investment. This equality of ex ante 
saving and realized investment stabilizes income, thereby halting the 
‘inducement to disinvest.” 


B. Only Velocity Changes 


With a constant money supply, reélized investment can differ from 
ex ante saving only if the velocity cf circulation of money changes. 
We will first take up the purely mechanical implications of the exist- 
ence of a floor and a ceiling to velocity. We will then consider the 
effects on the value of the accelerator coefficient of changes in velocity 
when no excess liquidity exists and when excess liquidity exists (the 
Keynesian liquidity trap). To the extent that a fixed money supply 
and a ceiling to velocity set an upper limit to the money value of 
income, secular growth requires a falling price level, and this has 
implications for the accelerator process. 

We have assumed that the interest rate and the balance-sheet struc- 
ture of firms (liquidity and the debt-equity ratio) affect the value of 
the accelerator coefficient. The financing of investment by absorbing 
idle cash balances does not necessarily change the debt-equity ratio of 
business firms, for we can assume that the debt-equity preferences of 
households are not strikingly different when ex ante saving and when 
idle cash balances are used to finance investment. Therefore the 


“A fall in the price level of investment goods av result in S: of monetary savings 
being sufficient to finance J; of real investment. Conversely a rise in the price level of 
investment goods will lower the amount of real investment that a given amount of money 
savings can finance. In Figure 1 the savings curve can be read as a supply curve and the 
investment curve as the demand curve (with respect to price) for investment goods at a 
fixed interest rate. Then reading R: and R, as price levels, the accelerator phenomenon 
determines the price level of investment goods, Ths interpretation of Figure 1 must be 
what a writer who uses a ceiling to investment-gcods production in his models has in 
mind (for example, Goodwin, op. cit.). In the original interpretation of Figure 1, even if 
7,’ of investment is financed, the supply conditions af investment goods (with respect to 
price) may be such that spending Z; on investment goods results in a rise in the price of 
investment goods; as indicated earlier the accelerator process can lead to a rising price level. 

“ay G. Gurley and E. S. Shaw, “Financial Aspects of Economic Development,” Am. 
Econ. Rev., Sept. 1955, XLV, 515-38, discuss the effect of available assets on saving be- 
havior. It may be true that the asset preferences of rouseholds when using cash balances 
are different from their preferences when using ex cnte saving to finance firms, In this 
connection, the legal and traditional limitatiors or the portfolios of firancial inter- 
mediaries no doubt tend to affect business investment. 
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. balance sheets of investing firms do not deteriorate during an expansion 
financed by increasing velocity. Of course the liquidity of households 
and firms is reduced but, unless the liquidity trap is operative, this is 
reflected in the interest rate. Therefore in this section only the interest 
rate and, in the liquidity-trap situation, the changes in liquidity at a 
constant interest rate can affect the accelerator coefficient. 

Assume that a cumulative rise in income is set off. This increases the 
quantity of money needed for transaction purposes and, therefore, as 
the process continues there are progressively smaller asset holdings 
of money which can be used to finance investment in excess of ex ante 
saving. The highest attainable level of money income is that level at 
which all of the available money supply is required for transactions 
(see Table I). At that income realized investment cannot exceed ex 


TABLE I,—ONLY VELOCITY CHANGES | 
(Constant Money Supply—No Interest-Rate Effects) 








Accelerator, Process j’; Monetary System 

a= 8, 8=4.0 Money Supply = 100 

Fo=100, ¥y=110 Maximum Velocity =2 
Time a 
y C Savings Lae posi Realized 
inanced A 

Ex Ante Ex Ante | Realized | by AV“ Velocity 
0 100 me — — — 1.00 
1 110 80 20 — 30 10 1.10 
2 128 88 22 40 40 18 1.28 
3 174 102 26 72 | 12 46 1.74 
4 200 139 35 184 26 2.00 
5 200 160 40 104 40 0 2.00 
6 160 160 40 0 0 —40 1.60 


a Investment in excess of ex ante saving. Obviously negative investment financed by AV 
means that ex anle saving is greater than investment. 


ante saving. Realized investment equal to ex ante saving results in a 
constant income which, given the accelerator assumption, induces 
zero investment, Ignoring any effects that the interest-rate and balance- 
sheet changes accompanying velocity increases have upon the accelera- 
tor coefficient, a monetary system with a constant quantity of money 
may impose a ceiling to money income. This ceiling is not determined 
by full employment or by the capacity of the investment goods indus- 
tries; it is determined by the limited ability of changes in velocity to 
finance investment. | 
Symmetrically if a minimum velocity exists, a floor to money income 
exists. However the floor is not entirely symmetrical with the ceiling, 
and in this paper the lower turning point is essentially unexplained. 
Let us examine what would be happening in the money market 
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- during a process such as is detailed in Table I. Ignoring the liquidity 
trap, a rise in transaction money as income rises means that with a 
constant money supply portfolio money becomes scarcer, The interest 
rate at which cash can be withdrawn from portfolios into the income 
stream rises as asset money is used to Hnance investment in excess of 
saving. With a fixed quantity of money and a rise in income, the 
balance sheets of households and firms show a smaller ratio of asset 
cash to total assets, liquidity decreases. The decrease in liquidity and 
the rise in the interest rate both tend to decrease the accelerator 
coefficient. 

Alternatively, on the downswing ex ante investment is smaller than 
ex ante saving. With a constant money supply, this excess saving is 
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FIGURE 2. SAVING, INVESTMENT, AND Caset BALANCES 


absorbed by a reduction in velocity. Money available for asset pur- 
poses increases as it is withdrawn from the income stream, The interest 
rate falls and the liquidity of the community rises so that the amount 
of disinvestment induced by the given downward shift in demand 
decreases. Both on the upswing and the downswing, the monetary 
system which is based solely upon changes in velocity acts as a stabil- 
izer of realized induced investment unless the fall in income is so great 
that the money released from transaction purposes lowers the interest 
rate to the floor interest rate of the liquidity trap. At this interest rate 
the stabilizing effect upon aggregate disinvestment of the fall in 
financing terms will cease, although increasing liquidity can continue 
to act as a Stabilizer.“ 

Figure 2 illustrates the use of cash balances to finance investment 


33 Increasing liquidity raising the consumption coefficient is of course the “Pigou effect.” 
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and to offset ex ante saving. At the interest rate Ri, and income Yo, 
the velocity of circulation of money remains constant. This is illus- 
trated by the Lı curve intersecting the zero change in cash balances 
line at Ri. At higher interest rates cash assets would be freed to finance 
investment; at lower interest rates saving would be absorbed by cash 
balances, The amount of investment which can be financed at any 
interest rate is equal to the sum of ex ante saving and the change in 
cash balances. Assume that income rises so that at the interest rate 
Rı, I’ of investment is induced. The J. curve illustrates how the 
value of the accelerator would be changed by a change in interest 
rates. The excess of demand over the supply of finance results in a 
rise of the interest rate to Re. As I:” is greater than ex ante saving, 
income will rise and the transaction demand for cash will increase. 
This will raise the schedule relating the change in cash balances to the 
interest rate to Lz, so that the interest rate at which investment will 
be financed by a fall in liquidity will be higher. 

If a fall in income shifts the investment demand curve to Ja, ex ante 
investment is J;’. With a constant money supply the excess of ex ante 
saving over induced investment will depress the interest rate, and 
realized investment will be /:” > Js’, OM, being added to cash bal- 
ances. As § > J,” income will fall, and this will shift the liquidity 
curve downward so that cash balances can be used to finance invest- 
ment at an interest rate lower than R. 

If the cash balance-interest rate relation is as the Ys, F- and Yı set 
of curves indicate, then excess liquidity exists; this is the Keynesian 
liquidity trap situation. With an investment curve J2, I? — S of invest- 
ment will be financed by a decrease in cash balances; and if the 
investment curve is Js, S — Is’ will be added to cash balances. In 
both cases no change in interest rates will occur. In the Keynesian 
liquidity trap situation the money market damps down neither the 
“boom” nor the “bust.” On the boom side, the liquidity trap will . 
exist until the need of cash for transactions absorbs a sufficiently 
large portion of the money supply so that the Keynesian liquidity 
trap comes to an end. There is no endogenous limiting factor to the 
liquidity trap on the downswing aside from the effect that improved 
liquidity has upon firms’ balance sheets. Therefore the Keynesian 
liquidity trap situation allows full scope to an explosive accelerator 
coefficient. And in the upswing, an explosive accelerator process will 
generate greater increases in money demand than the increases in 
productive capacity, so that a strong accelerator in combination with 
excess liquidity will generate large price increases. 

Either the ceiling to velocity or the effect of rising interest rates 
and decline in liquidity upon the accelerator coefficient will break the 
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cumulative expansion, A fall in money income will occur. The quantity 
of money needed for transactions falls, and ex ante saving which is 
not realized in investment will result in the addition of money to port- 
folios. If the price level does not fall during a depression the ceiling 
real income remains fixed, while if the price level falls, even though 
the ceiling money income remains fixed, the ceiling real income rises. 

Net investment implies an increase in productive capacity. With a 
constant money supply and in effect a ceiling to velocity, larger real 
incomes can be realized only if the price level falls. To the extent that 
the accelerator inducement to invest is large only when income is 
approximately equal to productive capacity, strong expansions can 
only occur if the price level falls secularly . 

The effect of the expectation that in the long run the price level 
will fall is to increase the expected pay-off period of an investment. 
This is equivalent, in its effect upon investment by firms, to a rise in 
interest rates with a constant price level, so that a falling price level 
will tend to lower the value of the accelerator coefficient. Therefore 
the business cycle will be characterized by weaker booms than would 
occur with a permissive monetary system. Such a monetary system will 
be associated with a tendency toward relatively stable income for, 
unless liquidity is greatly increased during a downswing, long periods 
in which realized investment exceeds ex ante saving cannot occur. 


Ill. The Accelerator Model with Quantity of Money Variable 


In this section we will consider two monetary systems, those in 
which only the quantity of money can change and those in which both 
the quantity of money and its velocity can change. 

We assume that commercial banks create money by lending to 
business firms. The maximum realized increase in the money supply is 
equal to the difference between ex ante investment and ex ante saving: 


AM = ex ante I — ex anie S = AY 
Assume that V = % = -AË = 4. The increase in the money supply in 


the hands of households is the asset which makes the change in net 
worth equal to ex ante investment.** As income velocity is 1, there will 


1 Assume that ex ante I > ex ante S, realized I = ex ante I; also that (ex ante I — ex 
ante S) is financed by an increase in bank debt. The changes in the consolidated balance 
sheets of households, business firms and banks will be: 


Households i P 
Debt and Equity of Net Worth +{ex ante T) 


Firms -+(ex ante S) 
Demand Deposits -+ (ex ame I —ex ante S) 
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be no net change in the quantity of money that individuals hold as 
assets. This is equivalent to assuming that the interest rate at which 
banks lend to business is the interest rate at which money and earning 
assets are substituted in household portfolios.” The only relevant 
monetary change in these models is in the quantity of money. 

When the money supply increases at an independently given rate, 
the autonomous increase in the money supply is not necessarily equal 
to the difference between ex ante investment and ex ante saving. If the 
increase in the money supply is greater than the difference between 
ex ante investment and ex ante saving we assume that this difference 
accumulates in the banking system (as excess reserves) and can be 
used to finance future investment. If the increase in the money supply 
is less than the difference between ex ante investment and ex ante 
saving, realized investment will be less than ex ante investment and the 
increase in income will be equal to the increase in the money supply. 

For each monetary system we will first investigate the mechanical 
properties of these relations, assuming that the accelerator coefficient 
does not change, and then investigate the possible effects of the 
associated money market and financing developments upon the value 
of the accelerator coefficient. 


A. Quantity Changes but Not Velocity 


Two monetary systems in which only the quantity of money can 
change will be taken up. In the first, the money supply will be assumed 
to be infinitely elastic, and in the second the money supplv will be 
assumed to increase at a fixed arithmetic or geometric rate. 

1, Infinitely elastic money supply. If the quantity of money can 
increase without limit then no matter what the difference between ex 
ante investment and ex ante saving, the diference can be financed. 
Also we can assume that the terms upon which the banking system 


Firms 
Productive Assets -+-(ex ante I) Debt and Equity 
to Households +({ex ante 5) 
Demand Deposits (nochange) . Debts to Banks + (ex ante I —ex ante S) 
Banks 
Debts of Firms +(cx ante I —ex ante S) | Demand Deposits +(ex ante I—ex anle S) 


* Alternatively if the liquidity-trap rate of interest rules, even if V > 1, the rise in the 
quantity of money in excess of transaction needs can all be absorbed by households’ port- 
folios without lowering the interest rate. However, in this case any rise (virtual) in the 
interest rate would imply a substitution of earning assets for money in the portfolios of 
households. This then becomes a case of financing investment from cash balances. If 
V > 1 the money supply and firms’ debts to banks do not increase as rapidly -as income. 
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lends do not change. Such a monetary system is consistent with the 
existence of an explosive accelerator process since it permits a cumula- 
tive rise in money income. Is there anything inherent in the operations 
of such a monetary system which will lead to a dampening of the 
accelerator process? (We will ignore the political repercussions of the 
cumulative rise in prices which is implicit in a full-employment situa- 
tion in which the rate of growth of money income is greater than 
that of productive capacity. ) 


TABLE II.—INFINITELY ELASTIC Money SUPPLY 
(Constant Velocity —No Interest-Rate Effects) 


Monetary System 











Accelerator Process All ex anle S used for equity 
a=.8 B=4 Y,= 100 financing. All increases in 
money used for debt financing. 
Time SS oe Aes See ete 
Savings PAYesUnen A AEquity Financing 
Y C Ex Money 
Ex Ante i 
Ante BY Fia) Realized Supply j|ATotal Investment 
G00 ts — — = an 5 = 
1 110. 80. ; 20. — 30. 10. 67 
2 128. 88. | 22. 40. 40. 18. 685 
3 174. 102. 26. 72. 72, 46. .36 
4 323. | 139. | 35. 184. 184. 149. .19 


During an expansion, the increase in money supply occurs as invest- 
ing firms add bank debt to their liabilities (see Table II). Assuming 
that the percentage distribution of ex ante saving between debt and 
equities of business firms is constant, a cumulative explosive expan- 
sion on the basis of the creation of money will (ceteris paribus) result 
in a fall in the ratio of equity to debt in the balance sheet of firms.*® 
Even if the terms upon which firms can borrow are unchanged by the 

1 Total induced investment is B(Y: — ¥:-1). Ex ante saving is equal to (1—a)¥1. 


Assuming that a constant proportion of ex ante saving is used for equity financing, the 
latter is A(1 —- a) ¥+. The ratio of the change in equity to total investment, therefore is: 


AGL — aY: i AU a) 
B(Y;— Yia) B (1 D =e) 
Y; 


The general solution to the second-order explosive accelerator process is of the form 
Y, = Ait + Aa where 2: > m > 1. Therefore, we can write: 


irr rei: | NT 


Ye Awmt+Acun (2) (Ey 
utk == He 
Ay M1 
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deterioration of their balance sheets, borrowers’ risk will rise.” This 
will lower the amount of investment induced by a given rise in income. 
Hence, even with a monetary system that permits all of ex ante invest- 
ment to be realized, the financing of investment by bank debt can 
result in lowering the accelerator coefficient which in turn lowers the 
rate of increase of income. This continues until the accelerator coeffi- 
cient falls sufficiently to replace the explosive by a cyclical time series, 
in which there eventually occurs a fall in income. With a fall in income, 
the excess of ex ante saving over induced investment will be utilized 
to reduce bank debt. Also, the failure of some firms which have relied 
heavily upon debt financing will result in the substitution of equity 
for debt in balance sheets. Both changes during the downswing raise 
the ratio of equity to debt in firms’ balance sheets** which acts as a 


, ‘ Y eo ; 
The limit of (=) = 0, therefore the limit of (=) is — - 
Ki bray Y.: i> Hi 
m AL — aY: 4 on AA — a) 
ence BW Yi) approaches as a limi : i 
B(i-— 
fey 
: f Ya 1 , 
In the early stages of an explosive accelerator process the ratio of EA `> —- Therefore, 
t Mi 
the ratio of equity financing to total investment decreases as the accelerator process continues. 


"M. Kalecki, “The Principle of Increasing Risk,’ Economica, N. S., Nov. 1937, IV, 
440-47, 


“On the downswing (ex ante S > ex ante I), the balance sheets of the three sectors 
change as follows: 


Banks 
Business Debt — (ex ante S Demand Deposits ` --(ex ante S 
—ex ante I) = —AM —ex ante I) = —AM 
Firms 
Capital Equipment +ex anle I Debt and Equities to 
Households +ex ante 5 
Debt to Banks — (ex anie S 
—ex ante I) = —AM 
Households 
Demand Deposits —(ex ante S Net Worth ex anie I 
—ex ante 1) == —AAM 


Business Assets +ex anie 5 


If failures occur in the account of households labeled Business Assets, equities will be 
substituted for debt and in the account of business firms labeled Debt and Equities to 
Households, equity will be substituted for debt. Also as business firms fail benks acquire 
‘titles and debts which are considered unsuitable for bank portfolios. The sale of such 
assets to the public results in the substitution of business assets for demand deposits in 
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stabilizer. The endogenous limits to an explosive accelerator process, 
in the absence of restrictions on the money supply, are the deteriora- 
tion of firms’ balance sheets due ta debt-financing of investment on 
the upswing; and the reverse circumstances during the liquidation 
process on the downswing. ` 

Two possible offsetting factors to the increasing debt-equity ratio 
in the financing of investment during an explosive expansion are an 
increase in the ratio of ex ante saving fiowing to equities and the capi- 
tal gains that accompany an increase in the price level of capital goods. 
As ex ante saving finances a decreasing proportion of total investment 
during an explosive expansion, a possible increase in the proportion of 
ex ante saving flowing to equities cannot for long prevent a deteriora- 
tion of the balance sheets of firms. If, however, cumulative price-level 
inflation is politically permissible a deterioration of firms’ balance 
sheets need not occur. Business firms are borrowers and the real 
burden of a debt decreases with æ rise in the price level. If the assets 
of business firms are valued at their current replacement costs, then 
the rising price level raises the equity account. Such capital gains 
improve the balance sheets of firms and they occur generally in an 
inflation. The price-level rise plus the flow of ex ante saving to equity 
investment may be sufficient to keep the debt-equity -ratio constant, 
thereby preventing any deterioration in the balance sheets of firms. 
However, this requires an increasing rate of change in the price level of 
capital goods.” Nevertheless, if an explosive inflation is politically 


the public portfolios, and in a net reduction of d2mand deposits. These changes obviously 
do not affect the net worth of households and the capital equipment accounts. However, 
as the value of productive capacity may be reduced during a downturn, the value of the 
capital equipment account of firms and the net worth account of households may be re- 
duced; the equity liabilities of firm and equity assets of households lose a part or all of 
their value. This in turn can affect the “subjective” preferences of households and firms 
so that liquidity preference rises. 

In the arithmetic example of Table II, in time-period 3, only .36 of the total new 
investment was financed by savings. If, in period 3, the price level of capital goods rose 
so that the value of existing capital goods rose ky 2.0, then the ratio of the increase in 
equity to the increase in assets would be .5. In period 4 only .19 of a larger total invest- 
ment was financed by savings. For the ratio of the increase in equity to the increase in 
the value of the assets to be .5, the value of existing capital must rise by 11.4. As total 
assets in period 4 are presumably only slightly larger than in period 3, this implies that 
the rate of increase in the price level of capital goods must rise if a constant ratio of equity 
to total assets is to be maintained. For example: 


Period 3 4 
Saving, ex arte 26.0 35.0. 
I realized 72.0 184.0 
A money . 46.0 149.0 
Required A value of existing capital 20.0 114.0 
A equity =£--A value 46.0 149.0 
A assets = I realized —-A value 92.0 298.0 
Ratio of A equity to A assets 5 2 
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tolerable, there is no endogenous reason why an accelerator process 
with an infinitely elastic money supply need come to a halt. 

Therefore, at least two monetary situations allow full scope to an 
explosive accelerator process: the Keynesian liquidity trap and an 
infinitely elastic money supply. It is perhaps no accident that the 
emphasis upon “real” floors and ceilings as causes of the nonlinearity 
of the accelerator coefficient occurred at a time when the high volume 
of government bonds outstanding and their support by central banks 
made the money supply in fact infinitely elastic. An era of tight money 
on the other hand naturally leads to an examination of the monetary 
prerequisites for the operation of the accelerator phenomena. 

2. Money supply increases at a fixed rate..A monetary system in 
which the rate of growth of the money supply is exogenously given, 
for example a fractional reserve banking system based upon a gold 
standard, is equivalent to an infinitely elastic money supply if the 
difference between ex ante investment and ex ante saving does not 
exceed the per-period growth of the money supply. The only endoge- 
nous limitation to expansion in this case comes from the deteriorating 
balance sheets and liquidity of business firms, as is true with an 
infinitely elastic money supply. The interesting alternative exists when 
the difference between induced investment and ex ante saving is greater 
than the rate of growth of the lending ability of banks. | 

Throughout this section we will assume that at the initial period 
the banking system does not possess excess liquidity. Hence the avail- 
able financing is equal to ex ante saving plus the possible increase in 
the money supply. If induced investment is equal to or greater than 
this, realized investment will be constrained to the available financing. 
In this case income will grow at the same rate as the money supply.” 

(a) Arithmetic rate of increase in the money supply. If the money 
supply increases by a fixed amount per period (constant arithmetic 
rate of increase), income will grow at this rate until ex ante saving 
increases sufficiently so that induced investment per period becomes 
less than the available financing. When this happens, the per-period 
increase in income will fall below what it had been, and therefore 
induced investment will decrease. The downturn occurs when ex ante 
saving catches up with the expansion process so that all of the invest- 
ment induced by the constant arithmetic rate of growth of income can 
be realized without using all of the newly available credit.” (This case 
is illustrated in Table III.) 


2 B(¥; — Vin) > (—-a) Ye + AM and Y, = Mg sothat Yip = aY: + (—a) Fe + AM; 
Yui= Yit+AM . 

2t Inan accelerator-multiplier model a necessary condition for Ya > Y-1is that (Fei — Fes) 
>(i—a@) Vis. We posit an arithmetical increase in the money supply per period of AM so 
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TABLE ITT.-—-ARITHMETICALLY INCREASING MONEY SUPPLY 
(Constant Velocity—No Interest-Rate Effects) 


F Monetary 
Accelerator Process’ System 
as 8 pod +10 per 
time period 
Time Investment 
Investment Financed 
y C Savings |---| by In- 
Ex Ante Induced creased 
E(FaF.e2) Realized Money 
Supply 
0 100.0 — — — — —_ 
1 110.0 80.0 20.0 — 30 -+10.0 
2 120.0 88.0 22.0 40 32 +10.0 
3 130.0 96.0 24.0 40 34 -+10.0 
4 140.0 104.0 26.0 40 36 -+10.9 
5 150.0 112.0 28.0 40 38 -+10.0 
6 160.0 120.0 36.0 40 40 +10.0 
7 168.0 128.0 32.0 40 40 + 8.0 
8 166.4 134.4 33.6 32 32 — 1.63 


-a In time period 7, ex ante S+4M> ex ante I; thereiore Y;7—-Y,<AM. As a result, in time 
period 8 the accelerator expansion is broken. 


During the expansion, the demand fcr financing is always greater 
than the available supply; the money market constrains investment. 
When the arithmetic increase in income becomes less than the increase 
in the money supply financing conditions ease. The resulting decline 
in the rate of interest may act to increese the inducement to invest 
(decrease the inducement to disinvest); this possibility is ignored in 
Table III. Since tae banking system finances a decreasing proportion 
of realized investment during the expansion, the deterioration of the 
balance sheets of investing firms will be limited during such an expan- 
sion. 

When income declines, the autonomous increases in the money 
supply result in an accumulation of excess reserves in the banking 
system, and ex ante saving in excess of induced investment results in 
a repayment of bank debt by firms, These changes should brake the 
decline in income. 

The accumulation of excess reserves by banks and the improved 
balance sheets of firms during the downswing implies that if an expan- 


that the available financirg is (1—a) V;1-+-AM: hence if 8(V.31— 722)2U—o) ¥e14+AM then 
realized investment is (1—a)Vii+AM. Hence Yi=F¥iit+AM so that 8(Y:—V1.1)=BAM 
which we once again assume >(1—-a)(Y;1+AM) so that Y= Fi t2AM. Eventually 
BUY tan — Y un) = BAM < (1 —a)(Y¥iit+nAM)+AM; so that Yanpi < Pian AM; therefore 
BUY tynai— Vian) <B(Vtin— Fieni) and the accelerator process turns down. 
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sion begins it will not at once be constrained by the money-market 
and balance-sheet effects. If the arithmetic rate of growth of the 
money supply is small compared to the accumulation of financing 
ability during the decline in income, a sharp fall in investment will 
occur at the date that the accumulated financing ability is absorbed, 
thereby decreasing the per-period increase in income. The smaller 
increase in income will lead to a fall in induced investment, and a 
sharp fall in income may occur. A constant arithmetic rate of increase 
of the money supply in conjunction with an explosive accelerator 
process will tend to generate a cyclical time series. 

(b) Geometric rate of increase in the money supply. Consider a 
money supply that increases at a constant geometric rate, us. As was 
noted earlier the solution of an explosive accelerator process can be 
written as Yt = Awa’ + Aste’ with pa > pe > 1 with A: and A» depend- 
ing upon the initial conditions. That is, the rate of growth of income is a 
weighted average of the two rates of growth pı and Pe. If ws, the rate 
of growth of the money supply, is greater than (or equal to) pu, the 
greatest rate of growth that income can achieve, the system behaves as 
if the money supply were infinitely elastic. Hence the cases that have 
to be examined are when pı > pe > ps > 1 and when pi > p; > p > 1. 

Take first the case in which pi > pe > p > 1. With no excess liquid- 
ity, the maximum attainable rate of growth of income is the rate of 
growth of the money supply. To sustain this rate of growth, it is neces- 
sary that induced investment be equal to or greater-than the available 
financing. When the rate of growth of the money supply, and therefore 
the rate of growth of income, is less than ve induced investment will 
not be large enough to absorb the available financing.?? The rate of 
growth of income will be smaller than the rate of growth of the money 
supply, and this new smaller rate of growth of income also will not 
be sustained. These progressively smaller rates of growth of income 


2 Assume M i15 Fi and M= Y i= gM yo uY i. 
Blus — 1) Fen — a — a)y ¥ mı + (Gus ~ 1juaM i1] = 0 


is necessary for Visie=ys¥, Therefore 6(u3—1)—(i—a)ys—(us—Dps—e=0, so that m? 
— (a+8)us+B-+-e=0. It follows that 


_ atbt Vet 6? — 46 +8) 
7 , 
The relevant root is 


m=a+ß- Vate -1B 
2 
and if e=0 (induced investment is equal to ex ante saving plus the increase in the money 
supply), ua= uo; if e>0 (induced investment greater than ex ante saving plus the increase in the 
money supply) u> a. Therefore a rate of growth of the money supply equal to or greater than 
the smaller root of the accelerator process is a necessary condition for self-sustained growth. 
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will in time result in insufficient induced investment to offset ex ante 
saving and at this date income will fall. Therefore, if the rate of 
growth of the money supply is smaller than the smallest rate of growth 
that the accelerator process, if unconstrained, would generate, an upper 
turning point in income will be produced.” 

The argument as to what happens once income turns down for a 
geometric rate oI Increase in the money supply is essentially the same 
as for an arithmetic increase in the money supply. Excess reserves 
accumulate in the banking system and firms’ balance sheets improve 
during the downward movement. Once a sufficient upward movement 
again begins, an unconstrained expansion can take place until the 
excess liquidity is absorbed, at which time the rate of growth of the 
money supply will again constrain the rate of growth of income. A 
money supply growing at “too small” a rate will lead to a cyclical 
rather than a steacdly-growth time series. 

If the rate of growth of the money supply is equal to the smaller 
root of the accelerator process (d.¢., pa = p2), both income and the 
money supply will grow at this rate. Throughout this process the ratio 
of ex ante saving to bank financing of investment will be constant. If 
this ratio is consistent with the balance-sheet goals, there is nothing in 
this process whick would lead to a downturn in income. Also this rate 
of growth of income may be consistent with a fairly stable price level. 
Steady growth may result from combining an explosive accelerator 
process and an appropriately increasing money supply.” 

Consider now the second case, in which pı > ps > pe > 1. In this case 
the rate of growth of income during any time period will depend upon 
the weight of the two roots. If the weight of pe is high, then the accel- 
erator process will generate a rate of growth of income less than the 
rate of growth of the money supplv. However, since pı > #2, In time pa 
will dominate the rate of growth of income so that income will be 
increasing faster than the money supply. The money supply does not 
constrain the growth of income until the total growth of income equals 

23 This can be demonstrated by noting that Fe=Ar4-A: and Yi=Aipi+Ape and given 
that p> p> m> 0 and Pi=yp3¥» then Ai= Yo—Ao; pY o= (Yo—A2)uit+A ome so that 

Yolu — ra) 20) 
H2 — fy Eai 
As Yo>0, w3s—pi<O and po— pi <0, As>0. 
Also A= Yo—A}, pY oS dAimt(Fo—Ai)u so that 
Yo(us — ra) 
a AS 
Hi — H? 
“As Yo>0, ps— u <0 and pm—u>0, A1<0. 

A, the coefficient of the dominant root u is negative. As A1pit-Aspe>AitAe and m> pe it 

follows that | A2| >|A1|. However in time A ipi-+A 20! will be <0, so income must turn down, 


z That is, the Harrod-Domar case of steady growth can be the result of appropriate 
monetary conditions, 


r 
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the total growth of the money supply. Whether this case results in 
steady growth or in a downturn of income depends upon what hap- 
pens to the accelerator coefficient once the monetary constraint be- 
comes effective. 

At the beginning of such an explosive expansion the rate of growth 
of income is less than the rate of growth of the money supply. At the 
date when the total growth of income becomes equal to the total growth 
of the money supply the rate of growth of income will be greater than 
the rate of growth of the money supply. Therefore at some intermedi- 
ate date, the rate of. growth of income will be the same as the rate of 
growth of the money supply. This rate of growth of income will induce 
sufficient investment, at the financing terms and balance sheets ruling, 
for the rate of growth of income to increase. Therefore if the rate of 
growth of income is constrained to the rate of growth of the money 
supply, and the accelerator coefficient does not change, a sufficient 
amount of investment will be induced to generate a rate of growth of 
income greater than the rate of growth of the money supply. 

However until the increase in income and in the money supply 
becomes equal, this system operates with excess liquidity. At the date 
that the excess liquidity is absorbed, the rate of growth of income will 
be greater. than the rate of growth of the money supply so that when 
the monetary constraint becomes effective two things will occur: the 
rate of growth of income will fall and financing terms will rise. When 
financing terms were relatively easy because of excess liquidity a rate 
of growth of income equal to the rate of growth of the money supply 
induced sufficient investment to increase the rate of growth of income. 
However in a suddenly tight money market financing terms may so 
change that the accelerator coefficient will fall, and this can lead to a 
fall in income. 

Nevertheless, if the money supply is growing at a geometric rate 
greater than the smaller root of the accelerator process, a constant 
rate of growth of income may be generated. In this case money income 
will grow at a faster rate than if the money supply grew at the rate 
given by the smaller root. Hence such a steady rate of growth of 
income can be associated with a substantial rate of increase in the 
price level. In addition, the ratio of bank financing to ex ante saving 
increases as the rate of growth of the money supply increases. 

If the accelerator falls as a result of the tightening of the money 
market, income can turn down. The behavior of the economy with 
this monetary system on the downturn and on subsequent expansions 
would be essentially the same as in the previous case where the rate 
of growth of the money supply was smaller than the smaller root of 
the accelerator process. 
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B. Both Velocity and Quantity Change 


The earlier consideration of the interaction of an otherwise explosive 
accelerator-multiplier process with monetary systems in which only 
changes in velocity and changes in the quantity of money can occur 
enables us to consider monetary systems in which both quantity and 
velocity of money can change. We first assume that the quantity of 
money is changing but that velocity is greater than 1, we then consider 
the effects of changing velocity, Finally we take up changes in liquid- 
ity preference, 

1. In the cases where investment in excess of ex ante saving is 
financed by an increase in the quantity of money, we assumed that the 
income velocity of money was 1. We can now drop this assumption. If 
income velocity is greater than 1, and if an excess of ex ante invest- 
ment over. ex ante saving is financed by an increase in the quantity of 
money, then excess liquidity results. This excess liquidity can be util- 
ized to finance investment. 

Assume that the excess liquidity resulting from an investment 
initially financed by the banks is used tc substitute business debt or 
equities to the public for business debt to banks. If AM = Y: — Yi 


and V > 1, then new transaction cash is 
AM AM 1 
——~» and asset cash is AM — —— = (1 — T ham. 
V V V 


After the public purchases business debts or equities, the net increase 
in debt to banks is 


1 
T Fee Fea) 


and investment is F: — ¢Y:-1, therefore: 
Ve- Vey 
ABank Debt B V 1 ¥,- Yı 
ATotal Assets 7 Yi. — aY 7 Vv Yi — QF img 
Y, aor Yii 
p= aY 


rises and the ratio of the change in bank debt to the change in total 


As an explosive accelerator process takes hold, the ratio 


1 ae , 
assets approaches - If the public’s distribution of ex ante saving and 
excess liquidity between debt and equity assets is constant during an 
expansion, the balance sheets of business firms deteriorate. As the 
weight of bank financing is smaller than in the case of unit velocity, 


+ 
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the deterioration will not be so rapid as in the case in which bank 
creation of money is the sole technique by which investment in excess 
of ex ante saving can be financed. Therefore, the possibility that the 
deterioration of firms’ balance sheets will lower the accelerator coeffi- 
cient is smaller. 

2. Note that ae see a rise in velocity decreases the ratio 

V Y, — ava, 

of bank financing to the total change in assets and that a rise in the 
propensity to consume increases the dependence upon bank financing 
of investment. Therefore, autonomous or cyclically induced changes 
in these parameters can change the ratio of debt to equity financing, 
which can change the accelerator coefficient. In particular a rise in 
velocity tends to counteract the deterioration of firms’ balance sheets 
in a business-cycle expansion financed by bank creation of money. 

3. Autonomous or cyclically induced changes in the liquidity pref- 
erence relation can change the dependence of an expansion upon 
changes in the money supply and therefore affect the ratio of bank 
debt to total assets of firms. If liquidity preference decreases, the 
excess of investment over ex ante saving can be financed by with- 
drawals from cash balances at lower interest rates than were previously 
ruling. Such an “autonomous” decrease in liquidity preference can, 
both by improving financing terms and by decreasing the dependence 
of business firms upon bank financing, raise the accelerator coefficient. 
A great stock-market boom, such as in the late 1920’s, may be inter- 
preted as reflecting a lowering of liquidity preferences; as a result 
business expansion could be financed with less reliance upon the 
banking system than otherwise. - 

Alternatively, an autonomous rise in liquidity preference may lead 
to the result that business borrowing from banks will increase the 
liquidity of households rather than finance investment. That is, a por- 
tion of business borrowing from banks ends up as “liquid hoards” of 
households. Such borrowing by business firms in excess of the differ- 
ence between ex ante saving and realized investment will increase the 
rapidity with which firms’ balance sheets deteriorate. An explosive 
accelerator process may be broken by such changes in liquidity pref- 
erence. 

Such changes in liquidity preference have been Jabeled autonomous. 
There exist plausible mechanisms by which the upward movement of 
an explosive accelerator process would lead to a fall in liquidity 
preference. However, there do not exist equally plausible mechanisms 
by which a rise in liquidity preference can be considered as endoge- 


z s 


882 THE AMERICAN ECONOMIC REVIEW 


nous during an expansion. During a downswing there exists a plausible 
mechanism which can raise the liquidity preference of households. 
This can force a deterioration of firms’ balance sheets, and thereby, 
through its effect upor: the accelerator coefficient, a further fall in 
investment. There does not seem to be any endogenous factor which 
would lead to a fall in liquidity preference on a downswing. Changes in 
liquidity preference seem to be destabilizing. 


IV. Policy Implications 


Let us asume that the policy goal is steady growth at a stable price 
level. The policy measures to be used are monetary policy, which in 
the language of this paper means to choose a monetary system, and 
fiscal policy. It has been shown that steady growth requires a money 
supply that increases at a geometric rate: but that a too rapidly grow- 
ing money supply results in rapid price inflation and that a too slowly 
growing money supply results in a downturn of income. 


The smallest self-sustaining rate of growth of income is equal to . 


the smaller root of the accelerator process, u2. If productive capacity 
can also grow at this rate, then the policy goal of growth without 
inflation is attainable. If the rate of growth of income is greater than 
the maximum possible rate of growth of productive capacity, the pol- 
icy goal is not attainable. In the latter case, we assume that steady 
growth accompanied by secular inflation will be chosen in preference to 
a constant price levedand intermittent growth. The policy goal there- 
fore becomes steady growth with a minimum rate of secular inflation. 

If the policy-makers prize steady growth and abhor falling income, 
and if secular inflation is accepted as the price that has to be paid for 
growth, then the policy-makers would -be able to “play it safe” by 
allowing the actual rate of growth of the money supply to be greater 
than the minimum self-sustainable rate of growth of income. That is, 
the policy-makers would accept some unnecessary inflation in order 
to be on the safe side in maintaining full employment. 

For a given consumption coefficient, the greater the rate of growth 
of the money supply, the greater the ratio of bank debt to debt and 
equities to households'in the balance sheets of firms. Therefore the 
greater the rate of Increase in the money supply, the greater the 
chance that induced investment will decrease because of the unsatis- 
factory nature of firms’ balance sheets. Two policy measures which 
can counteract this effect are: (1) an interest rate policy designed to 
keep velocity greater than one; (2) a fiscal policy designed to increase 
the money supply without increasing business debt to banks. 

It was shown that if income velocity is greater than one and if the 
money supply is being increased by business borrowing from banks, 


f ® 


Pe 
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the net increase in business borrowing from banks will be smaller than 
the difference between realized investment and ex ante saving. In 
order to achieve this result bank financing of business must be at a 
high enough interest rate to keep income velocity greater than one. 
But the accelerator coefficient also depends upon the interest rate. Thus 
if the monetary policy designed to keep income velocity greater than 
one is carried too far the accelerator coefficient will fall and the self- 
sustained growth will be interrupted. 

To keep interest rates at a given level, the central bank must be 
willing to supply reserves to commercial banks, in response to com- 
mercial banks’ demands, without limit at a fixed rediscount rate. 
Therefore the rediscount rate seems the appropriate tool of central 
bank policy. | 

Nevertheless if the money supply can increase only by business 
borrowing from banks, a ratio of debt to equities in business balance 
sheets can result which will lead to a decline in induced investment. 
Government deficits financed by borrowing from banks result in an 
increase in the money supply without any corresponding increase in 
business debt. If interest rates are such that velocity is greater than 
one, debts and equities to households will be substituted for debts to 
banks in the business firms’ balance sheets. This is more conducive to 
steady growth than the situation in which all of the increase in the 
money supply required for steady growth is created in excharge for 
business debt. Therefore government deficit financing, even during a 
period of sustained growth and secularly rising prices, may be desir- 
able in order to maintain the conditions for further growth. 
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WAGES AND INTEREST: A MODERN DISSECTION OF 
. MARXIAN ECONOMIC MODELS 


By PAUL A. SAMUELSON* 


Modern economic analysis can throw light on the ancient problems 
of Ricardo and Marx. (Neither of these gave a logically complete 
description of factor and goods pricing in the simplest case where 
land is free and where labor and intermediate capital goods applied 
today produce output after one period of time according to a constant- 
returns-to-scale production function I propcse to analyze such a 
simple economy, and then compare it with their formulations. 

Just as the utilitarian Bentham was called “Paley without hell-fire,” 
Marx can be classified by the modern theorist as “Ricardo without 


_ diminishing returns.” The present treatment is part of a longer study. 


of Ricardo-like systems. It makes no attempt to do justice to the 
many noneconomic and imperfect-competition aspects of Marx’s 
thought, but takes seriously his belief that he was baring the inner 
workings of competitive capitalism. a 
Technological Assumptions. Assume two industries. Industry I pro- 


‘duces homogeneous physical machines cr raw materials called K (for 


physical capital). Industry II produces homogeneous consumption 

goods called Y. Production in beth industries requires homogeneous 

labor Lı t Z2= L and physical capital Kı + K: = K today, with 

output appearing one period later, Ore 
Kt = Fi Lt, Ky Li+ Lt < L 


1 
(1) VY! = f(E, Ke’) Kit+ Ke SK, 


g where the inequalities reflect the fact that one input may be redundant 


in supply. - 


+3 Marx is supposed to have thought the production functions F and f 
=" - iñ. (1) to be-of ‘the fixed-coefficient type rather than of the smooth 


tr 


a J-B. Clark type. Sc in this case we can* replace the functions of (1) 


¥ ew 
e $ ». es 
‘ ; 

ie toe S ‘ 


Ty ae: Thé. atithor is professor of economics at the Massachusetts Institute of Technology. 
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. » ~+For this and othér facts about. linear programming and modern economic theory, see 
:, R. Dorfman, R. M. Solow, and P. A. Samuelson, Linear Programming and Economic 


eg ` Antal ysis (New York, 1957), particularly Ch. 11. It is shown there that the functions F 


-and f can be written in the form: 
Ao 9 `~ Minimum of (L;‘/a;, Ki'/b:). 
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by the logically equivalent relations: 
Ly! S ayK th K! < bı KH 


L < az yH K < by Yet) 
where (a1, bı; az, b2) are the positive technical production coefficients 
characterizing the fixed-proportion constant-returns-to-scale produc- 
tion functions. 
The system’s production possibilities can be summarized by 
ai Kt + a Y < Lt 
(2) ba KH + ba YH < Ke. 


These relations are portrayed in Figures la and 1b. In Figure la, the 
straight lines correspond to the two equations of (2) with inputs ZL‘ and 
K* given. The ‘corner A of the production-possibility locus will move 
northwest or southeast when one of the inputs is increased. Figure 1b 
shows the equations of (2), but with outputs K** and Y"™ specified: if 
an output rises, the corner A’ of society’s input-requirement locus RA’S 
will move northeast. 

The relative prices of outputs K*** and Y"", (f2/p1)'**, must equal 
the absolute slope of the NAM locus at the production point actually 
observed. The relative prices of inputs LZ’ and K*, (w/pı)*, where w 
is the wage of labor, can be any nonnegative number because the corner 
A’ in Figure 1b can D a straight line of any slope tangent to it. 


I. Stationary Conditions 
Simple Reproduction. Under stationary conditions, or slowly chang- 


PRODUCTION POSSIBILITIES INPUT REQUIREMENTS 
yth 





Ki 
(b} so ~ 


Figure 1. NAM shows goods producible with given inputs. RA'S shows inputs 
needed to produce specified outputs. eni 
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Ing conditions, the capital stock K* will accommodate itself to the 
supply of labor L’, which is assumed to be fixed, so that we shall be 
at a corner A rather than at a point on VA or AM where one of the 
‘inputs would be redundant and therefore free. Hence, pı, w, and pz 
will all be strictiy positive. These prices, or their ratios, need not be 
constant through time but may be slowly changing—probably in a 
rather predictable way. 
The model of “simple reproduction,” in which all variables repeat 
themselves over time, is the naturai starting place for an exact analy- 
sis. In this case we replace (2) by: 


PE Letina... if 
Ki = KH = =K 
Y: = YH = EAr, Y 
ak +aY=L 

(3) f i 

or solving, by: 

TE b 

l (4) ' a? 1 C102 

bs 


paren) 
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PISE a ee E L 
a2(i = bi) -+ t10 
where labor supply L’ is taken as given at the L level. Being the only 
factor nonaugmentable in the long run, labor plays a pivotal role: all 
other magnitudes are proportional to it. The national product NP 
can be expressed in labor units simply as L; in consumption-good 
units NF is given by Y in the first equation of (4). Production of K 
goes into gross product; but K being an intermediate good needed to 
produce final consumption goods, it is not included in stationary NP.’ 
Prices, Wages, Interest. Though prices and wages are constant under 
repetitive stationary conditions, this does not mean that production is 
timeless or that intermediate products just now produced by labor 
and’ machines will exchange one for one against themselves when 
-*-Ricardo made quite different assumptions about L. He assumed a Malthus-like sub- 
sistence wage level at which any number of workers would be produced and reproduced. 
Such subsistence wages he treated as intermediate product—like Lay being fed to horses 
or coal. to furnaces; hence Ricardo’s net product would be mine minus wages. Marx 
assumed actual L used to be less than available Z because of the existence of a “reserve 
army of the unemployed.” He would interpret Z in (4) then as actual Z and would have 
to add this magnitude as a further unknown variable of the system. A new equation is 
then needed’. Tne Marxian literature relates the size of the reserve army to labor-saving 


innovations,’ depressions, and migration but does not appear to contain a determinate 
quantitative equation to explain why it is as large as it is, why it is not larger than it is. 
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“ripened” one period from 2ow—or one for one against finished goods 
produced today from last period’s inputs. The fundamental factor 
relating unripened product today to ripened product one period from © 
now is the market interest rate y (or what Ricardo and Marx would 
call the rate of profit, a pure percentage per period). 

If the interest rate were r = .05 per period, then 100 finished units 
of Y (or of K) would toda;y trade in the competitive market for 105 
unfinished units of Y (or of K) just produced by current labor and 
capital goods. Free competition among producers, investors, owners 
of labor, and owners of capital goods will insure the following unit 
cost-of-production equations: 

(5) pı = (wa, + pibi)(A + r) 
po = (waz + pda) (1 + r). 

The first of these equations is directly solvable for #:/w; and substi- 
tuting the result into the second, we get the following explicit solution 
_to (5) in terms of (a1, bi; az, bay r)i 
Ar a+r) 

w 1-—8)4+7) 
pa a HOU- bi +7] + a(t + A +7) 
w 1 — b1 +7) l 

The reciprocal of the last of these is the real wage expressed in 
terms of consumption goods. If interest were zero, this expression 
would equal the full productivity of labor in producing consumption 
goods, as given in the first equation of (4). But of course (4) refers 
only to steady states of output and input, paying no attention to the 
time lag between inputs and outputs. Only under special, and unrealis- 
tic, market assumptions can tie competitive supply and demand rela- 
tions be expected to ignore tkese timing relations: if supply and de- 
mand among investors and consumers yields a positive r, then workers 
will receive their “discounted” productivity. This means many things 
to many writers: exploitation to some, to others merely that workers 
(and machine-owners) receive their full wndiscounted productivities in 
terms of the intermediate product that they now produce. Because of 
the workers’ supply and demand for ripe and unripe products, and the 
corresponding supply and demand of those who own consumption or 
capital goods, the market rate of interest r is what it is. And being 
what it is, costs and prices and incomes are what they are. \ 

Note too that the price ratio between any two goods, such as 
p2/w — p:/w in (6), or between either of these and any tHird good, ~ 
will not be proportional to their embodied labor contents ał given in 
the first equation of (4) and the corresponding equation derjvable for 


(6) 
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K in terms of ZL; alone.’ Exchange values would precisely be given by 
such labor contents if interest or profit were zero. (Remember we have 
also conveniently banished all land rents from existence.) This mathe- 
matical fact will not be of comfort to one looking for a labor theory 
of value as a base point for a theory of labor exploitation; the propor- 
tionality of market price to labor content applies validly only when 
surplus value is zero and not worth talking about! 

When interest is positive, a change in its magnitude will change all 
relative prices, a hard fact that Ricardo never could square with his 
desire to find an absolute measure of value based upon labor. And 
even had Marx lived to write a fourth or fortieth volume of Capital, 
he could not have altered this arithmetic obstacle to the relevance of 
hip labor theory of value. 

The Tableau Économique. For each stationary state based on L 
and r, we can combine the prices of (6) and the quantities of (4) to 
get the Quesnay-Marx-Leontief money-flow matrix. Of course, we 
must reverse the Marxian emphasis, beginning with market exchange 
values rather than labor values because that is what the market that 
determines people’s incomes and goods’ prices begins (and ends!) 
with. We get: 


(7) pıK = (wl, + pK) +7) 


= (wle -{. pıKə) (1 + r). 
Write ~:K, as the Marxian “constant capital” C1, wLa as “variable 
capital” V:, and the difference between Industry-I receipts and the 


sum of these as “surplus value” Sı. Define C2, V2, S2 for the second 
industry likewise. Then by definition (7) can be rewritten: 


(8) pK = Cit hit S 

pY = Cot Vo + Soa. 
Such a relation would be valid even if positive accumulation were tak- 
ing place, with AK = K t“ — Kt > O, and (7)’s K = Ki + K: + AK, 
If simple reproduction is assumed, with K = Ki + Ko, then it is easy to 
derive the Marxian condition for simple reproduction.* 


(9) Ce =Vit Si 


However, the supposition made in Capital, Vol. I, of equal rates of 
surplus value in different industries, $1/V1 = S2/V2z, is seen to be gen- 


"If we write AK = K — K* as the net production of physical capital, over and above 
what is used up as intermediate product in production (“depreciation”), then the steady- 
state production-possibility equation of final goods producible for each L may be shown 


to De given py: . 
a(l — bDAK + [ae t+ all + bd) bY = L. 


1P, M. Gweezy, The Theory of Capitalist Development (New York, 1942), p. 77. This 
seems by alf odds the best book on Marxian economics. - f 
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erally untrue. By (6)-(8), we find: 


Si r(way -4 pib1) Pi by r 
ee i Y + Ser EE 

(10) Vi Wa, ` W ai 1 —.b,(1 + r) 
Sı  r(waz: + prbe) pi b2 SL pı [bz by 
Se OE ae er 
Vo Wag WwW ado Vi wW Nag ay 


It would be a fortuitous selection of (ai, 61; a2, b2)—namely that for 
which b:/a: = bz/az—that would make these_equal when both are not 
zero, However, the situation is a little better than Marx’s critics have 
r€alized: for if the “organic composition of capital” happened to be 





Og n aaar ee o 
the same for different industries at one interest rate, then it would 


ave to be the same for all values of 7. 
Table I shows the simple reproduction model in the Leontief tableau 
form of input-output money flows. Each industry is listed in rows and 
in columns. Thus, the column of Industry I gives the dollar production 


TABLE I.—SIMPLE REPRODUCTION, LEONTIEF-STYLE 


Industries I i Final Products Gross Product 


Totals 
I AK 1 pK 2 | 0 p2: 
II 0 pa y* = 
Value | Wages wL wLa | > = 
Added | 
Interest r (wLa + DK 1) r (wle+- p1Ko) p2 
Gross Costs | Dy D" | DF => 


costs it pays out. The row indicates where Industry I sells its products. 
Above and to the left of the broken lines are the intermediate-goods 
flows; then on the right comes the value of final output, and below 
come the value-added cost items (excluding, of course, all deprecia- 
tion). The starred quantities represent national product, as final com- 
modity flow or equivalent factor costs. The sums of rows or columns 
are indicated by =, and the 33 checks the identity of all the table items 
to the gross sum of column sums and to the gross sum. of row sums. 
As a condition of stationariness, AK = O in row I’s third column: 
hence (9)’s identity between #1K2 and the value-added items of 
column I. 

To be stressed is the fact that our table is limited by more than the 
tautological accounting identities: having committed ourselves to equa 
tions (1)-(6), we must make each entry in the table directly} propor- 
tional to total labor L, with a proportionality coefficient tht is an 





ws 


ae a 


890 . THE AMERICAN ECONOMIC REVIEW 


easily determined function of (a:, bı; az, b2; 7) and nothing else. I 
leave the working cut of such coefficients to the reader, since they are 
important only for Marx’s special two-industry circular model. Later 
we shall see how the coefficients vary for each percentage rate of growth 
of the system. 

A Digression on-the “Transformation” Problem, Marx seems never 
to have quite mastered the purely technological implications of his 
simplest models, It is idle to speculate whether his Volume IT analysis 
of circular flows might not have been more fruitful if he had not mis- 
led himself by Volume I’s attempted labor thecry. After all, we don’t 
expect in 1860 to find 1960 models. But later scholars surely would 
have made progress faster in this field if they had subjected the labor 
theory to careful analysis rather than spent so much time in what must 
seem to a critic as sterile apologetics. 

_ One honest attempt to analyze the relations between exchange values 
and labor values beyond the unsatisfactory state left by the posthumous 
Volume III is associated with the names of Bortkiewicz, Sweezy, and 
Winternitz.° Yet the present exact analysis of this model suggests 
that this so-called “transformation problem” is rather pointless. 
Equations (6)-(7) determine all market. magnitudes in terms of | 
(a1, b1; az, bz; r; L). Using the definitions implicit in (8), we can 
then evaluate all the Marxian expressions as functions of these same 
variables. Logically this transformation goes from exchange values to 
Marxian-defined values—not vice versa! This is because exchange 
values arè solidly based on equations (5)-(6), as Ricardo, Smith, and 
all modern economists would agree. There is no similar solid ground 
gto be found in the Marxian labor theory of value; a model based on 
equal rates of surplus value is like a made-up nursery tale, of no partic- 
ular relevance to the ascertainable facts of the simple competitive model 
(nor to the facts, for that matter, of the Chamberlin monopolistic 
competition models or the models of developing and oscillating capi- 
talism). 

Many Marxians have thought it a virtue of the labor theory of 
value that it “explains its deviations” from the market-price theory. If 
so it shares this virtue with every theory, however nonsensical: for 

* See Sweezy, op. cit., Ch. 7 for discussion and references. Also, L. von Bortkiewicz, “On 
the Correction of Marx’s Fundamental Theoretical Construction in the Third Volume of - 
Capital,” transl, by Sweezy from the July 1907 Jahrbücher fir Nationalökonomie und 
Statistik and given as an appendix in Sweezy’s English edition of BOhm-Bawerk’s critique 
of. Marx {nd Hilferding’s rejoinder: Karl Marx and the Close of His System (New York, 


J. pVinternitz, “Value and Prices: A Sclu<ion of the so-called Transformation Prob- 
akta,” Ecdn. Jour., June 1948, LVIII, 276-80, R. L. Meek, Studies in the Labour Theory 
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truth always equals “error plus a deviation”; and while I should prefer 
to say that Euclid’s geometry explains the deviations between it and 
my daughter’s geometry rather than vice versa, I would not-go to the 
guillotine over such a semantic issue. A quite different defence of the 
Volume I detour is the historica: argument that prices once were in 
“accord with Volume I’s labor theory, but just as Volume IIT evolved 
“~from Volume I so did the capitalistic system outgrow the simple labor 
theory: ontogeny repeating phylegeny may be accurate biology, but a 
respect for the facts of history and anthropology stands in the way 
of this hypothesis. There is finally Marx’s own view that the labor: 
theory of Volume I is needed to “determine” or “explain” the aggre- 
gate of surplus value, with the bourgeois theories of Volume III having 
the mundane task of settling the details of how the determined aggre- 
gate is to be allocated among the different industries. Ac-ually, in the 
competitive Marxian model defined by equations (1) and the follow- 
ing, there can be no prior determination of the aggregate: the whole 
is the sum of its (admittedly nonindependent) parts and all the pric- 
ing relations are simultaneously determined.° 
I have not the space to deal with the defensive argument that Vol- 
ume I’s labor theory is a (needed or unneeded?) simplifying first ap- 
proximation. Modern science and economics abound wita simplifying 
first approximations, but one readily admits their inferiority to second 
approximations and drops them when challenged. Moreover, to my 
mind, the only legitimate first approximation would be that of Smith 


€ Maurice Dobb, On Economic Theory cnd Socialism (London, 1955), ‘Chapter 17, deals 
with the transformation problem, Dobb, as does Sweezy, seems to feel that Bortkiewicz 
came to criticize Marx but in effect ended up justifying him by showing :hat labor’s wage 
was determined after a “deduction” and by arguing as follows: “If... the rate of profit 
in no way depends on the condition of production of those goods which do not enter into 
real wages, then the origin of profit must clearly be sought in the wage-relationships and 
not in the ability of capital to increase production.” (L. von Bortkiewicz, “Value and 
Price in the Marxian System,” English transl. in International Economic Papers No. 2 
[1952], p. 33). I do not see that the Bor-kiewicz “deduction” or “withholding” theory of 
wages differs essentially from the conventional “discounted” productivity theories here 
analyzed and subscribed to by Taussig, Wizksell, Böhm-Bawerk, and non-Austrians. Adding 
a nonwage-good sector with its new (2,0) coefficients and adhering to horizontal labor- 
supply conditions which fix the real wage, we may find it true that all three industries 
can come into stationary equilibrium and with r determinable from (5) or (11) quite 
independently of the new (a,b) coefficients. But how does this make anyone prefer Volume 
I to Volume II or to any modern bourgeis theory? 

Without going into the social relations of the past or future, any economist can see 
these implications of competitive market prices. (He can also see that the (&,b:) coeffi- 
cients reflecting the productivity of capital do affect r; and he can envisage a fase where 







give is not apenas economic theory or the capitalistic institutional economy §but rather 
the assumption of stationary relative prices!) 


892 THE AMERICAN ECONOMIC REVIEW 


= and Ricardo in which the labor theory is first introduced with zero 
- surplus value or profits (as in Ricardian comparative advantage ex- 
amples) but is then to be dropped as unrealistic. Volume Ps first ap- 
proximation of equal positive rates of surplus value, Si/V:, is not a 
simplifying assumption but rather—to the extent it contradicts equal 
profits rates Si/(Vi + Ci)—a complicating detour, Marxolaters, to 
use Shaw’s term, should heed the basic economic precept valid in all 
~ Cut your losses! 


I. Incompetibility of Falling Profit and Falling Real Wage 


Falling Real Wage or Falling Rate of Projit? We now have the 
equipment to answer an unresolved problem of the Marxian literature. 
Is there a law of the declining rate of profit as time goes on? Ricardo 
‘and Sir Edward West in 1815 showed that the answer is, Definitely 
yes, if you assume Malthusian reproduction of labor matches the capi- 
tal accumulation that is applied tc scarce land. The law of diminishing 
returns applied to land then guarantees that profit, or interest, should 
fall. 

Marx, having in most of his work ruled out such rising rent consid- 
erations, explicitly rejects this explanation of falling profits. More- 
over, Marx was like Malthus and older economists in not bothering to 
distinguish between technological changes and changes within a given 
production function. This does not mean that for him a postulated 
secular econometric law meant that literally what it prophesied would 
indeed happen; jor, like Malthus and others, he often spoke of 
“tendencies,” and in such a way that we hardly know how to decide 
when he was wrong—and hence when he was righ?! 

From a tautology relating the profit rate 7 to society’s rate of surplus 
value 25/2V and its organic composition of capital 3C/2V, Marx de- 
duced the tautology that higher values of the latter, the former being 
held constant, would necessarily mean that y falls. Sweezy, Joan 
Robinson, and most analysts of Marx have rightly, I think, criticized 
this arbitrary ceteris paribus type of argument. The rate of surplus 
value is a purely derived concept about which little can be said in 
advance until we already know what is happening to the (a, b) tech- 
nological coefficients and the supply-demand relations for labor and 
interest loans. Instead therefore we must tackle directly the question 
of what accumulation will tend to do to r, basing ourselves on the 
actual bfhavior equations of competitive capitalism. 

First (though, we should note a contradiction in Marx’s thinking 
that andlysts have pointed out. Along with the “law of the falling rate 
7? Marxian economists often speak of the “law of the falling 
(or constant) zeal wage of labor.” Some Marxians have even thought 
nà Y 
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that the important fruit of Capitals peculiar definitions has been this 
law of the “immiseration” of the working classes, with the rich getting 
richer the poor poorer, and with nothing to be done about it until 
. capitalism becomes so senile and cycle-ridden as to lead inevitably to 
a revolutionary transformation into socialism or communism. The facts 
of economic history have, of course, not dealt kindly with this law. 
And Marx himself did not adhere to it at all times. But he perhaps 
didn’t fully realize the inconsistency of his two inevitable laws. As 
Joan Robinson points out: “Marx can only demonstrate a falling 
tendency in profits by abandoning his argument that real wages tend 
to be constant.”” Our model is well-designed to show this. 

specifically, with specified (a, b) coefficients if attempts to ac- 
cumulate did succeed in bringing profit z down to a lower plateau, the 
real wage would have to be higher—and by a quantitative amount to 
be predicted from our second formula of (6), namely 

pa a(ttr[t—bilitr)} + alt + rbot + r) 

This rational function grows as the interest or profit rate falls, reach- 
ing its maximum when 7 reaches its zero level. 

A Theorem about Technological Change under Perfect Coinpetition. 
This wage-profit relation is derived, not from the orthodox model in- 
volving smooth marginal productivities, but from the simplest fixed- 
coefficients model that Marx seems often to have had in mind.* It does 
rest though on fixed technology as given by the (a, b) coefficients. 
Since Marx admits technological change into his system, doesn’t my 


"Joan Robinson, An Essay on Marxian Economics (London, 1942), p. 42. Also, Sweezy, 
op. cit, Ch. 6. 


J. Robinson, of. cit., p. 43 demonstrates the orthodox case, making implicit use of a 
smooth two-factor homogeneous production function. Her next page’s numerical example, 
suggesting that with a fixed real wage r might fall, is inconsistent with such a model, no 
matter how “very sharply” the marginal productivity of capital is assumed to fall; for- 
gotten is the fact that when increased capital to labor leaves the real wage constant, de- 
creased labor to capital must leave the profit rate constant too; actually, for all changes 
within a smooth or unsmooth homogeneous production metion, A(real wage) equals 
—A(profit rate), where A is an intermediate positive capital/labor ratio. 

ecently William Fellner, “Marxian Hypotheses and Observable Trends under Capital- 
ism: A ‘Modernized’ Interpretation,” Econ. Jour, Mar. 1957, LXVII, 16-25, argues that 
a two-factor, homogeneous production function, zero-monopoly world can have its real- 
wage marginal productivity and its profit marginal productivity simultaneously fall— 
provided a sufficiently labor-saving invention has intervened. Fellner’s conclusion is in- 
consistent with my theorem: competition would keep the invention he ervisages from 
ever becoming exclusively dominant. The rest of Fellner’s excellent paper fis quite un- 
affected by his pp. 20-21 discussion of this point, which in-/Any case no longkr represents 
his opinion on the subject. Since writing this paper, I note H. D. Dickinson, ¿The Falttag 
Rate of Profit in Marxian Economics,” Rev. Econ. Stud., Feb. 1957, XXIV, {120-31, deals 
with a similar topic, attempting to use the Marxian C, V, S, categories. The s arp contrast 
with the present treatment is worthy of note. l . 
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argument that falling r with given (e, 5) coefficients implies rising real 
wage w/p: become irrelevant? In the competitive model, I believe not 
completely. a 

For technological change is itself subject to some laws. A technical 
improvement must be an improvement or it will not be introduced in 
a perfect-competition market econorny: Marx cannot repeal the valid 
part of Adam Smith’s law of the Invisible Hand, for its validity de- 
pends only on the existence cf numerous avaricious competitors. To illus- 
trate, imagine an old set of coefficients (a1, b1; a2, b2; r) and a new pos- 
sible set (a1’, bx; a2’, bo’; 7’). Then if r’ < r and if the new technology 
will actually win its way in a competitive market over the old, I assert 
the theorem that the new steady-state real wage (w/pe)’ must be 
greater than the old real wage." 

This is straightforwardly provable by the mathematics of linear 
programming. It will become intuitively clear if one considers the 
special Ricardian case where 01 = O and no circular complications can 
arise from the fact that it takes machines (Kı) to make machines (K). 
Remember that in a perfectly competitive market it really doesn’t mat- — 
ter who hires whom: so have labor hire “capital,” paying the new 
market interest rate 7 <7; then labor could always use the old tech- 
nology and paying less than r get better than the old real wage. If 
labor does not do this, it must be because it can now do even better 
than better.*° | 

If my result or my argument seems paradoxical, remember that per- 
fect competition—like Christianity—will be found to be very para- 
doxical if ever it is universally tried. And remember too that Marx 

V has made the unrealistic assumption that everything except labor is 
reproducible in the long run. If he had abandoned his labor-theory- 
‘of-value concepts and from the beginning built on the patent fact that 
natural resources too are productive (in the unemotive sense that if 
the U.S.A. or U.S.S.R. didn’t have them, its product would be less), 
then the possibility of having profit and wages both fall would have to 

.* Rewriting (11) as w/p2—= $(r;a,b), and new letting (a,b) be variable as a result of 
technological change, the competitive Invisible Hand can be proved to select (a,b) so 
that w/p: == @(r) = maximum of #(r;a,b) with respect to (a,b). Similarly, r = P“ (w/p) 
= maximum of ®"(w/p2;a,b) with respect to (a,b). Always ®’(r)< 0. I believe this to 
be a new theorem. Of course, it is a prosaic mathematical fact not a Dr. Pangloss teleology. 


3 The argument holds even if capitalists do all the hiring, provided only that workers 
go where they get highest w and competing capitalists do what gives highest profits. If b 
> 0, the a ent needs some amplification Eecause workers have to hire some of the 
olc-type Kft carry through the old-type activities and for quite a while the rents of the 
Ks might We adverse to labor; also we could not be sure of being able to settle down to 
a steady state in two periods when b, > 0. The stated theorem remains valid though. (Note 
that with & > 0, there must have been other ways of producing or getting K, else the 
system coulfi never have gotten started and could never recreate any K if it were all bombed 
ouc—os if, Jike passenger pigeons or dodo birds, K once became extinct.) 
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be admitted. He would also have been in a better position to explain 
why some people are very rich indeed and why some countries are more 
prosperous than others. 

Causality and History, Faced with two contradictory dogmas, what 
are we to do? Decide that the capitalistic system is doomed to con- 
tradiction, and that when the irresistible force meets the immovable 
object there will ensue an inconceivable disturbance—with communism 
peeking up through the revolution’s ruins? This is the “pathetic fallacy” 
—in which the observer imputes to Nature his mental states—with a 
vengeance. 

Instead, of course, we jettison one (at least!) of the dogmas. Which 
one? I nominate the law of the declining (or constant) real wage for 
the junk pile, and note with interest that modern Marxians increas- 
ingly turn to that part of the sacred writings more consistent with 
last century’s tremendous rise in workers’ real wage rates.” 

It would be unsafe to predict an actual secular decline in interest 
or profit rates in that most economists—-notably Schumpeter and Irving 
Fisher—have emphasized how technological change may raise sagging 
interest rates, just as plucking a violin string restores its dissipating 
energies. Moreover, interest rates have historically oscillated in such 
a way as to lead many economists to the view that there is a funda- 
mental law of constancy of the interest rate. (Taussig, e.g., tried to 
frame a theory of a horizontal savings schedule to explain this alleged 
constancy.) 

None the less it is of some import to know what would be the effect 
of attempts to accumulate capital at a rate greater than labor supply 
increases, on the assumption of unchanged technology. For such an 
inquiry can throw light on the tendencies upon which technological 
changes of a labor-saving, capital-saving, or neutral character have 
to be superimposed. Within the framework of my simple two-sector 


fixed-coefficients model, the resulting analysis will be seen to be at least | 


a little like the despised wage-fund doctrines of Smith, McCulloch, and 
e Mills. 


III. Steady Growth 


The Expanded-Reproduction Model. Apparently Marx did not have 
the time to perfect his “expanded reproduction” model in which in- 
vestment and growth take place. Modern techniques make such analy- 
sis a simple task. I retain the fixed-proportions assumption and take 


up the natural case where, instead of being geared to a fiationary 
level, the economic system is geared to steady growth. This necessarily 


“See for example, discussion of this topic in Econ. Rev, (Tokyo), Jan. 1957, VII, 
particularly 21-25. " 
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means steady geometric or exponential growth at uniform percentage 
rates: no other time-path is possible if many variables and their rates 
of change are to remain in constant proportions. Such a geometric 
progression has the further property that relative contemporaneous 
prices and relative intertemporal prices can be constant along it. 

Our production conditions (1) and (2) remain applicable. So do 
our cost-of-production conditions (5)-(6). But now our simple-repro- 
duction equations (3)-(4) must be replaced by their equivalent rela- 
tions corresponding to each percentage rate of growth m per period. 
Now: | 

Kitt! = (1 +- m) Kt wm oe 8 8 sm (1 -+ m)'Ke 


LH = (f+ am Lis +s = (1+ mye 
all + m)K*t + a, Yt! = Lt 
b(1 + m)K'+ b YH = Kt, 


where I have substituted for K*** its indicated value in terms of K* 
and have omitted all inequalities by virtue of the assumption that the 
system is geared to its rate of growth with no excess capacities of men 
or machines. Just as we solved the static (3) for (4), we can solve the 
last two equations of (12) explicitly to get 


(12) 


yH = 1— b1(1 4+- m) 
(13) aali — bi(1 -+-m)] + abl + m) 
be 


all — b:(1 + m)] + abl + m) 

The first of these coefficients has a slight similarity to the expression 
for the real wage in (11) or (6). In (11) and (6) the positive interest 
factor 7 acted to blow up, so to speak, every input requirement a: 
or b: into ai(1+ 7) and b:(1 +7). Here the positive growth rate m 
acts to blow up-b: and a: into b:(1 + m) and a(l + m), but bz and az 
are quite unaffected.” 

Table II presents the moving equilibrium. Except for #:AK, which 
is equal to mpi(K, + K2), it looks like the earlier Table I. National 
product is now given by fewer starred sums %*, and this must equal 
the sum of all the value-added items, No longer does the condition for 
simple reproduction, fik2 = wl, + r(wLı + piK1) as in (9), hold. 
Also the precise dollar magnitudes are now definitely weighted to- 
ward more importance to Industry I, since we now spend more of our 
available ffinal incomes on capital growth: the exact quantitative magni- 

2 Tn the closed von Neumann model of dynamic equilibrium, characterized by constant- 
returns-to-scale and everything plowed back inte the system, m and r turn out to be 
identical. This is not such a system and the possible relations are m 5 r. 
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Gross Product 


Industries i IL Final Products Totals 
I hK pik | PAK 2 
I 0 Ag > 
Value eee li wga E pr 
Added |Taterest | r(wlat#Ki)  r(wLrthK) | s 
Gross Costs 2 p> | =* => 


tudes are given by functions of the (a1, bı; a2, b2; 7; m) coefficients 
and are easily computed from equations (6) and (13). 

In the next period sur tableau would look like that of this period, 
but with all magnitudes blown up by the common factor (1 + m); and 
so forth with each succeeding period. Hence, such a steady-growth 
progression could go cn forever if only the same behavior rules con- 
tinue to prevail. (The only restriction on the possible rate of growth 
is that 1 — d1(1 + m > 0 or Om < (1 — bı)/bı so that all indi- 
cated ratios shall exis. and keep all our variables positive. A similar 
restriction 1 — 6:(1 + 7) > 0 had to hold for r. Otherwise production 
of capital goods K could never have paid.) 

I have said nothing about the saving habits of wage or interest 
earners that would give rise to the analyzed growth rate m. Certainly 
if each group saved a constant proportion of its income at all times, 
say Sw for workers anc 9, for interest receivers, we could solve for the 
only “warranted rate cf growth” m that is compatible with these prop- 
erties. (Of course, to essume that L’ is always available at the result- 
ing geometric rate is tantamount to postulating a “natural rate of 
growth” equal to whatever warranted rate results. )** 

The solution for m in terms of ¢» and 5; is more complicated than 
one might at first think. Obviously, the distribution of income depends 
upon the interest rafe 7, postulated to go along with the given 
(tı, b1; az, b2) technicel coefficients. Call the fractions of income going 
to wages and interest kw and kr = 1 — kw. Then the community’s 
average propensity to save must be 


C= Rat “| kra, = Row 4 Tp) + Cr; 
and we see that this w-ll be the higher the higher is the income of the 
relatively more thrifty interest receivers. 
What we may not realize is that the distribution of income coeff- 


oo terminologies will >e recognized as those of the modern Harrod-Domar growth 
mo 
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cients, besides being functions of the interest rate r, are also functions 
of the unknown m growth rate as well; indeed the ratio of total capital 
asset value to income, the so-called “accelerator” coefficient 8, which 
is needed along with ¢ to define the warranted rate of growth, is itself 
a function of m (as well as of r). So the equation defining the warranted 
rate of growth: 
m = a or Bm — o = 0 

must, even for given (a, 5) coefficients, be written in the implicit- 
equation form: 
a(r; m) 
BC; m) 

Why do the accelerator and the distribution-of-income coefficients 
depend on m as well as on r? First, because the relative share of wages 
will differ generally in Industries I and II, and each different growth 
rate gives a different relative importance to the capital-goods and 
consumption industries. Our equations permit us to compute the exact 
effects for each (a1, b1; a2, b2; 7; m) coefficients. Second, and related 
to the above, each different r will change the dollar (or consumption- 


good or labor-hour) total of asset value zo which the yield 7 is applied. 
The equation: 


(14) m = or B(r, mm — ao(r, m) = 0. 


H 


Total interest return = r (total asset value) 


r(wLi + wle + 21K: + pike) 
r| Alabi; as ba; r; m) wl], 
where A is a function determinable from our earlier equations and 
where the bracketed expression represents total asset value, 

Our whole problem then has a determinate solution quite free of 
any of the dilemmas of “capital metaphysics.” All is grounded in hard 
technological fact and hard competitive-market fact: there are circular 


relations between interest and asset value, but they are virtuous circles 
rot vicious ones. 


i 


(15) 


i 


IV. Changing Factor Propartions and Prices 
The Law of the Rising Rate of Profit. So long as labor and the sys- 


“The case where profit receivers have o:=:1 and workers have ow = 0, however 
econometrically unrealistic, is a special case of tae above analysis. Were ow > or, the 
logic of the system would be little changed. Of ccurse, with ow = Or, the distribution of 
income would become irrelevant and the analysis slightly simplified. Also, in the singular 
case earlier mentioned, where a@,/b: = a2/5. and ‘abor-values are proportional to prices, 
Rw» and kr are independent of m and the analysis becomes even more simple; but to assume 
away differences in the organic composition of capital is to ignore one relevant factor in 
the distribution of income. 
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tem are geared to grow.at the same rate, there is no need for profit or 
interest to change. But if labor grows at a faster percentage rate than 
does “capital,” our equilibrium conditions become inconsistent. Some- 
thing has to give. What? 

One definite possibility is for labor to become redundant and—if it 
has no reservation price or real cost of staying fit to work—ils wage 
will have to fall. Fall how far? Adhering to the extreme assumption 
of fixed-coefficient production functions as given in (1) and what fol- 
lows, we recognize that the real wage becomes literally zero. Kill off 
one of the now superfluous man-hours and you have outputs un- 
changed: so the competitive market will impute a zero wage to all man- 
hours. Mathematically, the inequality will now hold in the first rela- 
tion of (2); and since all subsequent equations were based on the 
equality in this relationship, all must now be replaced by new relations. 
E.g., cost-of-production now requires: 

(16) pi = bp +r + a0 
pot? = bapt + 7‘) + a0; 
and if prices are to be constant through time with p: = p;°, we must 
have 
1 
l+ r= 
bi 
(17) a i 
PET E T LE 
b (1 +7) by 


1 N 


These show that the interest rate, which is now interpretable as the 
own-rate and net-reproductive-rate of machines, must, so long as any 
of them are being produced, be determinable by technology alone 
quite independently of all time preferences; and that the terms of trade 
between consumer goods and machines now depends only on technol- 
ogy, and more specifically only on machine requirements as given by 
the 6’s with the a requirements of free labor now being irrelevant. 

We can now reckon the national product from the first equation of 
(12). The following must all hold: 


bı Kith! +- ba Yt! pam Kt 
b,AK + ba ytt! oa (1 aad b) K! 
(18) by be 


AK 
1 — dy ee: 


Para rrm = e(r) 
$z $z 


The next-to-the-last of these shows the total value of final products 


+ 








Y = 1-K' 
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expressed in machine numeraire units, The last equation shows on the 
left side the total value of final products expressed in consumer-good 
numeraire units. The right side, which was derived by using the rela- 
tions (17), shows that the national product is equal from the cost side 
to interest on value of machines alone. This is natural enough since 
wages are zero and must have a zero share of total income.” 

In this case where capital goods have ceased growing as fast as 
labor, the rate of profit has risen to become all of the product. So 
bizarre a result came from the bizarre assumption of fixed coefficients. 
If there were many alternative technicues, a faster growth of labor 
than capital would imply rising interest or profit rates and falling real 
wages, but not a zero wage with profits getting all.** 

Even in the extreme case of fixed-proportions technology, a zero 
wage is one possibility: indeed a quite likely one. But it is not the only 
possibility. As long as the organic compositions of the two industries 
differ, by shifting demand toward that industry with relatively high 
labor requirements—as measured by higher a:i/bi—we could put off 
the evil day of labor redundancy and zero wage. There is no Invisible 
Hand, though, which inevitably leads the system to this demand shift: 
the reduction in the relative price of the labor-intensive good need not 
coax out much more physical demand for it. In any case, if labor 
really grows at a faster geometric rate than capital, labor must in- 
evitably become more plentiful relative to capital than either industry 
cgpld employ and must ultimately become free. 

How Profits Fall. The case where capital grows more rapidly than 
labor is perhaps more true to Western life. In order to see what bap- 
pens when people try to accumulate faster than the labor supply, con- 
sider the special instance where labor is completely stationary and yet 
savers would like to accumulate. This special case, where the natural 
rate of growth of the system is given by m = 0, does not differ in its 
qualitative features from any case where m is positive but less than the 
warranted percentage rate at which capitalists would like to have the 
system grow. 


“If capitalists saved all, with of = 1, and if they received all the income, with 4, = 1, 
then the system’s actual rate of growth would be m =r = (1— b), which would pre- 
vail so long as available labor grew even more rapidly and stayed freely available. It 
would involve a certain amount of implicit theorizing to argue that this actually would 
happen in a model in which laborer’s-consumption was tied to subsistence and had already 
been included by convention in the b (rather than c) coefficients; but such a mode of 
arguing would not be logically wrong, however unrezlistic these econometric assumptions 
might be regarded. | 

* Fhe simplest neoclassical model is one where FY + (dK/ilt) = Q(K,L), Q being a 
homogeneous function of the first degree with partial derivatives (“marginal productivi- 
ties”) QO, and Qk. The diminishing-returns condition 0°Q/0L? |=: Qzz <0 implies that a 
rising trend in L/K entails a rising trend in r= Qz end a falling trend in w = Qr. 


SAMUELSON: MARXIAN ECONOMIC MODELS 901 


The Marxian model with fixed coefficients presents some quite patho- 
logical features. For if the attempt to accumulate were to cause physi- . 
cal machines K to grow relative to fixed labor L, the machines would 
become redundant in supply and their rents would fall immediately to 
zero.” The most obvious case in which this would have to happen in- 
stantaneously is that in which the organic compositions of capital are 
equal: b:/¢: = b2/az = b/a. The instant K/L exceeded b/a, K would 
become free, with (p:/w)' = 0 = (p1/p2)*. We should then have: 
(19) pt! = wae(1 + r’). 


No production of future K would take place unless it covered its pro- 
duction costs; so only so much would take place as could match the 
b/a machine-labor ratio. Industry I would therefore contract so as no 
longer to produce K** in excess of La/b. Industry II would temporarily 
produce more consumption goods: whether these would end up con- 
sumed by workers or capitalists would depend on the interest rate 
and price configuration prevailing at the end of the next period. 

A similar but slightly more complicated analysis would handle the 
case where 0:/a: Æ b2/a2, In every case should the attempt to save 
cause a disproportionate temporary growth in K, K would become 
free. This does not imply euthanasia of the capitalist class, not even 
temporarily. For as (19) shows, interest would still be received on 
“advances” to workers. Machines are only one type of capital asset. 
Goods in process are another.”® 

Had the attempt to save forced K rents to zero, it could only be the 
result of a miscalculation: competitive future prices could not have 
been correctly quoted in the market place. To be sure, competitive 
capitalists have no crystal ball picturing the exact future and mistakes 
have often been made. But once K had become free, it could never stay 

* There is the possibility, mentioned in the last section, that shifts in preduct-demand- 
mix toward the industry using more of the excessively-supplied factor might absorb its 
extra supply—at least for a while. Thus the cheapening of the machine-intensive good 
might meet a sufficiently elastic demand for that good to keep both factors nonredundant. 
But note that this shift could not carry us back to the stationary-state simple-reproduc- 
tion configuration of Table I with the same price ratios and interest rate prevailing and 
the same zero net investment prevailing, because our hypothesis is that people are no 


longer content to refrain from saving in that situation. And growth of K at ever so small 
an exponential rate faster than labor’s growth rate would inevitably make it a free good 
in finite time. - 

In this pathological model labor might collusively wipe out all K rents by producing 
one redundant unit of K. But only temporarily. Production of K will subsequently con- 
tract. In this model, collusion of all owners of K could limit its supply and wipe out 
wages. However, if any one unit of K escaped from the cartel, it and collusive labor 
could eventually reproduce any needed K outside the cartel. 


* Such intermediate goods are probably a better description of capital than the old view 
of capital as the historic, now gone, food that was advanced to workers. The latter double- 


counts if we add it to the former; by itself, the latter undercounts in that interest is also 
earned on outlays for factors other than labor. 
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free and continue to be produced. Curtailment of its production by 
Industry I would undoubtedly take place. One could even try to con- 
struct a cobweb-like business cycle theory o: intermittent over- and 
underproduction of capital goods; certainly, though, a two-sector fixed- 
coefficients model has such special features as to make the result 
rather unrealistic. 

_ What then is the equilibrium time-path thet is consistent with sta- 
tionary L and attempts to accumulate? The { xed-coefficient Marxian 
model makes all “real” accumulation quite iiapossible: there can be 
no technical “deepening of capital” in it. Does this mean that the 
profit rate r cannot fall? No. Why should it inean this? If I wish to 
save, for my old age or to enhance my power, why should I be led to 
desist from trying to do so by the consideraticn that the system is in- 
capable of using new investment? Rather will J continue to try to save, 
to try to buy up existing assets. 

Thus, suppose I earn income from K rents, or from interest return 
on goods in process, or from selling goods fcr more than I paid in 
wages and rent in producing them, or for thit matter merely from 
my wages. Then instead of spending all this income on current con- 
sumption goods F, I may fry to hire labor or ma chines for next period’s 
production, giving up so to speak my consumpt on allotment to owners 
of those factors. 

Now what is it which guarantees that there will be owners of such 
factors willing to hire them out in the amount that investors wish to 
employ them? Of course, it is the competitive ; ricing mechanism that 
causes all markets to be cleared. Crudely, yc u can say that the in- 
terest rate 7’ falls enough to eliminate any exce is in the value of what 
people want to save and invest over the value 3f factors available to 
them; contrariwise, if the wish to save end invest is lagging, the pres- 
ent factor prices #:° and w* will be depressed ri lative to future goods’ 
prices pı! and #2’ and the competitive rate of interest (or of profit) 
will be bid up very high. It is crude ta speak bf the interest rate r’ 
as alone providing equilibration: actually it is the whole pattern of 
present and future prices (pı, po", w; p, p: ™, w). 

In the special case where the urge to accu aulate is modest and 
steady, the profit rate 7’ could be steadily falling as a result of this 
process, but at so slow a rate as to permit relati ze prices (f:1/w)* and 
(p2/w)* to remain practically constant cver tim 2.7° Then our cost-of- 


Ba See later sections for some qualifying remarks concernin : “effective demand.” 

3I make a point of considering a slow change in 7’ becau:: the actual interest change 
in each period will cause changes in (/2/)1) and (p:/w) and cr ate revaluations and money 
windfalls. With relative prices changing, we no longer have equ lity of “own-interest-rates” 
and (5)-(6) need obvious modifications. By assuming (r**?~ r*) always very small, we 
make these revaluation-effects small and ignorable. 
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production equations (5)-(6) would still be valid but are to be written 
with a slowly falling 7’ in them, The steady attempt to accumulate 
leads to no physical accumulation of K or anything else; rather it 
causes an upward valuation of existing input prices relative to output 
prices, which is the same thing as a reduction in the profit rate 7’. Some 
savers may now succeed in hiring additional inputs (K1', K:*, Lat, Le‘) 
but, if they do, it is because other capitalists become content at the 
new interest rate and price pattern to hire less. If all capitalists are 
exactly alike, they merely bid up factor prices and bid down profit 
rates. 

What has all this attempted accumulation done to real wages? With 
lower 7’ in equations (5)-(6), and in particular in the last line of (6), 
we see that less is being “discounted” from labor’s (“gross”) produc- 
tivity. Real wages have been rising. If, at the lower interest rate, net 
accumulation should now cease, the real wage going to the unchanged 
labor supply will not fall back to its previous level but will stay at the 
higher plateau forever. 

Each capitalist in trying to save and increase his own profits ends 
up killing off the total of profits in favor of the workers. This ex- 
treme phenomenon results from the extreme assumption of fixed- 
coefficients with implied zero marginal-productivity to all further 
machines or changes in the roundaboutness of production. Yet some- 
thing of what happens in this case will also hold in a more realistic 
case of multiple production techniques. As attempted saving lowers 
interest rates it lowers the discounting of real wages; but in the more 
neoclassical case, employers will not lose all -that workers gain, the 
difference coming from the extra product producible from “deepening 
of capital” (ż.e., producible from the new complex of physical capital 
goods brought into existence by the pricing changes induced by the 
attempt to save).”° : 

All this makes clear that the technical (a, 5) coefficients and the 
competitive cost-of-production equations are insufficient to determine 
all our variables: we need further equations of supply and demand, as 
e.g. ordinal utility conditions showing how workers and interest re- 
ceivers allocate their consumption expenditures among different goods. 
But even the latter consumption demand equations are not enough: 
the rate of interest 7* would still not be determined.” We need saving- 


investment propensities, and propensities to hold and add to earning 
assets to complete the system. 


2 See Figures 2b and 2c for elucidation of the many-techniques case. 


l "If labor is assumed always to be on a horizontal long-run supply schedule at a sub- 
sistence real wage w/p2,” then (6) or (11) would alone determine r. But prescribing 
employment L leaves r and w/p: still to be determined. 
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The next sections show the wage-fundlike caaracter of this competi- 
tive process. : 


V. Wage-Fund Notiors 


Perhaps the expression “wage fund” shoud be avoided altogether 
as conjuring up too many ghosts and as being too hopelessly ambiguous. 
Sometimes the wage fund meant merely sums of money “destined” 
for wage payments, whatever the word “destined” is supposed to mean. 
Sometimes it meant inventories of finished Consumption goods “des- 
tined”? for workers, and to some writers supposedly consisting of dif- 
ferent consumption items than more elegant capitalists would deign 
to consume. Sometimes it meant a numerator of “all capital,” which 
in some ill-described fashion got divided by the denominator of pop- 
ulation number to give as an arithmetic quocient the real wage per 
capita, Finally in F. W. Taussig’s resurrecton, Wages and Capital 
(1896), the wage-fund doctrine merely becomes a reminder that pro- 
duction does take time and that men do not consume unfinished goods, 
with the implication of a certain short-run inexpansibility in the con- 
sumption goods available to the community (te nonworkers as well as 
workers).” j 

In connection with the present two-sector model, it is superficial to 
split consumption Y* into two parts, Y* “des ined” for workers and 
Y** destined for capitalists, and then to write own the trivial identi- 
ties: 

(1 — sow Lt = pot(Y! ~ Y**) = p Y* 


(20) (=) _ (Yt — Y=) — su) 
pr L' 


Except possibly for Z’, none of the right-hard variables are given 
constants. In the shortest run itself, when we are realistic enough to 
introduce inventories into our model, we see tEat not even total con- 
sumption Y* is unilaterally given. And suppose it were: still, in any- 
thing but the shortest run, decisions could be made to cause it to 
change. 

What does need emphasizing is the fact that ic every run the supply- 
demand decisions of workers, of old capitalists of new investors are 


“In its most rigid form, the waze-fund doctrine implied that unionized or ununionized 
workers face a short-run aggregate demand schedule of exectly unitary elasticity. This 
neglects the short-run possibility of using up finished-goods inventories faster than the 
usual rate, and tells nothing about the longer-run demand eEasticity, which could be on 
either side of unity. In its weakest form, it suggests that tae demand for labor is not 
perfectly inelastic and that the demand curve’s rightward ard upward shift induced by 
accumulation may be slowed down by concerted measures to raise present wage levels at 
the expense of thrifty capitalists. 


SAMUELSON: MARXIAN ECONOMIC MODELS 905 


needed to give us determinate equations for our set of present and 
future prices (p1', po’, w, pr’, pz", 7’, .. . etc.). Taussig was quite 
right in pointing out that the Malthus red herring of a (very-long- 
run) horizontal supply schedule of labor at the “[conventional] sub- 
sistence level” kept Ricardo, J. S. Mill, and most of the Classicals— 
but not the aging Malthus!—from perceiving how undetermined and 
implicit was their theory of current wage determination and pricing. 
Marx’s reserve army is in some ways an even redder herring that 
deflects attention from the missing supply-demand relations. 

Here I shall simply sketch in a superficial way the process deter- 
mining wages, surplus values or interest, and goods pricing. We start 
out with a given K* owned by its owners, with a given L’ perhaps to 
be taken as a demographic parameter. Today’s Yf we suppose to be 
given by past decisions, and we overlook changes in short-term inven- 
tories of consumer goods. The system has a history of prices and 
wages, This period’s market must determine decisions on how much 
of (Kx, Lit, Ke’, £2") are to be hired to produce next period’s (K, 
F'!). The competitive market does this through determining now 
(pi, po’, w*; rv’). Simultaneously a set of notions about future prices 
(p1"*', po**!) are formed and in terms of these relative prices, employers 
make decisions. If goods were homogeneous, undoubtedly a futures 
market would spring up to register and resolve differences of expecta- 
tions about future prices; but if this did not happen, our theory would 
still be valid after certain easy alterations. 

The “profits” of employers are, retroactively reckoned, determined 
by comparing ~.'K’* and #2'Y* with their past wage and machine costs. 
The profits resulting from today’s decisions will similarly be known 
in the next period. In tranquil times, the ex ante hopes for profit and 
ex post realized profits will not differ too much; but differences that 
do develop will be noted in the market and will influence later decisions 
in the obvious direction. 

“Net or excess demands” for (Y’, K'; Kt, Lit, Kt, L+) will be 
determinate interdependent functions of (wt, pi, po’; pi™!, po; 7°; 
... etc.). Our number of independent equations is equal to the number 
of unknowns, with only price ratios being determinable until we specify 
enough about the supply and demand conditions for a circulating 
medium (e.g., given gold coins; or minable gold; or paper currency 
issued by the State according to specified behavior rules; or stipulated 
banking practices). 

My fixed-coefficient Marxian model, in the absence of technical in- 
novations altering the (a, b) coefficients, would probably be charatter- 
ized by attempted accumulation whenever 7* is high. As we have seen, 
this would cause 7* to be falling; with no physical deepening of capital 
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possible, capitalists would lose in income what workers gain, which 
might slow up the accumulation process and which later could even 
cause it to cease. (If we assume that interest and profit rates are quite 
high, we can perhaps avoid some of the effective-demand problems 
that arise from the temptation to hoard money when interest rates are 
very low.) 

Where alternative (a, b) techniques exist, lower’ 7’ will induce 
adaptations in technique. These adaptations can be expected usually 
to slow down the drop in total interest income. Does this mean that 
the real wage will grow less rapidly? If lower 7* induces irreversible 
(a, b) changes of a so-called “labor-saving” type, the rise in real wage 
could indeed be slowed down or even be wiped out; and if this were to 
happen, the fall in 7’ would have been converted into a subsequent rise 
in r’, interest rising more than the drop in total wages. However, any 
change to a new (a, b), which now pays only because +r’ is lower, 
will produce a higher real wage for each 7’ than would the old (a, b); 
but if the demand for “capital” is sufficiently elastic, or sufficiently 
little inelastic, induced technical changes might slow up the rate of 
fall of r’ so much as to cause the real wage to rise more slowly than 
it would under a single technique. I suspect, but cannot prove con- 
clusively, that a Marxian who takes seriously the fixed-coefficient 
single-technique case is selecting the very model in which improvement 
of labor’s share of the total income would be easiest within the frame- 
work of an unchanged-technology capitalism. 

Life’s Libretto: One Technique or Many? The case of a single 
fixed-coefficient technique is a very peculiar one indeed. Increase 
labor by epsilon and its share of the product may go from 100 per 
cent to zero! The later neoclassical economists would consider this as 
the extreme case of a marginal product curve for labor that is infinitely 
steep over a wide range: confront so steep a curve with a coinciding 
infinitely-steep supply curve of labor, and you have indeed created 
an indeterminate equilibrium wage with all the scope for collective 
bargaining and class power struggles that you could want. 

Perhaps Karl Marx really had such a technology in mind. Perhaps 
not. It may be reasonable to believe that Marx, like Ricardo and 
other early writers, and unlike modern neoclassicists, never explicitly 
thought about what properties of the production function (a concept 
not yet explicitly defined or named) he wished to posit. It would be 
reading into him things that he would not recognize to claim a smooth 
production function with infinite substitution possibilities. On the 
other hand, he speaks again and again of alternative techniques. While 
many of these clearly depict technological change in the production 
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function rather than movement within one function, the fact that the 
old methods are still known along with the new shows that Marx and 
Ricardo definitely envisage the existence of more than one technique. 
(Both Ricardo and Marx write of technical changes induced by price 
changes and adapted to changed price ratios; neither rules out the 
possibility that if the old price ratios were restored, the old — 
might again become more economical.) 

Whether or not Marx would resent being interpreted as a believer 
in a fixed-coefficient single-technique world, I should resent on behalf 
of the real world any such description. Go into any machine plant, 
pick up any engineering catalogue, study the books of physics and 
the histories of industrial processes, and you will see the variety of 
different ways of doing anything. If fixed Leontief coefficients (a:, 51) 
had characterized the world, it could never have got started. If the 
world has changed, the old processes are still remembered. Changing 
prices will induce accommodating changes in techniques. Perhaps the 
bookish economist will reply, “Foul! You are bringing in nonstatical, 
nonreversible changes.” To. this the realistic observer of the world will 
shrug his shoulders and answer, “So much the worse for a statical one- 
technique theory, or for that matter for any statical theory of produc- 
tion: but if we are to approximate reality by quasistatical tools, the 
more realistic production function to use is one with numerous alterna- 
tive techniques, quite different in their input combinations and intensi- 
ties.” 

We must not be put off by the bogey-man query: “Do you think 
that God created the earth with smooth Wicksteed homogeneous pro- 
duction functions involving a few aggregative factors, Socially Neces- 
sary Labor, Efficiency-unit Land, and Catch-all Dollar Capital?” To 
deny such a belief is not to confirm a belief in fixed-coefficients. A 
more realistic interpretation of actuality will recognize the existence 
of a large, perhaps finite, number of alternative techniques. The 
modern theory of linear programming permits =he economist to handle 
these analytically; but even if we ivory-tower observers could not 
easily handle the analysis of many techniques, it would be another 
case of the Pathetic Fallacy to think that the actors in the real world 
will desist from making jig-saw puzzle substitutions because we econ- 
omists can’t easily analyze them. 

John Jay Chapman once said that a visitor to this world would find 
its people behaving more like the people in a Verdi opera than in an 
Emerson essay. So if a visitor from Mars insisted upon a grandiose 
simplification of the economic system—instead of using the less dra- 
matic methods of Walras, Chamberlin, and Keynes—I think he’d be 
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safer in positing an aggregative production function of the Clark- 
Wicksteed type than one of the Leontief-Walras type.” 


VI. The Reserve Army oj the Unemployed 


I shall conclude my dissection by investigating whether the existence 
of a reserve army of the unemployed can do the powerful things 
Marxians have claimed for it. Can it lower real wages to subsistence? 
Can it lower real wages below the marginal product of the last man 
when all the unemployed are put to work? Can it lower real wages 
below the marginal product of the first man of the reserve army when 
put to work? 

Such questions must not be answered in simple terms. First, we 
shall have to specify exactly what monetary assumptions we are mak- 
ing; what institutional assumptions with respect to unionism, labor 
mobility, interpersonal differentials in skills and zealousness; what 
microeconomic assumptions about the mix of demand; etc. I shall 
not attempt to deal with these intricacies but will for the sake of the 
argument walk along the road with the simple Marxian aggregative 
models, making drastically simplifying assumptions. 

Thus I assume two industries: Industry I producing capital goods 
and Industry II producing consumption goods. I go along with the 
simplifying assumption that machines and chocolates are produced f 
with the same organic compositions of labor and capital goods; and 
that all capital is used up in one period so that the Marxian “con- 
stant capital” concept is easiest to handle. I assume the unemployed 
workers are as zealous and able as the employed. I assume away 
monopsony and monopoly to see where cruel competition will lead. 

How do the unemployed depress real wages? If the unemployed are 
_ away at a distance and unable to offer their services, they will have 
no effect on money or real wages. It is by offering to work for less, 
and only by so doing, that they can depress money wages. The em- 
ployer cannot get his workers to accept a cut merely by talking about 
the threat of replacing them by the unemployed; he will get the cut 
only if experience has taught the workers that this is not an empty 
threat. If men out of work do offer to work for less, the money wage 
cannot remain stationary in a perfectly competitive labor market. The 
money wage will fall and continue to fall until no more excluded men J 
- bid it down. I stress these banalities because so much Marxian litera- 
ture seems to regard the mere existence of the unemployed (or of the 


3T speak here of the first-edition Walras. In his second-edition Elements, Walras had 
the system select among a number of different techniques to minimize costs; and in his 
third edition, he considered the infinite-substitution homogeneous produstion function 
case, Leontief, it must be said, never meant that his fixed coefficients be applied to gross 
aggregates. ' l 


: SAMUELSON: MARXIAN ECONOMIC MODELS ` 909 


“disguised unemployed”) as itself a reason for competitive wages to 
fall. The natural question to ask then is this: “What is the effect on 
wages after the unemployed have been employed? How much have “ 
they depressed money and real wages?” Today, thanks to Keynes and 
others, we know that this is a complicated question. Ealling money a gv 
wages need not mean falling real wages if prices are made to fall as, 
much, Indeed, waiving favorable Pigou- -Keynes effects resulting from 
increased real balances induced by the price-wage decline, we can 
construct models of hyperdeflation in which money wages push down 
prices indefinitely with unemployment never disappearing and -real /” 
wages not necessarily changing. Had Marx used a reserve army of 
the unemployed as a reason for falling money wages, one could better 
understand the logic of his system. 


w Po S w/ Po s wW Po 


M N 





(c) 


Fic. 2. In every case DD is “aggregate real demand for labor,’ SS is total labor force 
available for work, MN is the “reserve army of the unemployed,” and E’ the real wage 
” when reserve army has disappeared. 


To isolate the effects the unemployed have on real as against money ° 
. wages, let’s make the unrealistic supposition that they can bargain 
institutionally in terms of real wages—in terms of consumer goods or 
Ricardian corn. Then under the equal-organic-composition assumptions 
of our two-sector model, the “aggregative demand curve for labor in 
terms of wage goods” would be given by the discounted-marginal- 
physical-product curve of labor for either industry, the consumer-goods 
curve being exactly the same as the discounted-marginal-product curve 
in the capital goods industry once we have scaled the products so that 
they are 1-to-1 producible with the same labor and machine inputs.”* 

“The reader may make his own effective-demand assumptions to make this compatible 
with his theory of income determination. Thus, a good Keynesian will probably prefer to 
assume that aggressive government fiscal policy operates to sffset any incipient defiztion- 
ary or inflationary gaps threatened at full employment by nonintersecting saving and 
investment schedules. Some may give an active offsetting role to the central bank. Still 
others may be unaware or may deny that a problem could arise. 
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Figures 2a; 2b, and 2c show the resulting aggregative real demand 
for labor in the single-technique case, the many-technique case, and 
the infinitely-many-techniques neoclassical case. In every case, the 
unemployed reserve army of NM is made about 10 per cent of the 

3 @ labor force. Depending upon the technical elasticity of the marginal- 

Produa curve, the reserve army could reduce real wages by different 

 amounts—but in Figures 2b and 2c wages can be reduced only by 

the reserve army’s shrinking in size. The wage level Æ’ in the three 

diagrams represents the lowest that real wages could fall when the 

reserve army had done its worst and become indistinguishable from 

the army of the employed. Would any competent observer of U.S.A., 

U.K., or U.S.S.R. technology believe that 10 per cent more men 

could not in any way be employed without making the last man inca- 
pable of adding much to product?™ 

The question is not whether in the shortest run, before employers 
knew they were to employ more and had made the necessary adjust- 
ments, marginal products might not fall greatly. Of course, they might 
fall. To get me to hire more workers in the next minute or day might 
require a great reduction in real wages. But let this happen for a few 
days or for months and years. Spurred by the ridiculously low real 
wages, employers will make needed adjustments and if we insist upon 
letting the real wage fall to absorb the unemployed in the long run, 
the equilibrium long-run wage will be at #’ along the long-run mar- 
ginal product curve after adjustments are made.” 

I conclude from this way of looking at the problem that the strong- 
est competition among the unemploved, the employed, and the em- 
ployers will—when it has done its worst and depressed real wages 
enough to wipe out the unemployed—fail in modern western societies 

~ to depress real wages to anything like the subsistence level, instead 
bringing it down at worst to the (quite high) discounted marginal 


* Writing in the 1860’s, Marx could with some excuse think that real wages might fall 
to a subsistence level. A Marxian acquainted with the statistics of real wages in modern 
Western economies has no such excuse. 


* A simple set of mathematical equations describing the content of Fig. 2c would be: 
F ~+- (dK/dt) = Q(L,K), dX/di = o.(LQt) + o-(KQx), 


with government expenditure or aggressive central bank policy assuring that (dK/d#) is 
always such as to take up the resources not required for consumption. With fixed K, we 
can compute the reduction in real wage resulting from AZ of the unemployed becoming 
employed, as follows: new real wage =: w-+ Aw = 0Q(L-+AL,K)/0L, and with Aw/w 
equal to [O:22/Q]1(AL/L), where the bracketed expression is the “reciprocal of the elas- 
ticity’ of the marginal product curve at some intermediate point: Note that for given 
K and ZL, w is here quite independent of ow and or. If we drop, Marx’s equal-organic- 
composition-of-capital assumption, this will no longer be true and the analysis has to be 
expanded. 
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product of labor at the level of employment equal’ to 100 per cent of 
the available labor force. Such a wage-floor is not only. very high in 
the most advanced capitalistic society, but the bulk of the statistical 
evidence of economic history and the qualitative evidence concerning 


scientific invention and capital formation suggest as well that this- 
wage-floor is advancing dynamically from year to year, decade to 


decade, at a rate that doubles perhaps about every 30 years. 


VII. Some Conclusions 
I have dealt with Karl Marx the economist, not Marx the philos- 


opher of history and revolution. A minor Post-Ricardian, Marx was an . 


autodidact cut off in his lifetime from competent criticism and stim- 
ulus. In applying to the models of Ricardo and Marx modern tools 
of analysis, I hope we are violating no rules of etiquette and in no 
way trying to suggest we are cleverer than they were! 

What then is the verdict of the present dissection? Our post-mortem 
suggests the following conclusions; 

1, Marx did do original work in analyzing patterns of circular inter- 
dependency among industries. Such work gains few converts and is 
not very helpful in promoting revolution or counterreactions. But like 
all pioneering effort it deserves the commendation of later craftsmen, 
and it deserves further development, There is half-truth in Schumpe- 
ter’s adaptation of Clemenceau: “Marxian economics is too hard to 
be left to the Marxians.’’ Only half, because the present paper is seen 
to involve little worse than school algebra and to be well within the 
frontier of modern economic theory. 

2. Marx’s labor theory of value of Capital, Volume I, does appear to 
have been a detour and an unnecessary one for the understanding of 
the behavior of competitive capitalism. The admittedly important 
analysis of imperfect or monopolistic competition is helped little or 
none at all by the “surplus-value” approach. That Böhm-Bawerk, 
Wicksteed, and Pareto were essentially right in their critiques of Marx 
seems borne out by the present investigation of the Marxian model. 

3. I have concentrated, however, not on the problem raised for the 
pricing of many different goods by the unnecessary Marx-Ricardo 
labor-value assumptions. Instead I have concentrated on the more- 
neglected implications for relative goods-factor pricing of the Marxian 
surplus-value notations and notions. The present logical analysis sug- 


vests that the Marxian notions do not achieve the desired goal of 


“ex laining the laws of motion or of development of the capitalistic 


system.” 
Ii it were true that the rich get richer the poor poorer, the distribu- 
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tion of income more skewed against labor and in favor of profit,” the 
two-sector models here analyzed would provide no particular hint of 
this. Indeed, writing in 1860 and being aware of the Industrial Revolu- 
tion going on, an economist who tock those models seriously should 
' have (i) expected technological change to lower the (a, b) coeffi- 
cients, (ii) should have expected the odds to favor a strong increase in 
real wages, the only exception arising from an extreme “bias” of inven- 
tions toward the extreme labor-saving type (a phenomenon not par- 
ticularly sugested by the pre-1860 data known to financial journalists 
or men-of-affairs, nor particularly suggested by any a priori reasonings 
about the model or about the nature of technology). 

I blame no one for failing to foresee the trends in the century after 
his death. But one can be forgiven for insisting upon the established 
fact that real wages in Germany, England, and America did rise more 
or less proportionately with total product from 1857 to 1957. To have 
been judged lucky by economic historians, Marx should have phrased 
a theory to explain the approximate constancy of wage’s relative share 
of the national product, not the secular decline of this relative share. 
His actual models, we have seen, were perhaps better than he: for 
gifted with hindsight, we see that they contain in them no tendency 
for real wages to fall or to lag particularly behind the growth of output. 

Nor do such models throw much light on the secular trends in the 
degree of imperfection of competition or on the propensity of the 
system to oscillate or stagnate. But all that is another story. 

“We know little about the secular trends of the inequality of the personal distribution 
of income, as measured by Pareto’s coefficient or by Gini’s parameter describing the 
Lorenz curve. Pareto himself thought he had established a natural law of constancy of in- 
come inequality, independent of all public policies and institutional: frameworks. The 
empirical basis for this generalization was never very impressive. The bulk of the 
available evidence, in fact, suggests that as capitalism has developed the Pareto co- 
efficient has moved towards greeter equality: whereas underdeveloped countries did, and 
do, show Pareto coefficients around 1.3, we find in developed countries Pareto coefficients 
of 2.0 for income before taxes and 2.2 after taxes. See J. Tinbergen, “On the Theory of 
Income Distribution,” Weliwirtschafiliches Archiv, 1956, LXXVII, 156-57. Modern eco- 


nomics has no grandiose explanations to offer, but it can contribute to an analysis of the 
relevant forces at work. 


THE GROWTH OF INSTALMENT CREDIT AND 
THE FUTURE OF PROSPERITY 


By ALAIN ENTHOVEN* 


During 1955, the amount of consumer instalment debt cutstanding 
increased by slightly more than 23 per cent. This indication that the 
rather spectacular postwar growth in instalment credit had not come 
to an end was a cause for concern in both official and unofficial circles. 
The Council of Economic Advisers urged the enactment of legislation 
re-establishing standby controls and the launching of a major study 
of the problem.’ At the request of the Council, the Board of Governors 
of the Federal Reserve System undertook a study and, in March 1957, 
produced five volumes on various aspects of consumer instalment 
credit.’ 

Concern over the growth of instalment credit has centered around 
two general problem areas which may be described respectively as 
cyclical and long-run. Essentially, the cyclical problem is this: the 
availability and the stock of consumer credit may intensify cyclical 
fluctuations which have their origins elsewhere. In a manner analogous 
to the cyclical behavior of inventories, the availability of credit in an 
upswing permits people to purchase durable goods in anticipation of 
an increase in their incomes. The “investment” in durables, in turn, 
has multiplier and accelerator effects. On the other hand, cyclical 
declines in income are intensified by the stock of debt outstanding. 
The burden of repayments may force people to decrease the fraction 
of their incomes spent on current consumption as their incomes de- 
cline. The failure of ex ante savings to fall with income places an 


* The author is a member of the economic analysis department of The Ranp Corpora- 
tion. This analysis is very much an application of some of the ideas contained in the 
general approach to financial development of E. S. Shaw, of Stanford University, and 
J. G. Gurley, of the Brookings Institution. See, for example, their “Financial Aspects of 
Economic Development,” Am. Econ. Rev., Sept. 1955, XLV, 515-38, and other papers. 
The author wishes to acknowledge gratefully the comments and suggesticns of Shaw, of 
M. W. Hoag and H. S. Rowen of The Ranp Corporation, and of J. N. Morgan of the 
Survey Research Center, University of Michigan. 


1 Economic Report of the President, January 1956, pp. 93-94, 138. 


* Consumer Instalment Credit, Board of Governors of the Federal Reserve System 
(Washington, 1957). For complete citation and a review of this study by W. L. Smith, 
see p. 966. i 
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extra burden on monetary and fiscal policies.’ The cyclical problem has 
an important monetary aspect. With the growth of financial inter- 
mediation in general and instalment credit in particular, the relation- 
ship between the money supply and the price level becomes ever more 
tenuous. To prevent rising prices of consumer goods during a period of 
prosperity, the central bank may have to resort to ever stronger 
measures as more borrowers and lenders find ways of circumventing 
the monetary system. Thus the growth of instalment credit may pre- 
sent a serious problem for monetary control. 

The long-run problem may be illustrated by extrapolating the post- 
war rates of growth of debt and income. Instalment debt outstanding 
has increased by a factor of more than 12 since 1945, while national 
income has less than doubled. The annual relative increase in debt 
has exceeded 25 per cent in 6 postwar years. If these rates of growth 
were to continue, it is argued, instalment payments would soon equal 
income. But, clearly, long before this point would be reached, the 
burden of the debt would become intolerable and its growth would 
stop. When this happens, it is alleged, sales of consumer durables will 
decline and the prosperity, which has been financed in part by instal- 
ment credit, will end. This position was expressed by S. E. Harris: 


... from 1952 to the end of 1955 residential mortgages rose more than 4 
times as much as national product, consumer credit 314 times as much as 
national product, automobile credit 614 times as much. In 1955, the proc- 
ess accelerated greatly: automobile credit rose by $3.9 billion, or more 
than one-third. It could not be expected that this rate of increase would 
continue. And is not a prosperity built on this kind of progression at least 
in part a sham prosperity? We are borrowing prosperity to some extent 
from the future.* l 


The same point of view was taken by H. M. Groves: 


... the economic gain of 1955 included “borrowed prosperity” supported 
by an acceleration of consumers’ credit (and therefore money supply) 
that could not be maintained. A rise in consumers’ credit so out of propor- 
tion to the rise in national product must eventually overburden the con- 
sumers’ budgets with required payments.5 


In an article entitled “The Coming Turn in Consumer Credit,” Gil- 
bert Burck and Sanford Parker of Fortune predicted with alarm that: 


3 See S. H, Slichter, “The Economics of Eisenhower: A Symposium,” Rev. Econ, Stat., 
Nov. 1956, XXXVIII, 357-85. Also, D. D. Humphrey, “Instalment Credit and Business 
Cycles,” Consumer Instalment Credit, op. cit, Pt. II, Vol. I, pp. 3-56. 

*S. E. Harris, “The Economics of Eisenhower: A Symposium,” of. cita p. 358. 

‘HH. M. Groves, “The Economics of Eisenhower: A Symposium,” op. cit., p. 378. See 
also J. S. Atlee, “Consumer Credit Expansion: Macroeconomic Analysis and Data Re- 
quirements,” Consumer Instalment Credit, op. cit., Pt. II, Vol. I, pp. 254-94. 
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Consumer short-term debt, perhaps the most controversial force in the 
booming U. S. Economy, is approaching a historical turning point. Having 
risen at an abnormally fast rate for ten years, it must soon adjust itself 
to the nation’s capacity for going in hock, which is not limitless. Whether 
the rate of growth in consumer debt will slow down is no longer the ques- 
tion; ... it must slow down.® 


This paper is concerned with the long-run problem. It is my inten- 
tion to show that alarm over the postwar experience is based upon a 
misleading view of the burden of instalment debt and an incorrect 
extrapolation of its growth. Consideration of the distribution of the 
debt and its economic significance should lead us to a new concept of 
its effects on consumer expenditure. My method of analysis will be to 
assume that income grows steadily, to extrapolate the growth of 
instalment debt since the war by the use of a model based upon the 
distribution of the debt, and to show that the continued growth of 
instalment debt, when correctly extrapolated, is not inconsistent with 
the assumed pattern of income growth. 


I. The Life-Cycle Model 


The basic model implicit in the conclusions of Harris and Groves, 
and in the popular view of instalment debt, may be described as an 
“expected-value” model based upon the position and behavior of the 
“average” consumer. If the stock of instalment debt outstanding is 
equal to 10 per cent of current national income, it is assumed implicitly 
that each income recipient is in debt by an amount approximately 
equal to one-tenth of his individual income. Since 1945, money income 
has grown at an average rate of about 6 per cent each year while 
instalment debt has grown at an average annual rate slightly exceed- 
ing 26 per cent. Extrapolating these rates, instalment debt which is 
now equal to about 10 per cent of personal income will equal 20 per 
cent of income in less than 5 years. Whether the critical value be a 
fifth or a half, at some point in the foreseeable future, consumers will 
be sufficiently immersed in debt that they will consider further in- 
creases in the ratio of debt to income to be intolerable. At this point, 
since they are all in debt by approximately the same amount in relation 
to their incomes, consumers will all curtail their durable-goods pur- 
chases. Presumably the ensuing recession in the consumer-durables 
industries will then be propagated, via multiplier and accelerator 
effects, to the rest of the economy. 

By way of contrast, consider a simplified economy in which, for 
some reason, no consumer borrowing has taken place. Suppose that 

“Gilbert Burck and Sanford Parker, “The Coming Turn in Consumer Credit,” Fortune, 
Mar. 1956, LHT, 99-102 and 240-47, 
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a change in institutional structure or the removal of a restriction now 
occurs and that a class of “borrowers”? appears. The borrowers are 
couples in their first year of marriage. Suppose that all of these bor- 
rowers have the same constant average propensity to incur debt, that is 
the same ratio of borrowing to income, and that no one else does any 
borrowing. Assume finally that all loans must be amortized over a 
fixed number of years. An economy in which no borrowing has taken 
place may seem to have little relevance to the problem at hand, but 
this is not the case. At the end of 1945, consumer instalment debt 
outstanding in the United States was less than $2.5 billion, less than 
' half the amount outstanding in 1941 and actually less than at the end 
of 1930. This abnormally low stock of debt was a consequence of war- 
time shortages and restrictions, Although it was not literally true in 
1945, the assumption of a zero initial stock of debt in our model will 
be a useful abstraction. Let us trace the growth of debt and of durable- 
goods sales in this econoray. 

During the first year, an amount of borrowing will take place equal 
to the number of borrowers multiplied by their average ircome and 
by their average propensity to incur debt. At the end of the year there 
will be a stock of instalment debt outstanding equal, let us say, to 
D(1). New borrowing in the second year is likely to exceed borrowing 
in the first year for two reasons. First, the number of borrowers will 
have increased. In fact, it is likely, in a growing population, that the 
number of borrowers will grow more rapidly than the population as a 
whole. However, for the sake of simplicity, let us assume that the age 
distribution of the population and the marriage rate are constant so 
that the number of borrowers will grow in the same proportion as the 
population.” Second, average income per capita will have increased. 
If the distribution of income with respect to age is stationary, then the 
total income of borrowers as a group will have increased in the same 
proportion as national income. Therefore, if, in our model economy, 
national income in the second year exceeds that of the first year by a 
factor of (1 + 7), new borrowing will increase also by the same factor. 

The increase in the stock of debt outstanding during the second year 
will be equal to the difference between new borrowing and repayments. 
The process may be illustrated by a simple example. Suppose that 
repayments for all debt contracted in one year are divided equally 


"For the time period which we are considering, this is not a particularly strong assump- 
tion. For example, in the United States between 1946 and 1956, the ratio of married couples 
to total population increased from .2234 to .2278. Population grew over this decade at 
an annual rate of 1.74 per cent while the number of married couples grew at an ennual rate 
of 1.94 per cent. The difference between the two growth rates was too small to affect 
appreciably the growth of debt. 
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into two parts, one made a year later and one made two years later. 
Then debt-outstanding at the end of the second year will be equal to 
the debt outstanding at the end of the first year, which happens to be 
equal to the amount of borrowing during that year, D(1), plus new 
= borrowing, (1 +7) D(1), less repayments, .5D(1), że., 

(1) D(2) = (1.5 + )D(1). 

Debt outstanding at the end of the third year will be D(2) plus new 
borrowing, (1 -+7)*D(1) less repayments .5D(1) + .5(1 +r)D(1), 
ie., i 
(2) D(3) = (1.5 + r)(1 + 7) D(i). 

The longer-run behavior of the model under more general assump- 
tions will be discussed in Part II. Here it will suffice to point out that 
the amount of new borrowing which takes place each year grows in 
the same proportion as national income. Thus continuous growth in 
debt-financed sales of durable goods in the same proportion as national 
income is consistent with the model. On the other hand, the stock of 
debt grows, in the early stages, at a much faster, though decreasing, 
rate in terms of itself. In our simple example, D(2) exceeds D(1) by 
a factor of 1.5 + r while D(3) exceeds D(2) by a factor of only 1 + zr. 

The characteristic feature of this model is that the use of instalment 
debt is highly correlated with position in the life cycle. Borrowing 
tends to be a once in a lifetime matter and all borrowing is done by 
households which begin the year debt free. In this economy, the exist- 
ence of outstanding debt in any individual household at the end of its 
year of eligibility for borrowing might be said to act as an absolute 
deterrent to further borrowing. Nevertheless, for the economy as a 
whole, the outstanding stock of debt does not act as a deterrent to 
new borrowing and to the purchase of durable goods, because the class 
of eligible borrowers is being replenished constantly at an increasing 
rate. This is the essential difference between the expected value model 
and the life-cycle model. In the former, the new borrowing must be 
done by people who are already in debt and hence the stock of debt 
may act as a deterrent to further borrowing. 

Of course the life-cycle model represents a considerable simplifica- 
tion of the actual economy. We know that in fact many users of debt 
stay in debt for extended periods and regard the payment of one debt 
as an opportunity to incur another. What we have done here is to 
isolate the life-cycle effect in its pure form, In the actual economy, it 
will tend to offset the inhibiting effect of accumulated debt. 

The effects of accumulated debt on the behavior of individual house- 
holds have been arialyzed by L. R. Klein and J. B. Lansing and by 


. & 
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James Tobin.’ Both studies were multivariate analyses of reinterview 
data from the Surveys of Consumer Finances of the Survey Research - 
Center for 1952 and 1953.° The interpretation of the results is not 
entirely straightforward. Klein and Lansing found a significant positive 
partial correlation between the ratio of purchases of durable goods to 
income during the year and the ratio of debt outstanding to income 
at the beginning of the year, in a multiple regression which included 
such variables as income, demographic status, expectations and atti- 
tudes. The positive correlation, which seems to imply that debt did 
not act as an inhibitor of durable-goods purchases, can be explained 
as the result of the persistency of personality traits, People who have 
been in the habit of buying durable goods will tend to be in debt and 
will also tend to purchase more durable goods, and vice versa. Thus 
for any individual family, debt may still be a deterrent, but the evi- 
dence is inconclusive. Klein and Lansing also found a positive correla- 
tion between the ratio of debt to income and the ratio of consumption 
to income. Using a somewhat different set of variables, Tobin also 
found a positive, though not significant, correlation between the ratio 
of durable-goods expenditure to income and the ratio of debt at the 
beginning of the year to income. He argues that the persistency of 
personality traits would lead one to expect a strong positive correla- 
tion between the two ratios and that the failure of such a correlation 
to materialize is evidence that, for individual households, debt does 
inhibit expenditures on durable goods. Unfortunately, the available 
data do not permit a test of Tobin’s conjecture. However, at best, 
the evidence in favor of the deterrent effect is not very strong. 

Tobin did find a significant negative correlation between the ratio 
of debt at the beginning of the year to income and the ratio of change 
of debt during the year to income. Households beginning the year 
deeply in debt tended to reduce their indebtedness while households 
which began the year with little or no indebtedness tended to incur new 
debt. This is interpreted by Tobin as evidence that for individual 
households, “high debt levels deter further use of debt in financing 
purchases.” It has been pointed out already that the existence of a 

"L. R. Klein and J. B. Lansing, “Decisions to Purchase Consumer Durable Goods,” 
Jour. Marketing, Oct. 1955, XX, 109-32; James Tcbin, “Consumer Debt and Spending: 


Some Evidence from Analysis of a Survey,” Consumer Instalment Credit, op. cit., Pt. II, 
Vol. I, pp. 521-45. 


* The sample which was used in these studies is valuable because it contains two observa- 
tions on each household made with a year’s separation. Thus debt at the beginning of the 
year and expenditures on durable goods and changes in debt were measured more accurately 
than*they would have been if the variables were measured from a single point in time. On 
the other hand, the sample has serious shortcomings. It excludes households which were 
formed or dissolved during the year, families which moved and farm families. Also the 
sample was quite small, numbering between 700 and 800. 
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deterrent effect for individual households need not imply that an 
analogous effect operates for the economy as a whole. The life-cycle 
model reconciles the two. However, it is interesting to observe that 


' the negative correlation which Tobin found corresponds very closely 


to what one would expect to find in cross-section data sampled from an 
economy conforming strictly to the life-cycle model: those households 
which are in debt at the end of a year reduce their indebtedness in 
the following year while all new debt is incurred by households which 
begin the year debt-free. It would be plausible to argue, then, that 
at least part of the correlation which Tobin interpreted as evidence of 
the deterrent effect is in fact the consequence of the operation of the 
life-cycle effect. 

Even if some of the simplifying assumptions on which the model 
is based are not fulfilled, the life-cycle effect will still be operative. 
For example, as I mentioned earlier, the number of borrowers may 
grow at a relative rate exceeding that of the total population. In this 
case, new borrowing each year would tend to grow relatively more 
rapidly than total income. Also, the income elasticity of demand for 
durable goods may exceed unity. In this case, the average propensity 
of borrowers to incur debt would increase over time. Alternatively, 
there might be a trend towards substitution of durable goods for per- 
sonal services independently of income growth, Each of these eventuali- 
ties would require a slightly different growth model from the simple 
one to be presented in this paper. Nevertheless, none of thern would 
interfere with the operation of the life-cycle effect. 

The relevance of the life-cycle model to the American economy can 
be established with the help of data from two Surveys of Consumer 
Finances conducted for the Federal Reserve System by the Survey 
Research Center.” Data from the two Surveys are presented in Table 
I, All spending units in the economy are divided into seven categories: 
single persons between 18 and 44 years of age, single persons 45 and 
over; married couples of whom the husband is between 18 and 44 

#1952 Survey of Consumer Finances,” Pt, III, Fed. Res. Bull, Sept. 1652; “1956 
Survey of Consumer Finances, Consumer Indebtedness,” Fed. Res. Bull., July 1956. The 
1952 and 1956 data are respectively based on the results of approximately 2890 interviews. 
The data are quite unreliable as indicators of the total magnitude of instalment debt out- 
standing. A comparison published in the July 1956 Bulletin between aggregate debt estimates 
based on Survey data and similar estimates by the Federal Reserve based on lender reports 
indicates that the latter are nearly twice the former. It is fair to presume that the lender 
data are more accurate. However, these is no reason to believe that the frequency distribu- 
tions of instalment debt obtained from Survey data are biased or inaccurate. Therefore, I 
shall use the Survey data as evidence of the distribution of the debt and lender data as a 
measure of aggregate magnitudes. The questionnaires in the two years were based upon 
different concepts of income and debt and hence data for the two years are not comparable. 


However, our objective here is not to compare years but to study the relationship between 
the use of debt and position in the life cycle, 
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- . TABLE .—Tue RELATIONSHIP OF CONSUMER DEBT AND INSTALMENT 
PAYMENTS TO INCOME, BY FAMILY STATUS? 


(Percentage Distribution of Spending Units) 


Instalment Payments as a Consumer’Debt as a Per-. 


ts Perc2ntage of Disposable centage of Money Income 
Income, Early 1956° before Taxes, Early 1952? 
(Per cent) . (Per cent). 


Zero 1to9 |Over 10| Zero 1 to 9 Over 10 © 


“Single: = -_ 
Age 18-44 60 8 31 60 25 15 
_ Age 45 and over 84 4 11 73 17 9 
Married: 
Age 18-44, no children? 44 17 37 41 29 27 
Age 18-44, children 3E 22 40 25 39 34 
Age 45 and over, children 47 22 29 39 37 23 
Age 45 and over, no children 73 9 17 65 20 13 


Other 4& 19 30 44 39 17 


@ Single spending units include unmarried, widowed, separated and divorced persons with- 
out children. Married spending units include only those in which both husband and wife are 
present. Age refers to age of head of spending unit. 

ò The percentages do not always add up to 100 because the status of some units was not -. 
ascertained. 

¢ “No children” is defined as no children under 18 years of age. 

Sources: “1956 Survey of Consumer Finances, Consumer Indebtedness,” Fed. Res. Bull., 
July 1956, Suppl. Table 8; “1952 Survey cf Consumer Finances, Pt. JI,” Fed. Res. Bull., 
Sept. 1952, Table 25. 


and who have no children under 18; married couples between 18 and 
44 with children under 18; couples, 45 and over with children; couples, 
45 and over with no children under 18; and all others.» The data 
show that the frequency and the amount of debt are highly correlated 
with family status. They are quite consistent with the assumptions 
about the distribution of consumer debt underlying our model. Debt 
varies systematically over the life cycle. Young single people use con- 
sumer debt much less than do young married people, and among 
married people, those with children use debt more than those without 
children. By the time the husband has reached 45 and the children 
have reached 18, most couples are no longer making payments on 
instalment debt. The relative frequency of indebtedness declines 
steadily with increasing age. Only a tenth of the spending units headed 
by persons 65 and over reported instalment debt in early 1956. Thus 

* A spending unit, as defined in the surveys, consists of all related persons living together 
who pool their incomes. “Other” spending units include-various combinations of adults and 


children which do not fall in the other groups, and spending units for which family-status 
data were not ascertained. An example of the former would be a widow with children. 


“97956 Survey of Consumer Financas,” of. cit. For other empirical studies supporting 
this hypothesis, see J. A. Fisher, “Income, Spending, and Saving Patterns of Consumer 
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Ay 


-alk ‘borrowers “have their exits and their entrances, and one man in- 
-his ‘time plays, many parts.” In a steadily growing economy, each year 
` some, borrowers will pay off their debts and new younger borrowers 
will replace them.: . 
= Froma statistical point of view, our argument so far has-one short- 
„coming. We have compared two variables, the ratio of instalment 
debt to income and stage in the life cycle, without in some way con- 
` trolling other relevant variables. In a complex situation such as this, 
bivariate analysis may be misleading and firm statistical conclusions 
. require a multivariate approach. In a study entitled “Factors Associ- 
‘ated with the Use of Consumer Credit,” J. B. Lansing, E. 5. Maynes 
and M. Kreinin estimated the probability that a spending unit would 
owe instalment debt as a function of a large number of possibly rele- 
vant variables.* By successively dropping variables which did not 
prove to be significant determinants of a spending unit’s probability of 
being in debt, they reached the following list of relevant factors: 
income, liquid asset holdings, stage in life cycle, region, stability of 
_ income, whether the head of the unit is a farmer and whether or not 
‘the unit owns a home on which there is a mortgage. The study also 
included estimates of mean annual instalment payments for those 
- people who did owe debt, by stage in the life cycle. From these results, 
we may derive the statistics which are presented in Table II.” 

The table shows the conditional probabilities that three representa- 
tive spending units will be in debt during different stages in the life 
cycle, given the other relevant factors. The table provides clear evi- 
dence'that multivariate analysis supports our general hypothesis. Both 
the frequency and the amount of instalment debt are highly correlated 
with the life cycle. 

Thus the fact that at any given time some sections of the popula- 
tion are heavily in debt does not imply that the rate of sales of durable 
goods must soon decline. Each year new families are being formed and 
children-are being born so that new potential borrowers regularly step 
up to: “fill the places of those borrowers who may have become debt- 
` saturated. Thus, the debt rotates through the population.** People in 


Units i in 1 Different Age Groups,” Studies in Income and Wealth, Vol. XV, National Bureau 
of Economic Research (New York, 1952), pp. 75-102; Tobin, op. cit. 

13 See Tobin, loc. cit. 

* Consumer Instalment Credit, op. cit., Pt. II, Vol. I, pp. 487-545. The data upon which 
this article is based are taken from the Survey of Consumer Finances of early 1956. 

“The estimates of mean annual payments should of course be interpreted with the 
reservations which have been expressed above about the reliability of the Survey data from 
the point of view of magnitude of the debt. However, these estimates are interesting as 
relative weights. 


See E. S. Shaw, “The Economics of Eisenhower: A Symposium,” of. cit., p. 377. 


922 THE AMERICAN ECONOMIC REVIEW 


their twenties and thirties typically borrow while those in their forties 
pay off their debts and accumulate financial assets which are directly 
or indirectly the debts of the debtors. Sales of durable goods are 
sustained by those who are relatively debt-free, and, as they purchase 
durables and go into debt, their places in the ranks of the debt-free 
are taken by others.” 


TABLE IT.—Conprrionat PROBABILITIES OF DEBTOR STATUS AND AVERAGE ANNUAL 
INSTALMENT PAYMENTS BY STAGE IN LIFE CYCLE 


Average 
Femily A*| Family Bè | Family Ce} Annual 
Payment 
1. Older (over 45), single people 18 .36 47 $365 
2. Older (over 45), married, no children liv- 
ing at home 23 41 52 560 
3. Young, single .28 46 wot 600 
4, Older (over 45), married, children living 
at home 33 op 62 490 
5. Young, married, no children; young, mar- 
ried, children, youngest at least 6 years old 38 56 67 669 
6. Young, married, children, youngest child 
under 6 43 61 <2 625 





* Family A has an income between $7,500 anc 510,000, a bank balance between $200 and 
$400, it does not live in the West, it does nct live on a farm, it reported no change in its in- 
come during 1955 and it owns a home on which there is a mortgage. 

è Family B has an income between $4,000 and $5,000, less than $200 in the bank, it lives 
in a Western city, it reported a change in its income in 1955 and it owns a home with a mort- 
. gage. 

e Family C is identical to Family B in all respects but income. Its income is between 
$7,500 and $10,000. 


II. A Model of Debi-Income Growth 


Returning now to the dynamic aspects of the life-cycle model, we 
may develop the implications of our hypotheses about the growth of 
debt in a more general form. In equations (1) and (2) of Part I, we 
traced the growth in the stock of debt outstanding up to the end of 
the third year in an economy in which new borrowing grew in the 
same proportion as income and in which repayments were linearly 


The life-cycle model also may be useful in the analysis of various cyclical and monetary 
questions, For example, during a recession the cecline in income is not prorated over the 
whole population. The main burden of falling income is borne by those who become un- 
employed. It would be interesting to investigate the incidence of cyclical unemployment in 
relation to the distrikution of instalment debt. If those who are most likely to face cyclical 
unemployment are also relatively deeply in debt, then the intensifying effects of consumer 
debt on a recession would be relatively great. If, on the other hand, families who are rela- 
tively deeply in debt tend to be headed by men who are established in their jobs and have 
secure incomes, then the outstanding debt would have little if any depressing effect upon 
aggregate demand. 
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related to new borrowing in previous years. We shall now see that, 
under similar assumptions, the growth rate of debt in terms of itself 
will exceed that of income in an economy with a low initial debt level, 
and that the two rates will approach each other asymptotically. In the 
limit, the ratio of debt to income will be constant and stable. These 
aspects of the theory can be expressed algebraically in a simple model 
which will provide us with a basis for the extrapolation of the postwar 
experience and a means for its quantitative assessment, _ 

First, we assume that in the long run income can be thought of 

meaningfully as growing at a constant relative rate r. Letting ¢ denote 
the number of years that have elapsed since the base year and letting 
F denote income, we may write 
(3) Y) = YO) +r). 
Second, we assume that new borrowing in any year is proportional to 
income in that year, and that repayments in any year are equal to a 
linear combination of new borrowing in previous years, for the econ- 
omy as a whole. Since the absolute increase in the stock of debt each 
year is equal to the difference between new borrowing and repay- 
ments, and since repayments must be equal to a linear combination of 
the incomes of previous years, it follows that the absolute increase in 
the stock of debt outstanding each year must be equal to a linear 
combination of the incomes of the same year and previous years.” 
For the sake of illustration, let the repayments be complete by the 
end of the third year. Then we may write 


4) D(H A D(t = 1) i a Y(t) -4 aY (t E 1) +- aY (t er 2). 


Combining (4) with (3), we have: 


— Dü — 1) = yt eae 2 
O DO-DU-)=0+NYO| ato +H S| 
the expression in brackets being a constant, This illustrates the gen- 
eral conclusion that under our assumptions, in their least restrictive 
form, the absolute increase in the stock of debt outstanding each year . 
is proportional to a variable which grows at the same rate as income. 
Thus, with no loss of generality we may write: 


(6) D(t) — Dit — 1) = aY (À. 
. In a more refined analysis, perhaps for the purpose of prediction, 
one might want to introduce explicitly the growth of population and 





18 Let B(t) represent new borrowing and let R(é) represent repayments in the year ¢. We have 
assumed (i) B()=bY (£) where b is a constant, and (ii) R(t)= L[B(¢t—1), + - - , B(t—n) } where 
L represents some linear combination. Then (iii) D) -D(¢t—1) = B@) — RQ). Substituting G) 
into (ii) for each year and then (i) and (ii) into the right side of (iii), we obtain D() — DGI) 
=bY(i)—L[bY(), +++, bY¥(t—n)], “a linear combination of the incomes of the same year 
and previous years.” 
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per capita incomes, together with their distributions, into equation 
(6). Also, one might chcose to introduce some measures of the terms 
of instalment lending. However, for the purpose at hand, which is to 
interpret the postwar experience, the simpler assumption will be ade- 
quate. 

We now relax the assumption made in Part I that debt outstanding 
‘is initially equal to zero. Instead, we shall enter the debt-income 
growth process at an arbitrary base year which has the property that 
debt is positive but small in relation to its equilibrium value. This 
permits us to avoid the complications introduced in the first few 
years of debt accumulation by the fact that the full repayments 
schedule has not yet had time to come into effect. Adding the stock of 
debt outstanding in the base year to the increments since then, we 
may deduce from (3) and (6): 


t 


(7) D0) = J, aVin) + DO) 


Neal 
whence 
all +r) 


7 





(8) Di) = YOLU + r) — 1] + D0). 


From (3) and (8) we may draw our basic conclusions: 








D) a+r) a1 +A DO a 
(9) rO + Ei s so | aap i 
(10) ig ee, 
{> 2 Y (7) r 


Thus, if the stock of debt is small to begin with, the ratio of debt to 
income will approach asymptoticallv a stable limit from below. The 
limit is given by equation (10). Equation (8) can be used also to 
give us 


ai Di) — D-1) | | a¥(0)(1 +r) 
D(t — 1) aV(0)(1 +r} — a Y(O)(L +7) + 7 DO) 

whence 

(12) DQ) — DG — 1) B 


1m 
i-> D(t T 1) 


Therefore, the relative rate of increase in the stock of debt will 
approach 7 asymptotically from above. However, in the early years, 
it will be large, especially if D(O) is small. For example, if D(0) is 
equal to zero, then 
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D(2) — D(A) | 

(13) -n (1+7) 
DBO- DQ) U+) 

ve! DO. G+ 


The value of (13) is slightly in excess of 100 per cent, that of (14), 
just greater than 50 per cent for likely values of r. 

This model can be fitted to the end points of the period 1945-56. For 
illustrative purposes, I have chosen personal income and instalment 
credit outstanding. The basis for selection of 1945 as the base year is 
the belief that a definite structural change took place with the end 
of the war. Although the wartime regulation of consumer credit did 
not terminate until November 1947, there. were revisions and relaxa- 
tions of the rules in 1945 and 1946. The structural change can be 
identified with the reappearance of consumer durables on the civilian 
market. The results of fitting the model to the data of these years 
are shown in Table III. In interpreting the results, it will be useful to 
remember that the annual change in instalment debt outstanding is 
the difference between two relatively large variables, namely, credit 
extensions and repayments. Thus, if the extensions and repayments 
series have the variability which is normal in economic time series, 
the difference between them, the annual increment in the stock of 
debt, will exhibit great variability in relation. to its size. Therefore, 
it would be a mistake to extrapolate the increase in debt outstanding 
during one year without reference to changes in the preceding and 
subsequent years. Rather, the growth of instalment credit since the 
war should be viewed as a whole or at least in segments of several 
years’ duration. " 

The estimate of r obtained by fitting (3) to income in 1945 and 
1956 is 6.02 per cent. The estimate for a obtained by fitting (8) to 
data for the same years is .0107. Taken together, these figures imply a 
limiting ratio of instalment debt to personal income of 18.84 per cent. 
In Table III, the odd-numbered columns contain the actual values for 
personal income, instalment debt, changes in debt from year to year, 
expressed as a percentage of debt in the earlier year, and the ratio of 
debt outstanding to income. The even-numbered columns contain the 


” For example, let y and y be random variables with the following statistical properties: 
the expected value of x, E(x), is 39, E(y) equals 37, the variance of both is 9 and their 
covariance is equal to4.5, Then var x/E(x) = 9/39, var y/E(y) 9/37, but 
var (x — y) varx + vary — 2 cov xy 

E(x ~ y) E(x —y) 
which is equal to 4.5. 
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TABLE IT.—Acruar AND PREDICTED GROWTH or INCOME AND 
INSTALMENT Creprt. 1945-1956 


Actual | Predicted | Actual | Predicted | Actual | Predicted | Actual | Predicted 
Y(t) ` Y(Ẹ Di) De) Percent | Percent Di) Dit) 
Caange| Change | = ETTA 








$10 | $0 | gios | gioe nDO, mpa | YO Y) 
(1) (2) (3) (4): (5) (6) (7) (8) 
1945| 171.2 171.2 2,462 2,462 — — 0144 .0144 


1946 | 178.0 181.5 4,172 4,403 69.46 18.84 -0234 .0234 
1947 | 190.5 192.4 6,695 6,460 60.47 46.72 0351 .0336 
1948 | 208.7 204.0 8,996 8,643 - 34.37 33.79 -0431 -0424 
1949 | 206.8 216.3 | 11,590 | 10,955 : 28.83 26.75 -0560 -0506 
1950 | 227.0 229.3 | 14,703 | 13,408 . 26.86 22.39 -0648 .0585 
1951 | 255.3 243.1 | 15,294 | 16,007 04.02 | 19.38 0599 „0658 
1952 | 271.8 257.8 | 19,403 | 18,764- 26.87 17.22 .0714 -0728 
1953 | 286.0 273.3 | 23,005 | 21,685 18.56 15.57 0804 .0793 
1954 | 287.3 289.7 | 23,568 | 24,784 02.45 14,29 .0820 -0856 
1955 |} 306.1 307.1 | 29,020 | 28,069 23.13 13.25 .0948 .0914 
1956 | 325.6 $25.6 | 31,552 | 31,552 08.72 12.41 .0969 -0969 


Sources: The data prior to 1956 for this table and for subsequent calculations were obtained 
from Statistical Appendix E of the Economic Repert of the President, January 1957. The 1956 
data were obtained from the Survey of Current Business, March 1957. 


comparable figures “predicted” by the model. For our present purpose, 
the comparison between columns (5) and (6) is the most interesting. 
Considering the kigh variability of the D(t) — D(#-1) series, the fit 
is surprisingly good and certainly good enough to justify the conclu- 
sion that the data in column (5) are not inconsistent with the hypothe- 
sis that their pattern of long-run development is that shown in column 
(6). The instances in which the fit is poor can be traced directly to 
short-run business cycles, and the positive errors resulting from 
cyclical upswings are approximately offset by the negative discrepan- 
cies in the recessions. If we extrapolate the postwar growth in instal- 
ment credit on the basis of this model, we may conclude that although 
debt will continue to grow more rapidly than income for some time, 
it will, in the limit, approach about 19 per cent of income, According 
to this reasoning, there is no reason to think that debt will swamp 
income or that the over-all postwar rate of growth of debt, when 
extrapolated correctly, is inconsistent with the continued growth of 
income, | 
The sensitivity of these conclusions to the assumption of particular 
beginning and ending points can be tested by calculating growth rates 
and the implied limiting debt-income ratios for different pairs of years. 
A sample of the results of such calculations for various years is shown 
in Table IV. The table shows that the limiting debt-income ratio is 
not very sensitive to the choice of years. It is not surprising that 
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extrapolation of the 1929-1956 data should indicate a lower ratio than 
that indicated by the postwar years. For although, in comparison with 
the postwar years, the rapid growth in income in the war years almost 
offset the stagnation of the ’thirties, economic conditions both during 


TABLE [V.—Luorine Dest-Income Ratios IMPLIED BY THE 
DATA OF SELECTED SETS OF YEARS 


Personal Income ' l - 
and Instal- a r lim a 
ment Debt (9 
1929-1956 .005702 .0506 .1184 
1946-1950 .01268 .0627 .2149 
1950-1956 .009977 0620 .1709 
1954-1956 .01265 .0646 | .2085 


1945-1956 ~  ,01070 .0602 1884 


the war and during the depression, each for different reasons, inhibited 
the growth in instalment debt. 


Ill. Conclusions 


The foregoing analysis contains both a theory of growth of con- 
sumer instalment credit and an interpretation of the postwar experi- 
ence, The former, which was formalized in the model cf debt-income 
growth, indicates that the rate of growth of instalment debt con- 
verges to the rate of growth of income with the passage of time and 
that, in the limit, the ratio of debt to income is stable. If the debt- 
income ratio is initially below its equilibrium level, then the relative 
rate of growth of debt will always exceed that of income, converging 
on the latter asymptotically from above. The debt-income ratio will 
approach its limit asymptotically from below. Thus, contrary to one 
popular view, it is not correct to suppose that a progression in which 
the relative rate of growth of debt exceeds that of income must be 
temporary and of short duration or must overburden consumers’ bud- 
gets with repayments.” The model also shows that an (exponentially) 
increasing absolute rate of increase in the stock of debt is logically 
compatible with a declining relative rate of increase. Thus, contrary 
to another popular view, the fact that the relative rate of increase in 
the stock of debt must slow down does not imply that the absolute 
rate must also slow down.” However, it is-the absolute rate of increase 


25, E. Harris and H.M. Groves, op. cit. 

* Burck and Parker, of. cit., used an incorrect method of extrapoletion of the rate of 
increase of the debt-income ratio: “. . . instalment debt outstanding has grown from 5 per 
cent of consumers’ disposable money income in 1948 to 10.9 per cent in 1955. Ii this rate 
of increase were to continue for another seven years, instalment debt outstanding would 


* 
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which is relevant for the growth of durable-goods sales and national 
income. According to the model, this rate is proportional to income. 
Therefore, the growth of debt is z0¢ incompatible with continued pros- 
perity. 

Turning to the postwar experience, it is clear that the principal 
explanation for the very high growth rates of the stock of instalment 
debt is to be found in the abnormally low ratio of debt to income at 
the end of the second world war. Since the end of the war, the growth 
rate of instalment debt has converged toward the growth rate of 
income. Between 1946 and 1947, personal income grew by 7 per cent 
while instalment debt increased by 50.5 per cent. Between June 1956 
and June 1957, personal income grew by 5.2 per cent while instalment 
debt increased by 7.5 per cent.” Considering the general instability of 
the postwar decade, the steadiness of the convergence has been quite 
surprising. Extrapolation of the growth rates of this period with the 
debt-income growth model points to a ratio of this type of debt to 
personal income of about one-fifth. 

This analysis does not imply that'a good case cannot be made for 
stand-by controls of consumer credit, for it may still be true that the 
existence of consumer debt intensifies business cycles caused by other 
factors, and that the availability of instalment credit exacerbates infla- 
tionary price movements. However, the analysis does suggest that con- 
sumer instalment debt has not grown, since the war, at a rate which 
cannot be maintained, contrary to widely held views. Thus recent 
experience does not presage an end to prosperity. On the contrary, 
the growth of instalment cebt has been an important ingredient of the 
postwar boom. The statistical data presented in Part IT indicate that 
at a certain stage in the life cycle, most people become net savers who 
desire to accumulate financial assets. On the other hand, at an earlier 
stage in the cycle, when they are forming families, most people become 
net dissavers. The growth of instalment credit has facilitated the 
channeling of the savings of older people to finance the deficits of the 


have to rise to about 17 per cent of disposable income in 1962.” Apparently they extrapolated 
linearly the change over the previcus seven years. If this is what they understand by “the 
rate of increase of instalment debt,” it is not surprising that they predict that it must slow 
down, for this “rate,” if extrapolated, would lead eventually to an infinite ratio of debt to 
income no matter how small a positive increase tock place in the ratio during the base 
period. In terms of personal income and instalment debt, their figures would be a ratio of 
debt to income of .0431 in 1948 and a ratio of .0948 in 1955 (see Table III, above), or an 
increase of .0517. Extrapolating linearly for another 7 years by adding the change over the 
past 7 to the 1955 ratio, one obtains .1465 as their “prediction” for 1962. The authors make 
it clear that they do not believe that the economy could support such an increase, On the 
basis of equation (9), the extrapolated debt-income ratio for 1962 is .1239. 


2 Mo. Rev. Credit and Business Conditions, Federal Reserve Bank of New York, Aug. 
1957, XXXIX, 116, | 
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younger group. As a consequence, the economic desires of both groups, 
from this point of view, are satisfied. If it were not for the growth of 
instalment credit, the savers would still attempt to save, but their 
saving would not be offset at high levels of income by the dissaving of 
the deficit sectors. The latter would have to accumulate durable goods 
at a slower rate out of current income. Thus, far from exerting a 
depressing influence on income, the growing stock of instalment debt 
has performed and can continue to perform an important and desirable 
economic function. 


NEW ZEALAND’S EXPERIMENT IN 
ECONOMIC PLANNING 


By J. B. CONDLIFFE* 


In December 1935 the New Zealand Labour Party came to power 
for the first time. It remained in office until December 1949, During 
that time it carried through a policy designed first to insulate the 
domestic economy from fluctuations in its external markets, and then, 
upon the basis of stabilized export receipts, to stabilize price relation- 
ships within the economy, redistribute the national income, establish 
a complete system of social security, and develop the national economy. 

These fourteen years fall into three phases. The first prewar years 
were characterized by recovery from depression conditions and poli- 
cies. The next six were war years. The postwar years 1946-49, with 
which this article is primarily concerned, were the crucial test of 
Labour’s policies. | 


I. The Labour Party’s Program 


The prime objective of the policies of the Labour Party was to build 
in New Zealand a planned economy behind the shelter of regulated 
prices for exports and selective import controls. The preamble of 
the Labour Party program in 1933 had declared: 


Overseas prices and conditions cannot any longer be allowed to dictate 
New Zealand’s living standards. By proper planning of production, with 
control of marketing and finance, New Zealand can establish her own liv- 
ing standard. 


There was a militant wing in the party which believed that New 
Zealand was strangled by “finance capitalism” and that the only ob- 
stacle to the development of the country and rising living levels was “per 
cent interest.” Those who believed this were not content to advocate 
the reduction of overseas debt. They advocated the use of state credit 
at low interest rates, or interest-free, to build homes, install hydro- 
electric plants, expand roads and railways and develop both primary 
and secondary manufacturing enterprises, as well as to finance social 
security. They were clear that their program would lead to socialization 
of production with maximum use of local resources and increasing 


* The author is professor of economics at the University of California, Berkeley. 
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self-sufficiency. The surplus of export goods was to be bartered for 
imported materials on long-term reciprocal bulk-purchase agreements. 
A book expounding these ideas, with a laudatory introduction by the 
leader of the Parliamentary Labour Party in Great Britain, ran 
rapidly through several reprintings in 1938 and 1939.1 New Zealand 
was to set an example to the world by developing an economy free of 
public and private debt, and independent of the fluctuations in its 
overseas markets. 

This prescription was not followed and the author soon afterwards 
lost his ministerial office, his membership of the party and his seat 
in the House. The government was not prepared to embark on the 
policies he advocated, and public opinion, despite the bitter experience 
-of the depression and the persistence of a substantial minority of 
advocates of “costless credit,” was not convinced that New Zealand 
could be made independent of the export market cr develop into a 
utopia of stabilized relationships’ between the various segments of a 
socialized economy. The land was not socialized, nor farm and factory 
production, nor banking. 

The depression of 1930-35 had been severe. Export prices had 
fallen heavily. The terms of trade worsened. The Coalition govern- 
ment had pursued orthodox deflationary policies, balancing the budget, 
and meeting heavy external debt payments at the cast of lowered liv- 
ing levels and massive unemployment. When Labour came to power 
in 1935 the worst was over. The budget was balanced, revenue was 
‘buoyant, export prices were rising and unemployment, though still 
high, was falling. Moreover London balances had been built to a 
comfortable level and the Reserve Bank which opened in August 1934 
had redeemed Treasury bills held by the trading banks so that credit 
within New Zealand was abundant and cheap. 

Labour had a mandate to raise wages and expard social security, 
to undertake public works and promote employment. It had also 
promised to buy all exports of wool, meat, dairy produce and other 
exports at a price to be fixed so that it would return a reasonable 
standard of living to the farmers. The wool and meat growers rejected 
the offer, preferring to market their own produce through established 
private channels, The dairy farmers welcomed it. When the war came, 
all exports were bought by the Marketing Department of the govern- 
ment, and except for wool this arrangement continued into the immedi- 
ate postwar years.. 

From 1935 to 1939, therefore, Labour pursued a reflationary policy. 
Wages were restored to predepression levels, hours were reduced’ from 
44 to 40, and working conditions were improved. Social welfare pay- 


*J. A. Lee, Socialism in New Zealand (London, 1938). 
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ments were increased and in 1938 a complete system of social security, 
including free medical and hospital service, was introduced. Increased 
productivity and ‘rising export prices till 1938 made possible these 
generous policies. They met with widespread popular approval, despite 
the running-down of London balances caused partly by capital flight, 
partly by overimportation. The election of November 1938 gave 
Labour an overwhelming victory, but exchange control had to be 
introduced a month later. The test of its policies might have had to 
be faced soon thereafter if the war had not come along. 

The war was financed along orthodox lines. Taxation was heavy. 
There was a broad response to the issues of public loans, People 
worked hard and saved hard. Public works were restricted to war 
necessities. Consumption, especially of imports, was cut down. The 
surpluses in the economy were mobilized for war expenses. Insulation 
was maintained during the war against rising instead of falling export 
prices. Stabilization of wages, rents and prices was achieved by pre- 
venting the income expansion that would have been generated if the 
increased export receipts had not been segregated in special accounts 
and if taxation and war loans had not mopped up income surpluses. 
The government did not use its control over the Reserve Bank to 
finance the war. 

Tl. The Situation in 1946 


New Zealand emerged from the war taut with suppressed inflation. 
The government was in a difficult situation politically as well as eco- 
nomically. After the first popular years of reflation, the arduous war 
effort had been carried to a successful conclusion. New Zealand had 
contributed its full share to the Allied victory, in Europe, as in the 
Pacific. The people had worked hard and gone without imported 
amenities. The farmers had acquiesced in relatively low prices for 
their produce and had seen the growing surplus of export receipts 
withheld by the government. The trade unions had sacrificed the 
forty-four hour week and many hard-wen gains in working conditions 
and had for the most part accepted the freezing of wages at 1942 
levels, But the government had steadily lost support. An election in 
November 1946 reduced its working majority to 3 in a House of 80, 
so that the 4 Maori members held the balance of power. 

When the war ended, there were barely suppressed demands for 
greater imports, for higher wages, higher guaranteed export prices 
and the restoration of labor legislaticn. In monetary terms at least, 
the means were available to satisfy these demands. With rising export 
prices and import control, London balances had accumulated, the 
budget was balanced and the government had ample power to expand 
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domestic credit. In 1936 it had nationalized the Reserve Bank. In 
1945 it had taken full control of the Bank of New Zealand which did | 
40 per cent of the banking business of the country. - 

But in 1946, unlike 1935, there was full and even overfull employ- 
ment of resources, including labor. A strategically placeé observer com- 
pared the economy to a ship in full sail with every stitch of canvas set 
and very little freeboard. When Frank Langstone, the chief advocate 
within the Labour Party of ideas closely akin to Douglas Credit, had 
moved at the Party Conference in 1944 a demand that the Bank of 
New Zealand be nationalized, he compared his motion with Archimedes’ 
demand for a lever to move the world, and concluded, ‘“Here’s the 
lever, Mr. Nash. It will make it possible for the sunshine of economic 
prosperity to shine in even the darkest places.” 

Walter Nash, the Minister of Finance into whose reluctant hands 
the lever was pressed, accepted but did not use it. He knew that what 
Archimedes had asked for was not only a lever, but a fulcrum and a 
place to stand on. When there are unemployed resources, as there were 
in 1935, credit expansion and public spending may move an economy 
from depression to prosperity. When resources are already strained, as- 
they were in 1946, credit expansion exerts its effect through the ai 
system which has nowhere to go but up. 

When peace diminished the public readiness to accept sacrifices in 
a common cause, the government’s economic policies were exposed to a 
crucial test. T he results of that test are canvassed in the remainder of 
this article. Attention must first be paid to the attempt by import con- 
trol and fixed export prices to insulate the national economy from fluc- 
tuations in the external market. Then the major objectives of domestic 
economic policy are considered in turn—the stabilization of domestic 
price relationships, the redistribution of income, and national economic 
development. To achieve these objectives reliance was placed primarily 
upon persuasion, with the Minister of Finance (who was also Minister 
of Customs and Minister of Marketing and therefore controlled both 
imports and the prices paid for exports) as the ultimate arbiter. Pri- 
marily he relied upon the power of the public purse to reinforce his 
persuasive efforts, but he could always resort to credit creation, and was 
under constant pressure to do so. When export prices fell in 1949 he 
was forced to this expedient. | 


IIL. External Stabilization, 1946-49 


Export receipts generate a high proportion (about 25 per cent) of 
New Zealand’s national income. A very much higher proportion (over 
80 per cent) of her imports are producers’ equipment, materials and 
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fuels. Price movements in overseas markets are therefore of great 
concern. : 

When the war ended, the woolgrowers resumed wool auctions. They 
had accepted government control oi marketing only for the duration 
of the war and the bulk-purchase agreemert negotiated with the British 
government expired with the 1945-46 season. Wool represented 30 
per cent of the total value of exports, and prices rose sharply in export 
matkets. Early in 1946 a Wool Disposal Commission had been set 
up to liquidate stocks accumulated (by Britain) during the war. The 
woolgrowers agreed to pay a levy on exports—7% per cent of the sale 
value in 1946-47, 5 per cent in 1947-48 and 2% per cent in 1948-49— 
in order to finance the Commission. Except for this levy the higher 
wool prices were paid to the growers and the government did not 
attempt to intercept this substantial addition to the national income. 

Bulk-purchase agreements covering the exports of the other principal 
exports—meat, butter and cheese—had been negotiated for periods 
that extended beyond 1949. The Marketing Department continued to 
buy from the farmers all of these commodities they produced at a price 
fixed by the Minister. As prices rose in overseas markets and the gov- 
ernment’s receipts swelled, there was irresistible pressure from the pro- 
ducers for the so-called “guaranteed prices” to be raised. The govern- 
ment had paid off a substantial amount of long-term public debt held in 
Britain, as well as war advances, and had made substantial gifts to 
Britain. Still the export receipts were sufficient both to pay higher 
prices to the producers and to accumulate large reserves in the market- 
ing accounts. The higher guaranteed prices, like the much sharper ap- 
preciation of wool prices, increased the national income. 

In 1948 this expansion of purchasing power within the country was 
slowed temporarily, but not halted, by appreciating the currency to 
parity with sterling. As the opposition party, Labour had opposed de- 
preciation in 1933, but after coming into power it had failed, until 
1948, to implement its promise to bring the exchange rate back to 
parity with sterling. In that year it was faced with inflationary pres- 
sures beyond its control. Export prices had risen sharply and import 
prices also. At the price-levels current in New Zealand the currency 
was undervalued. By March 31, 1948, despite reductions amounting to 
£45 millions in the public debt held overseas, London balances had 
risen to £84 millions. There was strong agitation from the trade unions 
for increased wages and from the farmers for higher prices. 

In August, before the new season’s exports began, the government 
announced the return to sterling parity. It was well-timed and its 
effects were salutary. The move was not widely anticipated, so that 
speculation was at a mimimum. Export receipts were not greatly dimin- 
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ished because wool prices rose further and the new season’s bulk- 
purchase-agreement prices were raised by 16-18 per cent. But import 
costs were reduced and manufacturing profits fell. The Reserve Bank 
was compensated by the Treasury for the loss in New Zealand currency 
incurred on sterling balances. The disparity created with the Australian 
pound was not serious because exchange control remained operative. 
The Customs continued to assess duties as if the Australian pound was 
at par, thus collecting some extra revenue and giving local industries 
extra protection from their nearest competitors. 

Concessions had to be made also to the pent-up demand for imports 
in the postwar period. Behind the shelter of exchange control and 
war shortages a great number of local manufacturing industries had 
been developed. They increased the need for imported equipment and 
materials. After 1945 it was impossible to maintain the rigid import 
selection practiced during the war. Total imports in 1945 were £55.1 
millions, In the next year they jumped to £71.6 millions, and in 1947 
to £128.6 millions. The greater part of the increase was in equip- 
ment and materials for the new manufactures, but consumers’ goods 
also rose from £11.5 millions to £26.8 millions between 1946 and 1947. 

Stabilization is a blessed word, much used in difficult periods of 
fundamental economic change and therefore violent price fluctuations. 
But what does it mean? If it is simply a mechanism whereby export 
prices may be averaged over good and bad years, accepting the trend 
but smoothing the fluctuations in world markets, there is much to be 
said for it. But the smoothing tends to be combined, as it was in New 
Zealand, with other objectives. There is a good case not only for 
averaging prices to the producer, but also for compensatory public 
expenditure and credit expansion in bad years, balanced by retrench- 
ment in good years. This case is blurred when such notions are added 
as a “reasonable standard of comfort,” a reasonable remuneration 
based on production costs, the development of national resources, 
autarky, full employment, social security, and at the same time a more 
equitable distribution of the national income. 

If all these objectives are aimed at simultaneously, as they were in 
New Zealand, the government must control all the elements of the 
external balance of payments—imports as well as exports. Full em- 
ployment, interpreted to mean that hardly anyone is ever out of a job, 
can be maintained only by an unsatisfied demand for local production. 
To prevent this demand turning to imports, government must restrict 
imports so as to keep supply below demand. There is no alternative to 
complete control of external transactions. But, in addition, the goveyn- 
ment must embark upon a thoroughgoing control of the domestic 
soa. 


i 
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In the years 1946-49, the sharp upward rise of prices in New 
Zealand’s export markets, followed by a substantial fall in the export 
season 1949-50, posed difficult problems to the government’s stabiliza- 
tion program, The currency appreciation of 1948 was well executed, 
but it did not do more than damp down for a brief spell the inflationary 
pressures on the economy. The trade unions still pressed for higher 
wages and the farmers for higher prices. When export prices fell in 
1949-50, costs and prices were still on the upward slope. Government 
expenditures were rising but tax revenue was falling and sources of 
domestic loans were drying up. The goveznment therefore resorted to 
the Reserve Bank for advances to maintain its expenditures. 

In the last war years and in 1946-47 it had substantially reduced 
its borrowings from the banking system. It increased them by £11.5 
millions in 1947-48, and decreased them :lightly in the following year, 
only to increase them by £23.3 millions ù the bad year 1949-50 when 
Britain suffered a severe crisis and was forced to devalue sterling. It 
was mainly this domestic monetary expansion to offset a fall in export 
receipts, followed as it was by the Koreen war boom, that caused the 
subsequent inflation of trading bank advances in New Zealand. It 
was unfortunate that 1949, the last year of Labour’s tenure of office, 
was a bad year for exports and forced -asort to credit creation. The 
inflationary pressures thus set in motion persisted long after Labour 
lost the election at the end of 1949. 


IV. The Program of Domestic Stabilization 


Between 1945 and 1949, the prices o- export goods rose by 47 per 
cent in New Zealand and more abroad. There was therefore a con- 
siderable increase in available purchasing power. Local prices rose by 
22 per cent at wholesale and by only 12 per cent at retail. 

When imports increased substantially in the years 1946-49, their 
prices were substantially higher than tae levels at which prices had 
been stabilized during the war in New Zealand. The effect of these 
higher import prices was disruptive. Import prices rose by 23 per cent, 
even allowing for the 25 per cent appreciation of the currency. The 
wholesale prices of these imported goods were held to a 12 per cent 
increase, The strains on the domestic stebilization program imposed by 
these differential movements were considerable. 

In these crucial postwar years, therefore, it proved impossible to 
insulate the local economy from the in‘luence of the external market. 
Local prices rose and the attempt to regulate their rise strained the 
stabilization machinery to the breaking point. Apart from differential 
price movements, the administrative difficulties of import selection 
and licensing were formidable. The customs officials and ultimately the 
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Minister attempted “in far too great detail to determine centrally the 
import desires and requirements of the community.”’ Delays, un- 
certainties, and in some lines recurring gluts and shortages, did not 
encourage the public to accept the Labour argument that planning was 
superior to the operations of the price system. 

New Zealand is a small country with a relatively simple economic 
structure. But the complexity of price relationships was greater than 
could be effectively handled by administrative regulation. There is 
always a tendency for planners to underestimate the subtlety of the 
free-market mechanism. It is not easy for regulating authorities to 
make decisions that do not disturb the intricate networks of relation- 
ships that in a freely operating market are adjusted by the dispersed 
decisions of individual producers and consumers. 

Under regulation there is a hardening of group relations. Trade 
associations are formed and gain power, as do trade unions and farm 
groups. These organized groups naturally urged their claims to the 
very limit of their political and economic influence. Their pressures 
put the Minister in the position of an economic arbiter, at the same 
time as he was carrying an immense burden of detailed administrative 
responsibility. His considerable powers of exposition and persuasion 
were used to the full, but they did not prevent the stabilization mechan- 
isms from deteriorating into a leapfrogging competition among farmers, 
merchants, manufacturers, and trade unionists for higher prices and 
wages. 

What broke the system finally, more than any other single factor, 
was organized trade union pressure, through the Arbitration Court and 
by strike threats, for higher wage levels. Nominal wage rates crept up 
and hours were reduced. Until 1950 the Court was limited in its awards 
by the stabilization legislation of 1942. In a condition of full employ- 
ment, however, earnings above the award rate could be obtained, 
especially by the strongly organized industrial unions. Strikes became 
more frequent from 1946 onward. In general the Labour government 
was conciliatory in its attitude towards the unions. The farmers and 
the floating voters in the towns chafed under this apparent deference 
to organized unionism. 

The stabilization of price relationships within the domestic economy 
bad been formalized by legislation in 1942 which froze rents, wages, 
public utility charges and prices of a selected list of necessities. In 
order to keep stable the relationships thus established when external 
prices were rising and income was expanding, the government resorted 
to a combination of regulation and persuasion, supplemented by, sub- 


*R. F. Wilson, “Import Control in New Zealand,” Econ. Record, June 1950, XXVI, 
' 55-56, 
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sidies. Too heavy and detailed a burden was thrown on ministers and 
especially the Minister of Finance. The departments through which the 
regulations were administered had not been recruited for such tasks. 
There was no economic general staff and ro plan buttressed by de- 
tailed statistics and market surveys. It is by no means clear that such 
a stafi could have been more successful, but in default of econometric 
calculations decisions were made by ministerial judgment, balancing 
2conomic considerations and political pressures. 

It was asking too much of a democracy to expect that public opinion 
would accept as disinterested even the wisest judgment of a minister 
under constant pressure from his own party and its supporters. The 
feeling grew that he was the prisoner of the partisans of monetary 
expansion and of the militant trade unions. Whether this feeling was 
justified or not, it revealed the essential weakness of the attempt in 
a democracy to control by persuasion. The ultimate court of appeal is 
public opinion and in the 1949 election it rendered an adverse verdict. 

There were of course many factors contributing to the electorate’s 
loss of confidence in the Labour government. Fear of inflation was one 
of them. The struggle among contending segments of the economy for 
an increased share of the national income, as well as resentment against 
the growing network of controls and general discontent with a govern- 
ment that had been in office for fourteen years were also evident. 

Much of the Labour program commanded broad public support. 
This was particularly true of the social security legislation. There had 
been little effective criticism either of the restoration of employment, 
wages and working conditions after the depression, or of the whole- 
hearted war effort. But this did not mean that the electorate had ac- 
cepted the socialist philosophy. There was much latent support for 
the opinion early expressed by Souter that “it is not the duty of the. 
State to provide the whole of New Zealand with a high standard of 
living.”’* Opinions might differ as to the economic role of the state in 
an ideal society; but many people were alarmed by the realization that 
the Labour program, as it developed, was based on “a philosophy which 
is hardly consistent with capitalist democracy.’”* 

Such alarm was reinforced by the feeling in many quarters that 
Labour had temporized with the Ccmmunist or party-line leadership 
of some trade unions and civil service associations. After the National 
government had taken strong steps to break the power of this leader- 
ship in a bitter series of waterfront and other disturbances in early 

SR. W. Souter, “How Do We Want the New Zealand Economy to Behave?,” Econ. 
Recoxzd, Suppl.; Oct. 1939, XV, 7-16. 
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1951, it appealed to the country and was returned with an increased 
majority, which seemed to indicate that public opinion was against the 
Labour Party’s attitude in these matters. 

In fact the Labour government made no attempt to carry the so- 
cialist philosophy to its logical conclusion. Its left-wing minority had 
prophesied disaster if their program of a completely planned economy 
based on costless credit were not adopted. This was not done. Interest 
was not abolished and neither the Reserve Bank nor the Bank of New 
Zealand was used to any great extent as a means of creating credit. Yet 
public opinion became increasingly conscious of the far-reaching 
powers vested in ministers to control and regulate credit, prices and 
the economy in general. Restiveness on this account played a role in 
the ultimate rejection of this part of Labour’s program. It is natural 
for a democracy to be fearful of concentrations of centralized power, 
however capable and benevolent the holders of that power may be. 


V. Redistribution of Income 


In the first prewar years of Labour’s tenure, 1936-38, a substantial 
redistribution of income was carried through. This was primarily a 
correction of the inequities resulting from the previous government’s 
attempt to cope with depression by deflationary policies that went too 
far and were continued too long. Wages were raised, hours reduced, 
and social security extended. 

Between 1938 and 1942 the lower-income groups lost ground again 
and the stabilization arrangements after 1942 did little more than 
. enable them to hold their own. They lost ground again during the 
demobilization period after the war. 

The net result of these changes, as shown in Table I, was that in 


TABLE I,—DIstRIBUTION OF PRIVATE INCOME In NEw ZEALAND, 1938-1949 
_ (percentages) 


1938-39) 1943-44] 1944-45) 1945-46) 1946-47|1947-48]|1948-49|1949-50 


etnies Fete | MYA S | Hanis S E 


Salary and wage pay- 


ments 55.6 | 42.4) 43.3] 44.9 | 47.0) 47.2 | 49.1] 47.7 
Social security benefits 3.9 4.8 5.2 5.8 8.8 8.5 8.5 8.1 
Armed Forces pay 0.4 | 17.5 | 14.2] 11.1 2.1 1.4 0.9 0.9 
Rental value: Owner- l 

occupied houses 3.1 2:3 2.6 y 2.3 2.2 2.3 2.1 
Other personal income | 27.2 |} 21.8 | 23.5 | 24.1 | 27.71 28.9] 28.91] 30.2 
Company income 9.8; 11.0) 11.2 | 411.6] 12.1] 11.8] 10.3 | 11.0 


ORR e FIN! | THN ps | NNN | sia Y a a e | mea inher | siete = = a 


100.0 | 100.0 | 100.0 | 100.0 | 100.0 | 100.0 | 100.0 | 100.0 


* New Zealand Official Year Book (1954), p. 664, and “Report on the Official Estimates 
of National Income and Sector Accounts for the year 1955-6.” 
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1949, so far from salaries and wages representing a larger share of 
national income, they were a smaller parcentage than they had been 
‘n 1938. At no time did they regain their prewar share. It is true that 
30th nominal and real wages increased after the war, but the increase 
was less than that of incomes of other economic groups. It could be 
argued that these figures prove only that the farmer (and other pro- 
ducers) got more, not that the worker got less. But this does not alter 
the fact that the worker failed to get his proportionate share of the 
postwar prosperity. 

It could also be argued that most of what was lost in salaries and 
wages was gained in social security benefits. These covered the whole 
population and were financed mainly by a flat tax on income, They 
therefore entailed some redistribution, but the statistical evidence is 
that the wage-earner did not gain a greater share of the national 
income. Calculations of income distribution in the United States are 
not strictly comparable, but the wartime decline in the share of wages 
was less and the postwar recovery greater than in New Zealand. The 
percentage share of wages and salaries (private, government civilian, 
and other, but not military) in the United States was 63.5 in 1939, 
53.8 in 1945 and 61.6 in 1949." 

After price stabilization was effectively organized in 1942, the 
Arbitration Court proved to be “a good guardian of real wages.” But 
a carefully documented study, published in 1951, concluded that it 
could not function successfully to redistribute income.* Thus it is not 
surprising that the stronger and mere militant unions resorted to 
direct wage bargaining supported by strike threats. Stabilization and 
income redistribution had not proved compatible. It was ironical that 
partiality towards organized unionism should have been one of the 
causes of the Labour government’s defeat in 1949 when in fact the 
share of wages in the national income had fallen substantially from its 
prewar peak. The more militant workers were not content with stabil- 
ized wages which in fact meant a smaller share of an expanding na- 
tional income. They had a good case, but the methods they used to 
advance their case irritated and finally alienated public opinion. 


VI. National Economic Development 


There is no doubt that the extensive public works undertaken by 
the Labour government were effective in developing the country. The 
construction of roads, railways and hydroelectric installations was 


6 Cf. Surv. Curr. Bus.: Suppl, “National Income, 1954,” pp. 162-63. 
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pushed vigorously. There is no evidence that engineers and architects 
working as public servants were less efficient or imaginative than they 
might have been in a system of private enterprise. The public accounts 
were carefully kept and there was never any suggestion of corrupt 
` practices. The Labour administration was thoroughly honest, as indeed 
other administrations have been, The standard of pubiic morality is 
high in New Zealand. The country is small, there is full publicity and - 
rigorous audit. It is true that, as the public sector expanded, the .ac- 
counts grew more complex so that it became difficult to assess the 
financial situation as a whole. There were criticisms oi the way the 
budget was presented to Parliament.’ The difficulty of understanding 
the full implications of the annual financial statements added to the 
uneasiness of those who were critical of the great powers vested in 
ministers and especially in the Minister of Finance; but there was 
never any suggestion that those powers were improperly used. 

The substantial question is whether the program of construction 
went too fast and too far. It helped to maintain full employment and 
to generate the inflationary pressures associated with it. In an inflation- 
ary spiral, however mild, there are always shortages of equipment and 
power, so that there is always demand for more construction. Much of 
this demand sprang from the development of secondary industries.-be- 
hind exchange control. Some of it was associated with immigration, 
which in its turn was designed to meet a shortage of manpower. As 
long as export prices kept on rising, the costs of such rapid develop- 
ment were bearable; but the situation was precariously dependent 
upon the maintenance of prosperity in overseas markets. 

When the Labour government took office it was not clear that New 
Zealand could continue to enjoy free access to a constantly expanding 
market for its exports of food and raw materials. The United Kingdom 
in 1934 had actually imposed restrictions on meat imports and there 
was talk of a quota on butter. A strong argument could therefore be 
made for the promotion of secondary industries to provide employment . 
for a growing population. 

The fears of shrinking markets did not materialize at the close of 
the war. On the contrary there was strong demand at sharply rising 
prices for all the wool, meat, butter and cheese that New Zealand could 
produce, The trend was in striking contrast with the uncertainties and 
crises that followed the first world war. Between 1945 and 1949 the 
export prices of pastoral products rose by 50 per cert, while the 
quantity of wool exported more than doubled and that of butter in- 
creased by 50 per cent. Table II gives ample evidence of the strength 


"C, G. F. Simkin, “Budgetary Reform in New Zealand,’ Econ. Record, June 1942, 
XVI, 16-30. 
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of overseas markets. Not until 1957 was there a sharp fall in butter 
prices, mainly as the result of subsidized milk production in the United 
Kingdom. . 

The soundness of the program for developing secondary. industries, 
and to some extent that of the public works necessary to promote them, 
must be appraised against this background of a favorable export 
market. More than a decade has passed since the war ended. No fi- 
nancial crises comparable with those of 1919-20 and 1929-33 have 


TABLE IT.—VALUE OF Princrpan Exports, 1945-1955 


(N.Z. millions) 
Year Wool Meat Butter Cheese Total Exports 
1945 12.7 17.6 19.3 9.5 81.6 
1946 26.6 23.2 19.8 8.4 101.3 
1947 32.0 29.4 28.8 11.6 129.4 
1948 44.5 27.6 33.8 11.2 147.8 
1949 46.6 27.2 35.4 12.7 147.3 
1950 74.7 28.6 35.6 14.5 183.8 
1951 128.2 25.4 41.4 16.7 248.1 
1952 82.0 40.5 55.9 15.5 240.6 
1953 84.3 39.9 51.5 18.4 235.9 
1954 88.4 51.9 44.8 16.4 244.4 
1955 93.8 68.2 50.7 13.4 256.7 


occurred. More flexible monetary policies in the major industrial 
countries have indeed supported high and rising price-levels. Periodic 
strains on the British economy and the subsidizing of United States 
surpluses have had unfavorable effects; but the British market has 
continued to absorb the bulk of New Zealand’s exports. Population is 
growing rapidly all over the world and the production of food barely 
keeps pace with the increase. Animal products are in particularly short 
supply. Many food-producing areas are now engaged in programs of 
industrialization and at the same time their standards of living are 
rising rapidly so that export surpluses diminish. New Zealand has 
gained substantially from.these developments and seems likely to gain 
more in the foreseeable future. In the circumstances there does not seem | 
to be any compelling reason why it should strive to expand its second- 
ary industries when they are not competitive with imported goods. 
The rapidity of their expansion has strained the power resources of 
the country and necessitated rapid extension of transport as well as 
power. It is not clear that this development maximizes national income. 

-The grassland industries supply 95 per cent of New Zealand’s 
exports. Equipment, materials and fuel for the secondary industries 
account for more than 80 per cert of the imports. It is therefore dis- 


+ 
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quieting to find that during the period of planned development, the 
rate of increase in pastoral productivity declined, In part this was the 
result of war shortages of fertilizers, equipment and manpower, but 
it continued and was indeed most markėd in the immediate postwar 
period. Table III indicates the quinquennial percentage rates of in- 
crease in the animal units and the total farm production, based on 
units of protein equivalents. This is a measure of the volume of pro- 
duction, the significance of which was masked by sharply rising prices. 


TABLE I.--QUINQUENNIAL PERCENTAGE INCREASES IN FARM PRODUCTION? 


Period Livestock Units? Total Farm Production 
1915-19 to 1920-24 5 25 
1920-24 to 1925-29 13 12 
1925-29 to 1930-34 13 25 
1930-34 to 1935-39 8 9 
1935-39 to 1940-44 ; 3 8 
1940-44 to 1945-49 2 1 


¢ Equivalent of 1 cow in milk=6 breeding ewes=8 dry sheep = l? beef breeding cows and 
heifers over two years=2 other cattle. 

Sources: H. D. Orchiston, ‘Fertilisers, Lime and Farm Production? in New Zealand since 
1900,” Canterbury Chamber of Commerce Agric. Bull., No. 316, Nov. 1955. Cf. also E. J. 
Fawcett, “Some Aspects of the Future of Agriculture in New Zealand,” Proceedings of the 

Ruakura Farmers’ Conference Week 1954 (Wellington, 1954) pp. 83-98. 


Such a slackening in the rate of increase in the main exporting indus- 
tries was a heavy price to pay for the development of protected sec- 
ondary industries. Industrialization is not easy in New Zealand. The 
country is singularly deficient in minerals and despite diligent search 
only a trickle of petroleum has been found. There are limited deposits 
of bituminous coal of coking quality, but they are expensive to mine 
and transport. Expensive tests have shown that ironsands can be 
smelted by electric furnaces using sub-bituminous coal. In 1937 the 
Labour government passed an Iron and Steel Industry Act; but the 
production of iron ore in 1952 was only 1,823 tons. New Zealand could, 
at a price, produce steel. But the real questions involved are economic 
rather than technical. Practical experience, as well as economic theory, , 
suggests that the national income will be higher if New Zealand exports 
the produce of its magnificient pastures and imports its steel, rather 
than burdening its efficient exporting industries with the high cost of 
supporting local manufacture. 

Not even the textile industries are favorably placed for development. 
New Zealand produces wool but only 6 per cent is manufactured 
locally. The woolen industry has grown up in small and widely sepa- 
rated units. Specialization has not been achieved and the industry has 
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never been able to produce on a large scale or compete in export 
markets. There is no cotton, The small size of the market makes it 
cheaper to import than to manufacture synthetic fibérs. Numerous 
clothing and footwear industries have been established, but despite pro- 
tection their profits do not compare favorably with those of other 
industries.° 

The secondary development that shelt2red behind exchange control 
and import selection was small scale. Of zhe 8,512 establishments clas- 
sified as factories, 3,443 employed less than 6 workers and another 
2,016 employed from 6 to 10. It is doubtiul whether the multiplication 
of such workshops can be claimed as economic development, particu- 
larly when their creation was accompanizd by a slackening in the rate 
of increase of the strong exporting indus-ries. 


VII. Concluszon 


Any general statement concerning tae fourteen years of Labour 
government would be presumptuous since it could only record a per- 
sonal judgment. Much of the Labour program has been accepted. The- 
social security legislation, the regulation of wages and working condi- 
tions, the conduct of state enterprises and the reliance upon local 
rather than overseas borrowing met with general approval. State inter- 
vention is not new in New Zealand, though the pattern of production 
remains one of private enterprise, particularly in the basic pastoral 
industries, but also in manufactures and services. 

In 1949 the voters rejected the further extension of intervention 
based on socialist principles. There has since been some loosening of 
controls and devolution of ministerial powers. The only major reversal 
of state ownership has been in housirg. The Reserve Bank and the 
Bank of New Zealand have not been restored to private ownership. 
The former has achieved a somewhat greater measure of independence 
and the latter has functioned very much as it did under private owner- 
ship. The broadcasting system, domestic airways, and some minor 
industries are still operated as state enterprises. The marketing of 
exports has been returned to the prod.icers. Lending for the purchase 
of land and houses is still largely a government function. Much of the 
Labour program remains in effect though its administration has been 
modified. | 

What was rejected in 1949 was tke ultimate goal of socialization 
based upon domestic monetary expansion. As before in their history, 


*G. C. Billing, “Industrial Organization in Mew Zealand,” Econ. Record, June 1936, 
XI, 47-56 and “Size and Efficiency in New Zealand Industry,” Econ. Record, June 1937, 
SIT, 58-65. “The Industrial Pattern and New Zealand’s Future,” Econ. Jour., Mar. 1957, 
LXVI, 65-73. 
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New Zealanders took a pragmatic attitude. They were prepared to use 
the machinery of government to achieve specific economic objectives; 
but they were not ready to adopt a doctrinaire position and push their 
experiments beyond the limits of expediency. In particular they 
abandoned as unworkable the theory that the whole economy could be 
regulated by ministerial discretion. 


EFFECTS OF CONSUMER ATTITUDES ON PURCHASES 


By EvA MvuELLER* 


In recent years the consumer has begun to earn a reputation with 
business cycle analysts and economists for being unpredictable or 
temperamental in his spending behavior.’ We have witnessed a number 
of fluctuations in consumer spending—-scme of considerable importance 
—which could not be explained by the level of, or changes in, con- 
sumer incomes. One of the most striking instances was the recession in 
discretionary consumer spending in 1951, at a time when personal 
incomes were rising.” Another was the sharp increase in the level of 
consumer spending in the winter of 1954-55 which exceeded the in- 
crease in personal income occurring at that same time. In the short 
run at least, autonomous variations in consumer spending do occur. 
The Economic Behavior Program of the Survey Research Center is 
engaged in research based on the proposition that measurements of 
consumer attitudes—of people’s optimism and confidence—can help to 
explain and predict variations in constmer spending which cannot be 
explained by income changes.* 

This proposition can be tested at two levels, the aggregative and the 
individual. “Aggregative tests” start with the construction of time 
series from the expressed attitudes of representative samples of the 
American population. These attitudinal time series may then be 
checked against time series for aggregate consumer purchases in the 
United States, or even purchases of specific goods. For example, if 

* The author, who is assistant program director at the Survey Research Center, Uni- 
versity of Michigan, is greatly indebted tc Georze Katona for his advice throughout all 
phases of this study as well as for many helpful iceas. She also wishes to express her grati- 
tude to Ralph Bristol who supervised the statistical analysis and to Robert Hsieh who 
participated in it. The collection of the data as well as the analysis reported here were 
made possible by a grant from the Ford Foundation to the Survey Research Center for 
studies of the “Origin and Effects of Economic Attitudes.” Several further publications 
will be based on these studies, 

1 See for example the Economic Report of thz President transmitted to the Congress, 
January 24, 1956, pp. 49 and 107, 

3 “Discretionary” consumer spending denotes spending on such items as consumer dur- 


able goods, vacations, and luxuries, Expenditures may be discretionary either because they 
are for nonessentials or because they are postporable (2.¢., replacement of durable goods). 

® Relevant here are attitudes and opinions which are responsive to short-run changes in 
the economic environment rather than personality traits or attitudes evolved over a long 
period of time. 
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the attitudes of the American people were more optimistic at time-point 
I than at time-point IT, is it true that the aggregate ratic of consumer 
purchases to disposable income was higher following time-point I than 
following II? Tests at the individual level require interviewing the 
same people at least twice in succession. Such tests tell us whether a 
group of individuals who were optimistic at time-point I were more 
likely to make major expenditures following time-point I than a group 
who were more pessimistic, This we shall call the “reinterview test.” 

Evidence of the influence of consumer attitudes on spending, derived 
from the aggregative test, has been presented in several previous pub- 
lications.* It has been shown that consumers’ attitudes and their rate 
of discretionary spending exhibit similar movements over time. At cer- 
tain times there have also been indications that changes in consumer 
attitudes lead changes in consumer spending. 

An extensive reinterview test of the influence of consumer attitudes 
and expectations on consumer spending was initiated in June 1954, 
when a representative cross-section of 1,150 urban families in all parts 
of the country was interviewed for the first time. Subsequently 3 ad- 
ditional interviews were taken with these families in December 1954, 
June 1955, and December 1955. In all, 4 complete interviews were ob- 
tained from 800 families at half-year intervals. This materia! enables 
us to relate initial attitudes and attitude change to subsequent spending 
and saving patterns of the same families, holding constant a number of 
other variables. 

It should be clear at the outset that one should not expect the re- 
interview test to show more than a marginal effect of attitudes on 
purchases." First, at the individual level the- decision to spend is 
governed by a multiplicity of factors—age, family status, home owner- 
ship, place of residence, breakdown of old durable goods, personality 
traits, income level and income change—to mention only a few. Some 
of these cancel out in the aggregate (their distribution in the entire 
population is almost constant over considerable periods, but they 
have a pronounced impact on individual decisions. Second, when at- 
titudinal measures are used to classify people into groups of optimists 
and pessimists, it is assumed that these measures permit us to make 
interpersonal comparisons. In fact, however, these classifications are 
only approximately accurate. This problem does not arise in connec- 
tion with the aggregative test, where comparisons are made between 

*See G. Katona and E. Mueller, Consumer Attitudes and Demand, 1950-52 (Survey 


Research Center, University of Michigan, 1953); and by the same authors Consumer 
Expectations, 1953-56 (Survey Research Center, University of Michigan, 1356). 


* The limitations of the reinterview test have been discussed by G. Katona in “Federal 
Reserve. Board Committee Reports on Consumer Expectations and Savings Statistics,” 
Rev. Econ. Stat., Feb. 1957, XXXIX, 40-45, - 
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answers to identical questions given by large representative samples of 
the population at two points of time, rather than between individuals 
with different expressed attitudes. 


I. Analysts Plan 


The dependent variable in this investigation is the number of major 
expenditures made by the family rather than dollar amounts spent. 
This choice was made in part because number of purchases could be 
determined readily for half-year periods for a comprehensive list of 
items, while dollar figures were collected only on a calendar year basis 
and for a somewhat smaller number of expenditures. However there is 
also a conceptual basis for studying number of major purchases, It 
might be assumed that the state of consumer confidence influences pri- 
marily the decision to go ahead with a desired purchase or to postpone 
it. Any further influence it exerts or the amount spent (buying a 
cheaper or a more expensive TV set; a new or used car) may be of 
lesser importance. 

Included in “number of purchases” are expenditures for cars, large 
household goods, additions or repairs to the home, and major non- 
household expenditures (for power lawnmowers, musical instruments, 
speed boats, typewriters, etc.). Excluded are medical and educational 
expenditures—which are largely nondiscretionary—and vacations— 
which are strongly seasonal and whick do not always involve a major 
expense." 

The major independent variables are two composite measures of 
consumer attitudes. There are strong reasons to believe that indexes 
based on several attitudes are more meaningful and bear a more stable 
relationship to behavior than do answers to single attitudinal questions. 
This is the case in part because answers to individual questions are 
subject to some margin of error. Pecple with the same expectations 
may appear to give different answers, according to their mood, their 
understanding of the question, their mode of expression, and the inter- 
viewer’s interpretation of the answer. When answers to several ques- 
tions are combined the impact of such misclassification is greatly re- 
duced. Second, consumer buying incl.nations are likely to depend on 
a variety of attitudes—some concerned with present conditions, others 

° Specifically, five categories of expenditures were counted: (1) buying one car, (2) buy- 
ing a second or third car, (3) buying one or mora major household goods, (4) making 
major repairs or Improvements on one’s home or apartment, (5) making one or more 
major nonhousehold expenditures (as defined above). For each family the number of 
categories which applied in each half-year was computed. Thus the maximum number 
that could be obtained in any half-year was five, ir an entire year 10. Actually, no family’ 
scored more than 4 for a half-year, nor more than 6 for a whole year. The average num- 


ber of purchases per family in our urban sample was 1.52 for the year June 1954-June 
1955, and 1.02 for the half-year June-December 1955, 
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with expectations for the future; some with personal finances, others 
with the national economic outlook or with buying conditions. At any 
one time, some of these attitudes may make for spending, while others 
inhibit spending. Gestalt psychology tells us that the meaning and func- 
tion of any part of a psychological field depends on the whole to which it 
belongs. It is likely therefore that composite measures of attitudes 
have a stronger and more stable relationship to behavior than have 
any of their components. 

Our primary measure in this study is an index of consumer attitudes 
constructed from answers to six attitudinal questions: (1) whether the. 
family is better or worse off than a year earlier, (2) its personal fi- 
nancial expectations for the coming year, (3) its one-year expectations 
regarding business conditions, (4) its longer-range economic outlook, 
(5) its appraisal of buying conditions for household goods and cloth- 
ing, (6) price expectations. Tentatively, the six components of the 
index have been given equal weights.’ 

A second measure of attitudes toward spending is an index of buying 
intentions. Data have been collected on expressed intentions to buy 
houses, cars, durable household goods, to make home improvements or 
repairs, and to make major nondurable goods expenditures. Only plans 
which respondents rated as having at least a fair chance of fulfillment 
were considered. Each family was scored 0 = no such buying plan, 

= any one type of plan, or 2 = two or more categories of plans. This 
measure is an indicator of willingness to spend, rather than a predictor 
of specific purchases. It is presented and tested here for the first time. 

Two questions may be asked about the relation between attitudes 
and spending behavior: To what extent do consumer attitudes influence 
spending? And second, how useful are data on consumer attitudes and 
buying intentions for forecasting consumer demand? Although these 
questions are closely related, they must be approached somewhat 
differently. When we are testing the forecasting value of attitudinal 
data, we must work with variables which can be known in advance, 
such as past income and attitudes at the beginning of the forecasting 
period. We must disregard changes which occur during the forecasting 
period—either in people’s financial situation or in their attitudes. 
Previous analyses of the relation of consumer attitudes to purchases 
have been concerned with forecasting value only.* The present study, 
on the other hand, is concerned also with the influence of consumer 
attitudes. This means that we may use variables in this part of our 

* An index including these six components has been computed and published by the 


Survey Research Center over the past four years. The index is described in detail in 
Katona and Mueller, Consumer Expectations, 1953-56, op. cit, pp. 91-105. 3 


*See L. R. Klein and J, B. Lansing, “Decisions to Purchase Consumer Durable Goods,” 
Jour. Marketing, Oct. 1955, XX, 109-32. 
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analysis which can be known only ex post, such as current income and 
the attitude change during the period under study. We shall use the 
two approaches in turn, starting with tbe influence of attitudes and 
then turning to the forecasting value of the index of consumer attitudes 
and the index of buying intentions. The analysis covers two periods 
for which data have been collected: the year June 1954-June 1955, 
and the half-year June-December 1955. 


II. The Influence of Consumer Attitudes, June 1954-June 1955 


The reinterview test of the influence cf consumer attitudes on pur- 
chases consists of classifying individuals according to attitudes and 
comparing purchases made by the various attitude groups. Since at- 
titude change occurs rather frequently we shall take account of initial 
attitudes in June 1954 as well as of attitade change during the follow- 
ing year, the period under study.” The index of consumer attitudes is 
used to distinguish between people who were initially optimists (scor- 
ing 10-12 on a 12-point attitude scale), medium (scoring 7-9), and 
pessimists (scoring 0-6). It is also used to subclassify these groups 
according to subsequent attitude change—distinguishing between those 
whose attitudes remained “the same” (7.e., changed by one point or 
less), “improved” (by two or more po:nts), and “deteriorated” (by 
two points or more). The following tabulation shows the distribution 
of attitude scores in June 1954 and Jure 1955: 


INDEX OF CONSUMER ATTITUDES 


June 1954 June 1955 
(per cent) (per cent) . 
Optimistic (10-12) 31 43 
Medium (7-9) 44 47 
Pessimistic (0-6) 25 10 
All 100 100 
Number of cases 674 674 


The method of analysis consists of two stages. In the first stage the 
income effect is “eliminated.” This is necessary because optimists 
tend to have higher incomes than pessimists. The average number of 


° Another study by George Katona dealing specifically with the frequency of attitude 
change and its determinants will appear in Psycztological Monographs. 

* With optimistic replies scored as 2, medium (same, pro-con) replies as 1, and pessimis- 
tic replies as 0, a score has been computed for each respondent from his answers to the 
6 questions. These scores can range from 0 for extreme pessimism to 12 for extreme 
optimism. People who repeatedly gave “I don’t know” or similar answers have been ex- 
cluded from this analysis. The remaining expressions of uncertainty were scored 1. 
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purchases is determined for each of nine income groups. This gives us 
an “expected” number of purchases for each family based on its cur- 
rent income. We also know from the reinterview the actual number 
of purchases made by each family. In the second stage the ratio of 
actual to expected purchases is compared for our various attitude 
groups, using a simple analysis of variance. For example, the average 
number of purchases among families with incomes from $4,000-$5,000 
was 1.5 in the year under study. A family with an income of $4,500 
and one purchase would therefore have a ratio of actual to expected 
purchases of .67. After adding up actual and expected purchases for 
all the families within any one attitude group, we compute the ratio 
of actual to expected purchases. In ‘the tables which follow such ratios 
are presented for groups with differing attitudes. The method used 
in this section is in a sense a very rigorous test of the influence of at- 
titudes on purchases, since it gives priority to income in the analysis, 
It determines, in fact, how much consumer attitudes contribute toward 
the explanation of purchase decisions over and above the explanation 
provided by income. | 

We begin by considering the entire year June 1954-June 1955. 
Table I illustrates our method step-by-step. All families have been 
classified according to their initial attitudes in June 1954 and accord- 
ing to attitude change between June 1954 and June 1955. Theoretically 
9 attitude classifications are possible. By definition, however, 2 could 
occur only infrequently: being initially optimistic and improving (14 
cases) and being initially pessimistic and deteriorating (5 cases). These 
cells have therefore been omitted. This leaves a 7-group classification. 
Part A of Table I shows the average number of purchases per family 
made between June 1954 and June 1955 by each of these 7 attitude 
groups. The table shows large differences in purchases between these 
attitude groups. 

Since we know that optimists tend to have higher incomes than 
pessimists, Part B of Table I shows the average number of purchases 
which might be expected on the basis of the income distribution with- 
in each of the 7 groups. Clearly the intergroup differences in “expected” 
purchases are smaller than the differences in actual purchases, although 
they are in the same direction. 

Finally, Part C presents ratios of actual to expected purchases for 
each of the 7 attitude groups. These ratios are measures of the in- 
fluence of attitudes on purchases after elimination of the income 
effect.“ In every column the medium group had lower ratios than the 
' 4 Eliminating the income effect also serves to eliminate most of the effect of age on 


purchases. For data on the intercorrelations between income, attitudes, and other variables 
see Table V in Section ITZ. 
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TABLE I.—INDEX OF CONSUMER ATTITUDES: [INITIAL ATTITUDES, ATTITUDE 
CHANGE, AND NUMBER OF PURCHASES, JUNE 1954-JUNE 1955 


Initial Attitude 


June 1954 Attitude Change, June 1954-June 1955 


A. Actual Average Number of Purchases per Family 


Improved Same Deteriorated All 
Optimist 1.91 1.64 1.83 (209) 
Medium 1.80 1.48 123° - 1.59 (295) 
Pessimist 1.27 90+ 1.21 (170) 
Allé 1.52 1.61 1.53 
(269) (320) (85) (674) 


. Expected Average Number of Purchases per Famiy® 


Improved Same | Deteriorated All 
Optimist 1.75 1.62 1.71 | 
Medium 1.60 1.55 1.479 1.56 
Pessimist 1.41 1.37¢ 1.40 
All 1.50 1.62 1.58 

C. Ratio of Actual to Expected Purchases 

Improved Same Deteriorated All 
Optimist 1.09 1.04 1.07 
Medium 1.13 .96 . 842 1.02 
Pessimist .90 65? 86 
All 1.01 .99 .97 


a Less than 35 cases. 

> Numbers in parentheses indicate number of cases in each row and column. These num- 
bers are the same for all three parts of Table I as well as for Table III. 

¢ Expected number of purchases is calculated for each cell on the basis of its income distri- 
bution; z.e., observed ave. no. of purchases within each of 9 income groups weighted by in- 
come distribution prevailing within each of the 7 at-itude groups. 

4 The differences in this 7-way classification are significant at the 24 per cent level. The 
significance tests in this section consist of F-razios kased on a one-way analysis of variance. 
Actually, the variable employed in the significance tests was the residual difference, 7.e., 
observed purchases minus expected purchases, rathe: than the ratio of these. Given over 650 
cases, the fact that the sample was clustered has practically no effect on this significance test. 
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optimists; and the pessimists had lower ratios still. Similarly in each 
row the groups whose attitudes improved made more purchases (rela- 
tive to what might have been expected on the basis of their incomes) 
than the group with unchanged attitudes; and that group in turn made 
more ‘purchases than the group whose attitudes changed for the worse. 
Thus it appears that both initial attitudes in June 1954 and attitude 
change during June 1954-June 1955 had an influence on purchases 
during that period. 

Instead of examining the relation of initial attitudes and attitude 
change to purchases we may consider initial attitudes and final attitudes 


TABLE II.—Innex or CONSUMER ATTITUDES: INITIAL ATTITUDES, FINAL ATIITUDES 
AND NUMBER OF PURCHASES, JONE 1954~JUNE 1955° 


(Ratio of actual to expected purchases within each attitude group’) 


i Eou Final Attitude, June 1955 
Optimist Medium Pessimist All 
Optimist 1.08 1.09 74 1.07 (209) 
Medium 1.07 99 gs 1.02 (295) 
Pessimist 92 88 73 86 (170) 
All 1.06 99 78 
(292) (317) (65) (674) 


* F ratio for this 9-way classification is 1.33. Required for significance at 10 per cent level: 
1.67; at 25 per cent level: 1.28. 

è Figures within cells represent ratio of actual to “expected” number of purchases in the 
12 months June 1954—June 1955. “Expected” number of purchases are calculated separately 
for each cell on the basis of its income distribution. Numbers in parentheses ir.dicate number 
of cases in each row and column. 


in relation to purchases. This second principle of classification is used 
in Table II, where classification is by index-score brackets at the begin- 
ning and end of the year. Particularly interesting in Table IT are the 
pronounced differences between the people who were optimists at both 
dates, medium at both dates, and pessimists at both dates. On the 
whole, the results obtained in Tables I and II are similar. The greatest 
differences appear in the third column of the two tables. The ratio 
of actual to expected purchases is lower for the pessimists than for 
those whose attitudes deteriorated. The explanation lies in the fact 
that in a period when optimism prevails, deterioration very often repre- 
sents a change from optimist to medium, rather than to pessimist. The 
tables which follow are confined to the attitude-change classification. 
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We shall now examine the purchase ratios in Table I separately for 
each half-year period: June-December 1954 and the first half of 1955. 
Table IHI shows the relation between actual and expected purchases, 
in both the first and the second half-year period, for 7 groups classified 
according to initial attitudes in June 1954 and attitude change during 


TABLE II.—Inpex OF CONSUMER Atrirupes: ÎNITIAL ÅTTITUDES, ATTITUDE 
CHANGE, AND NUMBER OF PURCHASES 3Y HALF-YEAR PERIODS” 


Initial Attitude 
June 1954 Attitude Change, June 1954-June 1955 


A. Ratio of Actual to Expected Purchases within Attitude Groups, Second Half of 1954 





Improved Same Deteriorated All 
Optimist 1.15 
Medium 1.04 -95 
Pessimist .91 88 
All .97 


B. Ratio of Actual to Expected Purchases within Attitude Groups, First Half of 1955¢ 


Improved Same Deteriorated All 
Optimist l 1.00 .89 .97 
Medium 1.23 1.04 854 1.10 
Pessimist .89 484 82 
All 1.05 -97 .88 


¢ Figures within cells represent ratios of actual to expected number of purchases in each 
of two half-year periods. Expected number of purchases are calculated separately for each 
cell on the basis of its income distribution. 

b Differences in this 7-way classification are significant at 5 per cent level. F-ratio: 2.13 
(2.10 at 5 per cent level). 

¢ Differences in this 7-way classification are significant only at 10 per cent level. F-ratio: 
1.89 (1.77 at 10 per cent level}. 

d Less than 35 cases. 


the following 12 months. In general, the influence of initial attitudes 
as well as of attitude change is clearly evident for both half-years. 
These two influences in turn will now be examined more closely. 

The right-hand columns in Table III (All) show the ratio of actual 
to expected purchases by initial atticude groups, irrespective of later 
attitude change. In the first half-year (June-December 1954) initial 
attitudes appear to have a pronounced effect on subsequent purchases. 

7 \ 
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A variance analysis of these differences shows them to be significant at 
better than the 2% per cent level. In the second half-year the group 
whose attitudes in June 1954 were medium had a higher actual/ex- 
pected purchases ratio than either the oftimists or the pessimists; but 
the observed differences between the 3 groups were not statistically | 
significant. That is, there was little carry-over of the effect of June 1954 
attitudes to purchases beyond December 1954. A further check was 
made by relating June 1954 attitudes to purchases in the third half-year 
period (June-December 1955). Again no significant differences emerged. 


TABLE IV.—Inpex or CONSUMER ATTITUDES: ATTITUDE CHANGE, JUNE 1954-JuNneE 1955, 
RELATED TO NUMBER OF PURCHASES IN THE SECOND HALF or 1954 
AND IN TRE First HALF or 1955 


Attitude Change, June 1954-June 1955 


Improved Same Deteriorated 

Purchases June 1954—December 1954: 

Actual 88 .99 .96 

Expected? 85 1.00 1.01 

Ratio of Actual to Expected! 1.04 99 95 
Purchases December 1954—-June 1955: 

Actuals .65 64 .55 

Expected? .59 .67 63 

Ratio of Actual to Expected? ta] 95 87 


Number of cases 269 , 320 — 85 





* Observed average number of purchases per family. 

d Expected on the basis of income distribution and initial attitudes within each of 3 atti- 
tude change groups. 

¢ Differences are not statistically significant. 

a F-ratio= 1.74. Required for significance at 10 per cent level: 2.30; at 25 per cent level: 1.39. 


We may now consider separately the effect of attitude change dur- 
ing the year under study. Among the people whose attitudes improved 
there was a disproportionate number of initial pessimists, and among 
those whose attitudes deteriorated initial optimism was relatively 
frequent. The two bottom rows in Table III A and B (AH) therefore 
understate the impact of attitude change. To isolate the net effect of 
attitude change on purchases, initial attitudes must be held constant. 
Accordingly, in Table IV “expected” purchases is a somewhat different 
concept than in Tables I-III. The average number of purchases was 
computed for each income group within the three initial attitude 
groups. “Expected” purchases in Table IV thus take account of both 
income and initial attitudes. 

Undoubtedly people whose final attitudes differed from their initial 
attitudes changed at different times during the year. Prabably some 


d 
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changed soon after the initial interview and many more as the year 
progressed. One therefore would expect a stronger relationship of at- 
titude change to purchases in the second half-year than in the first half- 
year, The data in Table IV bear this cut. For the first half-year the 
relationships are not sufficiently strong to be statistically significant, 
although they are in the expected direction. For the second half-year | 
there are at least 3 chances in 4 that the three groups differ with regard 
to number of purchases. 

We may conclude that during the year June 1954-June 1955 con- 
sumer attitudes did exert a significant influence on spending decisions. 
Previous analysis of Survey Research Center data designed to test the 
influence of consumer attitudes at the individual level considered only 
initial attitudes and their. effect on spending over the following 12 
months. It now appears that we should regard the influence of a given 
set of attitudes as extending primarily over the half-year preceding 
and the half-year following the mezsurement. It also appears that the 
full impact of the state of consumer cor-fidence becomes apparent only 
when account is taken of attitude change as well as initial attitudes. 
This must be particularly true if the period under consideration is one 
of extensive attitude change. The year from June 1954 to June 1955 
was characterized by a marked growth in consumer optimism. We find 
that this change was one of the determinants of consumer pene in 
that year. 

The finding that, at the individual level, attitude change is relate to 
purchases is of particular importance. For in the use of attitudinal data 
in business-cycle analysis it is assumed that there is a relationship be- 
tween changes in attitudes and changes in the rate of spending. At 
the ageregative level such a relationship has been found to exist previ- 
ously; at the individual level it has been demonstrated here for the 
first time. 


Ill. The Predictive Value of Data on Consumer Attitudes, 
June 1954-Deceraber 1954 


Although we shall now speak of forecasting, this is not forecasting 
in the aggregative sense. Rather, we wish to determine whether groups 
of consumers who differ with respect to certain initial variables differ 
also with respect to later purchases. Some variables which, at the in- 
dividual level, show a decided impact on spending nevertheless may 
not be useful for aggregative forecasting. These are the variables whose 
distribution in the entire population is nearly constant over consider- 
able periods of time, for example, age. In more general terms, the 
predictive value of a variable for an aggregative forecast depends not 


MUELLER: EFFECTS OF CONSUMER ATTITUDES 957 


only on the strength of its relation to spending at the individual level 
(which is analyzed here), but also on its variability over time. 

Since we are interested in forecasting, we shall use in the analysis 
which follows only data which are available at the beginning of the 
period under study. Thus we use past income and attitudes at the 
beginning of the period under study, but must ignore subsequent at- 
titude change and income during the year for which the forecast is being 
made. In view of the findings of the previous section we shall analyze the 
predictive value of data on consumer attitudes over half-year periods 
rather than an entire year. Specifically, we shall consider to what ex- 
tent the index of consumer attitudes and the index of buying intentions, 
as measured in June 1954, foreshadow purchases in the second half of 
1954. In this section we shall use a multiple correlation technique. 

When we analyze the relation between attitudes (A) and purchases 
(P) the “other” variables which should be held constant may be 
grouped into three categories: first, those which affect A as well as 
P. Analysis over a period of years indicates that two important vari- 
ables fall into this category and should be taken into account: income 
and age. Optimism is more frequent in the higher- than in the lower- 
income groups. The number of purchases also increases with income, 
and this relation is by no means due entirely to the greater optimism 
prevailing among the upper-income groups. Similarly for age—young 
people are more optimistic than older people; they also make more 
purchases (partly because of their greater optimism, but also because 
they must usually equip a newly formed household). A second cate- 
gory of related variables includes those which have been found to affect 
P but which show no significant relation to A (after acccunt has been 
taken of income and age): such variables as marital status, number 
and age of children, education, place of residence, home-ownership 
status. If the sample is sufficiently large, groups which are homo- 
geneous with respect to income and age but differ in attitudes should 
have similar distributions of this second type of characteristic. These 
variables may then be disregarded in our analysis without biasing the 
relationship between A and P, although some random variations may 
arise from the presence of small subgroups in the sample. 

The third category of related variables includes those which affect 
or determine attitudes but have no effect on purchases, except via 
their influence on attitudes, age, or income. Among the determinants 
of attitudes are a wide variety of stimuli originating in the economic 
and political environment as well as experiences of a more personal 
nature. However, the determinants of attitudes also include age and 
- Income. Hence, when we relate attitudes, income and age to purchases 
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in a single equation, we do not know how much of the effect of income 
and age on purchases is brought about indirectly through their impact 
on attitudes,” 

Keeping this problem of interpretation in mind, we now present two 
regression equations. The first relates income (Y-1), age (X), and the 
index of consumer attitudes (A) to purchases in the subsequent half- 
year. In equation (2) the index of buying intentions (B) is added to 
the independent variables. Purchases are for the period June-Decem- 
ber 1954, Attitud2s and buying intentions are measured as of June 
1954. The income variable represents 1953 income, the current year’s 
income being as yet undetermined and unknown in June. The num- 
bers in parentheses are the standard errors of the coefficients. R is 
the multiple correlation coefficient, 


(1) P = .708 + .060 Yı — .066X + .031A 
Fo * C024 Meats 


R= 23 
2 P = 624 + 052V_, — .053X + 0224 + 131B 
2) (016) C024) (015) tebii 
R= 25 


In equation (1) much of the explanation of P comes from income 
and some comes from age, but attitudes also show a significant relation 
to purchases. The net effect of adding the index of buying intentions 
(B) is to raise the multiple correlation coefficient from .23 to .25. 
Thus, while buymg intentions have a highly significant relation to 
consumer purchases, they are also corr2lated with our other three in- 
dependent variatles; their introducticn therefore reduces the con- 
tribution of the other three variables. In particular, the contribution 
of consumer attitudes now appears to be of less significance. When 
we examine the -ntercorrelations between our variables as measured 
by the simple and partial correlation coefficients (Table V), we find 
that the simple correlations (zero order) of purchases with income and 
buying plans are somewhat higher than the correlations of purchases 
with age and attitudes. Several of the intercorrelations between the 
independent variables are stronger than the correlations of any one of 
them with purchases. Particularly strong are the correlations between 

* Given the following equations, the “pure” relation between P and A is not identifiable: 

å = fı (¥,X,Q) 
| P= fa (A,¥,X) 
where A = attitudes, F = income, X = age, O =a short-cut expression for other deter- 
minants of attitudes, and P= purchases, 
The standard errors provide an unsatisfactory test of significance in this case, partly 


because of the interdependence of the independeat variables mentioned above, and also 
because we are dealing with a clustered sample. 
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income and attitudes, income and buying plans, and attitudes and 
buying plans. 

The third-order coefficients (Part B of Table V) indicate. that the 
net relationship of income and of buying plans to purchases are of the 
same order of magnitude. The relations of age and attitudes to pur- 
chases are considerably weaker. All four variables appear to make a 
rather small contribution to the explanation of number of major pur- 
chases. However, it should be recalled in evaluating these coefficients 
that cross-section analysis always yields far lower correlations than 
time-series studies making use of the same variables. This is due to the 


TABLE V.—INTERRELATIONSHIPS BETWEEN PURCHASES, INCOME, AGE, 
ATTITUDES AND BUYING PLANS 


A. Zero Order Correlation Coefficients: 
Riz Ris Rie Ris Rea Ru Ræ Rz4 Rs Ris 
2nd Half—-1954  .18 —.13 .14 .19 —.08 .31 .25 —.12 —.22 .28 
B. 3rd Order Correlation Coefficients: 


Ry2.345 Ris.s Rig.235 Ris. 
2nd Half-—1954 12 — .08 .06 Al 
C, Multiple Correlation Coefficients: 
Ris R146 Riss 
2nd Half—1954 „21 .21 25 


1=Purchases (P) 

2== Income (F_:) 

3= Age (X) 

4== Index of consumer attitudes (A) 
S= Buying plans (B) 


a The {st order correlation coefficient for the same two variables, holding income alone 
constant (Ris), is .082. The second order coefficient, holding income and age constant 
(Riu.2), is .077. Therefore in Part IL of this paper it was deemed sufficient to hold income con- 
stant. 


multiplicity of factors which affect individual behavior (most of which 
are averaged out in the aggregate). For the period considered here, 
in our sample of about 675 families, the simple correlation between 
income and number of purchases was only .18 (while time-series cor- 
relations between disposable income and consumer spending have 
yielded correlation coefficients in excess of .90). 

Part C of Table V compares the joint explanatory value, at the in- 
dividual level, of income and age with the joint explanatory value 
of attitudes and buying plans. It appears that about equally accurate 
forecasts can be obtained from either of the pairs of variables (dis- 
regarding the other pair). This conclusion applies only to cross-section 
forecasting. When we draw inferences about forecasting at the aggrega- 
tive level, the cyclical behavior of our variables must be taken into 
account. Of course, the distribution of age of family heads is not sub- 
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ject to short-run cyclical changes at all. The cross-section income 
variable reflects primarily people’s position on the income scale, while 
aggregate income reflects changes in the level of income and does 
vary cyclically. 

The cyclical movements of our variables are illustrated for the years 
1952-56 in Chart I. The Chart shows that the index of consumer at- 
titudes exhibits pronounced cyclical fluctuations, Two of the compo- 


CHART I, TREND oy DURABLE GOODS SALES, PERSONAL INCOME, CONSUMER 
ATTITUĐES AND Buvine PLANS, 1952-56 
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Sources: Durable Goods Sales and Personal Disposable Income series are U. S. Dept. of 
Commerce quarterly data, seasonally adjusted, last quarter 1952 == 100, The Index of 
Consumer Attitudes and the Index of Buying Plans are Survey Research Center data; 
see Katona and Mueller, Consumer Expectations, 153-56 and, for the most recent data, 
Foundation for Research on Human Behavior, Prospects for 1957: Consumer Expectations 
~ and Business Capital Appropriations (Ann Arbor, Mich., 1957). The Index of Consumer 
Attitudes and the Index of Buying Plans are not adjusted for seasonal variation. For 
Index of Consumer Attitudes Nov.-Dec, 1952 = 100. Since the Index of Buying Plans is 
not available for 1952, the last survey, Nov. 1955 == 100. It should be noted that the Buy- 
ing Plans Index is plotted as of the survey Cate, although it should be related to future 
rather than current purchases. 


nents of the buying plans index (plans to buy houses and cars) are 
available prior to June 1954; they register a sharp upturn between 
early 1954 and June 1954. The drop in buying plans between late 
1954 and mid-1955 may have been reinforced by seasonal factors, 
but buying plans remained below peak levels throughout 1956. Per- 
sonal disposable income shows cyclical variations in the rate of growth. 

A further consideration in evaluating ihe usefulness of attitudinal 
data for forecasting is sensitivity to incipient changes in the environ- 
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ment. The correlation between the index of consumer attitudes in 
June and income of the current calendar year is higher than the cor- 
relation between June attitudes and income of the previous calendar 
year: When, in retrospect, we use current income™* (instead of the 
previous year’s income) in our regressions, the multiple correlation co- 
efficients are hardly raised at all. However, when current income is 
held constant, the relation between attitudes and purchases is weak- 
ened somewhat more than it is weakened when the previous year’s in- 
come is held constant. While this matter is beyond the scope of the 
present article, it does suggest that attitudinal measures may be ad- 
vance indicators of income changes which are in the making.” 


IV. The Role of Consumer Attitudes, June-December 1955 


For purposes of this analysis, the second half of 1955 offers an in- 
teresting contrast to the second half of 1954. In the fall of 1954 the 
economy was in the process of recovering from a mild recession. By 
the second half of 1955, the third half-year of our study, the economic 
climate had improved greatly. According to Department of Commerce 
data, disposable personal income in the second half of 1954 was 2 per 
cent above a year earlier. In 1955 it rose sharply, and in the second 
half of that year it was 8 per cent above a year earlier. Consumer 
attitudes as well as intentions to buy cars and houses, on the other 
hand, already showed substantial improvement in June 1954, and 
attitudes reflected even greater optimism by the end of that year. In 
the second half of 1955 attitudes showed stability at a very high level. 
Thus it appears likely that in 1954 a strong impetus to spending came 
from the growth in optimism; while in 1955 increases in income pro- 
vided the major stimulus to spending.” 

This inference, derived from aggregative comparisons, is borne out 
but the reinterview test. Table VI relates purchases in the second half 
of 1955 to attitudes in June 1955. No difference appears in the ratio 
of actual to expected purchases between the optimist and the medium 
groups. The pessimists snow. a somewhat lower ratio, but this group 
had shrunk to 10 per cent of the sample by June 1955. The differences 
in Table VI are not statistically significant. 


“ Current income here means income of the entire calendar year in progress. The fore- 
cast is being made in June for the second half of that year. 

™ See also T. F. Juster, “Expectational Data and Short Term Forecasting: An Analysis 
of the Saving-Income Ratio, with Special Reference to the Demand for Consumer Dur- 
able Goods” (unpublished Ph.D. thesis, Columbia University, New York, 1957). 

* An additional important stimulus to spending in 1955, particularly on automobiles, 
came from the lengthening of instalment credit maturities according to a study by the 
Board of Governors of the Federal Reserve System, Consumer Instalment Credit, Vols. 
I-VI (Washington, 1957), Pt. IV, pp. 1-7, 58-79. 


962 THE AMERICAN ECONOMIC REVIEW 


For the second half of 1955 our data are less complete than for the 
previous year. Therefore we shall here relate purchases in the sec- 
ond half of 1955 only to initial index scores in June 1955, and not 
to attitude change during the period, However, for some index com- 
ponents initial as well as final measurements are available. 

When we look at the components of the index, we discover that 
favorable expectations regarding: business conditions—both long-term 
and short-term—and favorable evaluations of buying conditions in 
June 1955 were positively related to number of purchases. The lack of 


TABLE VIL—INDEX OF CONSUMER ÅTTITUDES: INITIAL ÅTTITUDES, JUNE 1955, 
RELATED TO NUMBER OF PURCEASES IN JUNE-DECEMBER 1955 


Average Number of Purchases per Family by Con- 
sumers Who in June 1955 Were: 


Optimistic Medium ~ Pessimistic 
Actual Purchases?’ 1.10 1.00 -17 
Expected Purchases? 1.09 .99 84 
Ratio of Actual to Expected¢ 1.01 1.01 92, 


Number of Cases 292 317 65 


a Observed average. 
6 Expected on the basis of income distribution within each of the 3 attitude groups, 
¢ Differences are not statistically significant. 


correspondence between initial attitudes in June 1955 and subsequent 
purchases is found primarily in the area of personal financial attitudes. 
Whereas people’s evaluations of recent changes in their financial posi- 
tion contributed substantially toward the relationship between the 
index and subsequent purchases in June 1954, they did not have the 
expected effect in the second half of 1955. People who: felt worse off 
in June 1955 had a much higher ratio of actual to expected purchases 
in the following half-year than those who were medium, and even 
a somewhat higher ratio than those who were better off. This re- 
sult may be explained by the pattern of attitude change during the 
period. Of the people who felt “worse off” in June 1955, 20 per cent 
felt “better off” half a year later, while only 4 per cent of those who 
initially felt “better off” changed to “worse off.” People who initially 
were pessimistic and became optimistic were particularly. active buyers. 
Their ratio of actual to expected purchases was 1.41, compared with 
1.07 for people who were better off at both dates. Having perhaps held 
back for a time, their improved evaluation of their financial situation 
led this group to buy more than the people who had been optimistic 
all along. 

A further test of the relation between attitudes and spending i in the 
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second half of 1955 is provided by our regression equations. Equations 
(3) and (4) correspond to equations (1) and (2) in Section IIT above, 
except that they apply to the second half of 1955 rather than the sec- 
ond half of 1954. Equation (3) excludes and equation (4) includes 
buying intentions among the explanatory variables. 


3 P = 158+ .085V_1 — .063X + 015A 
6) Toy (028) (O18) 


R= 25 
4) P = 655 + 073 ¥_1 — .050X + 011A + .157B 
4) * (18) an (026) E 019) ye 048) 
= .28 


In both equations the coefficient of A is smaller than its standard error. 
Thus it appears again that attitudes alone had no significant effect on 
purchases in the second half of 1955. The index of buying intentions, 
however, once again proved to be a very significant predictor of con- 
sumer spending. ar 

The intercorrelations between our variables and the partial cones: 
tion coefficients also differ in some respects from those obtained. for the 
second half of 1954: they indicate that income was a more important 
determinant of consumer spending during this second period. The simple 
correlations between purchases and income is .23 for June-December 
1955, compared with .18 in the earlier period. The net correlation 
between purchases and income (z.e., the third order coefficient) holding 
the other three variables constant, also is higher. The net correlation 
between purchases and attitudes on the other hand is lower, being a 
mere .02. The joint correlation of income and age with purchases (dis- 
regarding attitudes and buying intentions) is .25 as compared with .21 
for the second half of 1954. The joint correlation of attitudes and buying 
plans with purchases (disregarding income and age) is .21, the same as 
in the second half of 1954. 

Essentially then, we find that consumer attitudes, by themselves, 
make only a very small contribution toward the explanation of con- 
sumer purchases in the second half of 1955. Undoubtedly, the differ- 
ence in the influence of consumer attitudes during the two periods 
studied reflects in large part the varying growth-rate of.income. If 
we define “autonomous” variations in consumer spending as variations 
which are unrelated to changes in income, it is clear that autonomous 
variations may, but need not always, occur. In the second half of 1955, 
in contrast to the second half of 1954, consumer spending appears to 
have been largely nonautonomous. 

1! This is true despite the fact that buying intentions here are measured as of December 
°1954, They are not available for June 1955, 
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In addition, we may point to certain limitations of the attitude 
. measurements which may affect our results for 1955. Differences in 
opinions and attitudes were much greater in mid-1954 than in mid- 
1955. With regard to almost all attitudes in the index, the group of 
pessimists had shrunk considerably between mid-1954 and mid-1955. 
Using the index as a yardstick, the proportion of pessimists in the sam- 
ple declined from one-fourth in mid-1954 to one-tenth in mid-1955. 
This fact of itself makes it difficult to get reliable differences between 
optimists and pessimists. But beyond that, it raises questions about the 
character of the pessimistic group. For example, the 8 per cent of . 
consumers who in the midst of a period of great prosperity saw “bad 
times” ahead may consist in large part of the hard core of chronically 
pessimistic and disgruntled individuals. These people may differ con- 
siderably in their behavior from the larger group who are pessimistic 
at a time when unfavorable developments are thought to be imminent, 
but who are optimistic at other times. Similarly, the reservations which 
people expressed either about business conditions or about their finan- 
cial situation (putting them into the medium group) may have been 
less serious in mid-1955 than in mid-1954. Our attitudinal measures 
are not yet sufficiently sensitive to register the qualitative differences 
which may occur from time to time in what appears to be the same 
answer. 

Given our present measurements, interpersonal comparisons are 
likely to be most successful when marked differences in attitudes and 
opinions exist. They are least likely to be successful when, as in the 
second half of 1955, (a) a considerable unanimity of opinions and at- 
titudes has been attained, and (b) no substantial changes have oc- 
curred in the economic environment to disturb this unanimity. At 
such times deviations from the prevailing state of sentiment may reflect 
to a large extent personality factors, temporary personal experiences, 
and unreliability of the data. Nevertheless, in the aggregate attitudinal 
measurements are of value, even during such periods. For we need to 
know whether or not the prevailing state of confidence and satisfac- 
tion has been altered or is continuing. 


V. Conclusions 


Under certain conditions attitudinal variables do contribute signifi- 
cantly toward an explanation of fluctuations in consumer spending, 
while under others they do not exhibit an independent effect. The next 
goal is to learn more about the conditions under which attitudes do, or 
do not, help to explain variations in consumer purchases. ' 

Our study suggests that information cn consumer attitudes is most 
valuable at times when there is a marked divergence between changes 
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in income and changes in attitudes such as occurred in mid-1951 or in 
the second half of 1954. The divergence may be due to people’s reac- 
tions to economic news, about price changes, tax changes, employment 
opportunities, sales trends, recession or recovery prospects; or it may 
‘be due to political developments such as the outcome of an election 
or international disturbances. There are other periods when there is 
very little divergence between income and attitude trends: both are 
high or low relative to previous levels. The second half of 1955 is 
a case in point. In this second case attitudes may also be influential. — 
. However, financial and demographic factors play a greater role as 
determinants of attitudes at such times. Therefore attitudinal data 
seem to add little to the explanation of consumer behavior provided 
by such variables as income and age. Additional studies conducted 
under varying economic conditions are needed to further substantiate 
this hypothesis. 

The index of consumer attitudes which was related here to individual 
purchases is still in an experimental stage. Ahead is the challenging 
problem of seeing whether closer correlations with purchases can be 
established by improving the index—by adding new series, revising 
the weighting of components, and refining the attitudinal measures 
themselves. 


CONSUMER INSTALMENT CREDIT 
A Review Article 


By Warren L, SMITH* 


This important study,: prepared under the direction of the Board of Gov- 
` ernors of the Federal Reserve System at the request of the chairman of the 
Council of Economic Advisers, presents an elaborate factual and analytical 
picture of consumer instalment credit and its role in the American economy. 
At the time of the Council’s request to the Board (early 1956), there was 
much concern over the rapid growth of consumer credit, and the President had 
just suggested to the Congress in his Economic Report that it might be de- 
sirable to re-establish, at least on a stand-by basis, selective controls over con- 
sumer credit. Accordingly, the Council requested the Board to “appraise the 
arguments for and against” selective controls; and much of the material pre- 
sented in the study is designed to provide a basis for such an appraisal.? 

Part I contains studies by the research staff of the Federal Reserve System 
—the first volume presenting a systematic survey, and the second containing 
specialized technical and background materials. Part II is the product of a 
conference of specialists held under the auspices of the National Bureau of 
Economic Research. Part III contains a digest of the views of the consumer 
credit industry and other interested parties concerning regulation. Part IV 
presents the findings of a sample survey of purchasers of new automobiles 
during 1954 and 1955. 

Since these volumes represent a number of separate studies carried out by 
numerous scholars and research teams, it is not surprising that there is con- 
siderable duplication. My procedure will be to select what seem to be the most 
important issues and to summarize and evaluate the materials contained in the 
entire study bearing on each of them. I shall first take up the effects of con- 
sumer instalment credit on economic growth and stability; second, the re- 
sponsiveness of consumer credit, and expenditures financed thereby, to general 
credit controls; and third, the question of selective controls. 


* The author is associate professor of economics at the University of Michigan. 


*Board of Governors of the Federal Reserve System, Consumer Instalment Credit, 
6 vols. (Washington, 1957.) Part I, Growth and Import, 2 vols. Pp. ix, 388, $1.25; 287, 
$1.00. Part II, Conference on Regulation, 2 vols. Pp. xxvi, 553, $1.75; x, 161, 60¢. Part 


II, Views on Regulation. Pp. vii, 230, $1.00. Part IV, Financing New Car Purchases: A 
National Survey for 1954-55. Pp. xii, 166, 67, 60¢. 


*The study does not take a position for or against selective controls. However, subse- 
quent to its publication anc based upon its contents, the Board of Governors transmitted 
a statement to the interested Congressional committees and to the Council of Economic 


Advisers expressing oppositicn to selective controls at the present time. See Fed. Res. Bull., 
June 1957, XLIII, 647-48. 
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I. Effects of Consumer Instalment Credit on Economic Growth and Stability 


A. Growth. Expenditures on consumer durable goods averaged about 7 per 
cent of disposable income in the first decade of the twentieth century, had risen 
to about 10 per cent during the nineteen-twenties, and averaged roughly 11 
per cent during the decade 1946-55. The fraction of national wealth repre- 
sented by the stock of consumer durable goods has increased correspondingly. 
Consumer credit has shown more rapid growth than durable-goods expendi- 
tures. The annual rate of growth in outstanding consumer instalment credit 
has averaged about 10 per cent since 1920, and growth has occurred in three 
waves: (a) from ‘1920-29, followed by a decline in the depression years of the 
early 1930’s; (b) during the middle and later 1930’s, followed by a decline 
during the second world war; and (c) during the period since the war. From 
1946 to 1955, the annual rate of growth averaged 27.5 per cent. 

The growth of instalment credit can be attributed to a number of causes, 
including the growth of specialized consumer financing machinery, the pro- 
motion of credit sales by lenders and dealers in’ consumer durable goods, 
changing attitudes toward consumer debt,* extension of credit facilities to 
cover a progressively wider range of goods and services, and a persistent tend- 
ency, going back many years, toward easier credit terms.’ 

Has the development and expansion of consumer instalment credit served 
to promote a more rapid secular rate of economic growth? Ervin Miller argues 
that it has.® He contends that purchases of consumer durable goods should be 
treated as a form of investment and included in personal saving. On this basis, 
he argues that the introduction and extension of consumer instalment credit 
has probably increased the rate of capital accumulation, since the increased 
growth of consumer capital in the form of durable goods has probably not 
been fully offset by a reduction in other forms of personal saving and business 
capital accumulation. In addition, he suggests (following Ruth Mack) that the 
existence of attractive durable goods may have led to greater work effort, 
especially in the form of greater participation of women in the labor force.” 
And, finally, consumer credit has promoted growth by increasing the relative 
importance of industries producing consumer durable goods, because these 


lend themselves especially well to mass production methods and have there- 
fore shown rapid increases in productivity. 


° Detailed data on the growth of consumer instalment credit are to be found in Part I, 
Vol. I, Ch. 8, and Part II, Vol. I, pp. 169-234. 


* See Part I, Vol. I, pp. 105-07; also G. Katona, “Attitudes toward Saving and Borrow- 
ing,” Part II, Vol. I, pp. 450-85, 

f See Part J, Vol. I, pp. 24-34; G. H. Moore, T. R. Atkinson, and P. A. Klein, “Changes 
in the Quality of Consumer Instalment Credit,” Part II, Vol. I, pp. 115-25, 133-34. The 
effects of changing credit terms on the volume of outstanding debt are discussed in Part I, 
Vol. I, Ch. 7. 


"E. Miller, “Consumer Credit and Economic Growth,” Part II, Vol. I, pp. 169-234. 

"The increased participation of women in the labor force may, in part, be made possible 
by the reduction of household work loads brought about by the use of household ap- 
pliances. In addition, the automobile, by increasing the mobility of labor, may “have 


somewhat reduced the level of frictional unemployment and also promoted a more efficient 
utilization of the labor force. See Part I, Vol. I, pp. 184-87. 
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_In his commeats on Mitler’s paper Moses Abramovitz suggests that the 
growth of consumer capital, due in good part to the development of improved 
techniques of corsumer finance, has not only contributed to economic growth 
along the lines outlined by Millet, but has also produced profound and signifi- 
cant changes in cur national life by reviving interest in property ownership 
and making it move widespread, He suggests that “these developments | may] 
have contributed <o a revitalization of the bourgeois attitudes toward family, 
home, and estate, the weakening of which Schumpeter feared was sapping the 
piers of capitalism.” 

F. A. Lutz, who also discusses Miller’s paper, contends that consumer 
credit has, on the whole, tended to reduce the rate of growth. His argument 
is based on the presumption that consumer durable goods are, in some sense, 
“less productive” taan producer capital goods. In consequence, Lutz expresses 
a preference for concepts of saving and investment that do not include con- 
sumer durable goods. He demonstrates the likelihood that if consumer durables 
are not treated as capital, the development and extension of consumer instal- 
ment credit has recuced the rate of capital accumulation and depressed the 
rate of growth.™ i ; 

I believe Miller and Abramovitz have the better of the argument. It is diffi- 
cult to give clear meaning to the statement that producer capital is “more pro- 
ductive” than consuner capital. Fundamentally, productivity consists in the 
ability to satisfy consumer wants. In this sense consumer credit apparently 
rates high, since consumers pay, in general, a much higher price for their credit 
than producers do foz theirs.’? It would seem that for the purpose of studying 
economic welfare, purchases of consumer durable goods should be treated as 
part of saving and irvestment and that the imputed flow of current services 
from the existing stock of consumer durable goods should be included in the 
national income. 


? M. Abramovitz, “Comment,” Part II, Vol. I, pp. 246-53. 

°’ Ibid., p. 252. 

VF, A, Lutz, “Commem,” Part II, Vol. I, pp. 234-45. 

11 Tbid., pp. 236-41. This conclusion is qualified somewhat: see p. 241. 

2 On the cost of instalment credit to the consumer, see Part I, Vol. I, pp. 49-61. One 
could argue that the cost of credit to consumers exceeds its cost to business by more 
than the additional costs and risks to the lender would justify——that the consumer is 
treated discriminatorily in the credit markets, Thus, a case could be made for regulation 
designed to assure equality of treatment. (This point is made by Abramovitz, of. cit. p. 
253.) Such regulation migkt increase welfare by promoting a more efficient allocation of 
total capital between consumer and preducer capital. And, significantly, it should result in 
some expansion of consume: capital at the expense of producer capital. 

That is, durable goods should be treated in the national accounts in the same way 
as houses are now handled. It would, however, be more difficult for durable goods to be 
treated this way than it is Zor houses, since market rentals in the case of the former are 
usually not available to serze as a basis for valuing the flow of services. On the other 
hand, when the accounts arz used in the analysis of short-run employment problems or 
for the study of economic zrowth when the emphasis is on maintaining a balance be- 
tween capacity and demand it is better to exclude imputed elements of income and to 
focus attention on expenditares—i.e., to treat consumer durable goods expenditures as 
consumption rather than investment. No employment is generated currently by imputed 
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The development and extension of consumer instalment credit has probably 
increased the rate of growth and had quite profound effects upon econcmic 
development. This is not, however, a particularly helpful conclusion, since it 
is virtually impossible even to venture an intelligent guess as to the magnitude 
of these effects. As far as the question of selective controls is concerned, our 
rather meager knowledge of the growth effects provides us with little basis for 
either favoring or opposing such controls, 

B. Stabdility.* -The cyclical effects of consumer instalment credit and the 
related expenditures on consumer durable goods have been the subject of 
considerable discussion by economists in the past.** The facts seem to indicate 
that consumer credit has contributed to most of the fluctuations in economic 
activity that have occurred since 1929.1* In the early postwar years, how- 
ever, markets for consumer durable goods seem to have been dominated by 
special factors, including wartime shortages and the resulting need for replace- 
ment, the initially low level of consumer debt, large holdings of liquid assets, 
the rising supplies of durable goods during the reconversion period, and the 
- temporary applications of selective.controls from September 1948 to June 1949 
and from September 1950 to May 1952. As a result, instalment. credit and 
durable-goods expenditures did not bear their usual relation to income; for 
example, during the 1949 recession, both durable-goods expenditures and the 
net change in instalment credit outstanding continued to increase. Thus, instal- 
ment credit appears to have had a stabilizing effect during most of this period.*” 
Since 1952, the procyclical behavior of earlier years has been resumed. Con- 
sumer credit appears to have been a significant factor in the 1953-54 recession, 
as well as in the expansion beginning in mid-1954.?8 

Fundamental to an explanation of the cyclical role of consumer credit ap- 
pears to be the fact that such credit is largely used to finance the purchase of 
durable goods.?® An explanation of cyclical fluctuations in durable-goods buy- 
ing can be developed in terms of the acceleration principle. If the demand for 
the services of durable goods is a function of the level of income, there will be 





elements of income, and the causal relations that may exist between income and ex- 
penditures are likely to be obscured rather than sharpened by their inclusion. Moreover, 
the increments to capacity associated with the growth of the stock of consumer durable 
goods are not such as to raise important questions of utilization. 

“This section of the review is based largely upon the following portions of the study: 
Part I, Vol. I, Ch. 11; D. D. Humphrey, “Instalment Credit and Business Cycles,” Part 
II, Vol. I, pp. 3-55; V. L. Bassie, “Comment” (on Humphrey’s paper), ibid., pp. 56-69. 

* A summary of earlier studies of the relation of consumer instalment credit to economic 
stability is given in Part J, Vol. I, Ch. 12. 

"Part I, Vol. I, pp. 210-12. 

Ibid., pp. 212-14; Humphrey, op. cit., pp. 29-32. 

* Humphrey, op. cit, pp. 32-34. 


» Of the total of $29.0 billion of instalment credit outstanding at the end of 1955, 46 per 
cent was incurred for the purchase of automobiles (new and used), 26 per cent for tke 
purchase of other durable goods, 6 per cent were repair and modernization loans, and the 
remaining 22 per cent were personal loans. Part I, Vol. I, Table 3, p. 26. The most imipor- 
tant single use of funds obtained through personal instalment loans (from consumer finance 
companies) is the consolidation of overdue bills. Part I, Vol. I, Table 7, p. 33. 
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an equilibrium stock of consumer durable goods corresponding to each income 
level. The demand for net additions to the stock will be a function not of the 
level but of the rate of change of income.?* Combined with various other rela- 
tionships, such a consumer durable-goods accelerator is capable of contributing 
to (or even causing) cyclical fluctuations in economic activity.” It seems prob- 
able that such a relationship (in a complex nonlinear form) does in fact exist 
and constitutes the basic explanation of the instability that characterizes the 
consumer durable-goods industries. The destabilizing effect of the accelerator 
is undoubtedly intensified in the downward direction by the fact that replace- 
ment can be postponed beyond the normal time”? and in the upward direction 
by the availability of consumer credit which permits rapid expansion of pur- 
chases to make up for the postponement of replacement during the downswing. 

How does consumer credit further serve -o intensify instability in the de- 
mand for consumer durable goods and in aggregate demand generally? Several 
strands of explanation are suggested in the study. 

1. The development of a specialized and efficient system of consumer credit 
and the strong promotion of its use have undoubtedly increased, in a general 
way, the demand for consumer durable goods, taus enlarging the sector to 
which the acceleration effect is applicable.?® 

2. To the extent that lenders to consumezs jend to ease credit conditions 
during upswings and tighten them during downswings because of changes in 
their attitude toward the risks of consumer loans, the amplitude of the swings 
would be increased.** This effect seems to be esymmetrical—i.e., the tendency 
to ease credit terms during booms is much stronger than the tendency to tighten 
credit terms during recessions. The recent be antial lengthening of maturities 
and reduction in down-payments on instalment loans (especially new auto- 
mobile loans) during 1955 and 1956 clearly served to increase expenditures.” 


2 Humphrey, op. cit., pp. 11-13; Bassie, of. cH., pp. 58-61. 

=“ It is interesting to note that the combination of sach an accelerator with an explana- 
tion of investment by industries producing consumer durable goods based also on the 
acceleration principle would introduce an intensified cyclical tendency into the economy. 
Income would have to increase at an increasing rate in order to justify any net new in- 
vestment at all in the consumer durakle-goods industrizs, 

2 Bassie, op. cit, p. 57. 

* Part I, Vol. I, pp. 218, 223. 


“ Loc. cit.; see also Moore, Atkinson, id Klein, of. cit., pp. 71, 125-27, where some 
specific signs of procyclical swings in credit terms are indizated. 


*Tt is estimated that the median maturity of new autcmobile loans increased from about 
24 months in 1954 to about 30 months in 1955 and that the median down-payment fell 
from about one-third to about one-fourth during the same period. (See Part IV, Table IV- 
1, p. 92; also Part J, Vol. II, Suppl. HI.) An increasing tendency to overvalue cars traded 
in has reduced the effective down-payment. (See Part IV, pp. 15-19.) Incidentally, it is 
suggested in the study that a further substantial relaxation of credit terms appears some- 
what unlikely for two reasons: (a) The effect ‘cf successive increases in loan maturity in 
reducing the monthly payment and thus expanding the market is subject to diminishing 
returns, partly due to the resulting increzse in finance charges. (See Part I, Vol. I, pp. 135- 
36, 349-50.) (b) Terms on new automobiles have already been eased to the point where, 
in many cases, the outstanding debt exceeds the resale value of the car at the time of 
purchase and for some time thereafter, thus exposing the lender to substantial risk. (See 
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3. The attitudes of consumer borrowers toward incurring debt to buy dur- 
able goods (as distinct from their attitude toward the goas themselves) may 
shift in a destabilizing fashion during the business cycle.” 

4. The existence of consumer-credit facilities may shift the pattern of con- 
sumer saving in such a way as to intensify fluctuations. In the absence of 
consumer credit (or its less ready availability), consumers would have to save 
in advance to buy durable goods, while consumer credit permits them (except 
to the extent of the down-payment) to buy first and save later. Since buying 
tends to expand during the upswing, this probably serves, to an unknown ex- 
tent, to shift consumer saving from the upswing to the downswing.?” 

5. Required repayment of outstanding debt may constitute a severe drag 
on the shrinking total of consumer purchasing power during a period of de- 
clining activity. That this can be a heavy burden is attested by the fact that 
payments on instalment debt in 1955 were $33.7 billion or 12.7 per cent of 
disposable income.** To the extent that repayments cause reductions in current 
expenditures, there is little reason to expect this effect to be especially con- 
centrated on durable goods. That is, the depressive effects of repayments are 
likely to be more generalized than the stimulative effects of credit extensions.”® 
Of course, repayments may not cause a fully equivalent contraction in spend- 
ing. Current saving may be reduced below what it would be in the absence of 


the need to repay, or past accumulations of assets may be liquidated to obtain 
the necessary funds.*° 


Moore, Atkinson, and Klein, op. cit., pp. 133-34, and T. A. Andersen, “Market Practices 
in the Consumer Lending Industry,” Part II, Vol. I, pp. 429-30.) 


% Part I, Vol. I, p. 218; see also Katona, op. cit., for evidence that optimistic income 
expectations are associated with increased consumer borrowing to purchase durable goods. 
* Part I, Vol. I, pp. 230-31. 


% The figures exaggerate somewhat the repayment burden during a period of declining 
income, since a substantial part of the payments were based on debt incurred during 1955. 
Debt incurred during the current year would presumably fall during a slump. A comparison 
of payments on instalment debt with other fixed commitments of consumers is shown in 
Part I, Vol. I, Table 47, p. 196. This shows that the burden of instalment-debt repayment 
is larger than that of mortgage debt, rent, and life insurance and annuity premiums put 
together. Although total outstanding mortgage debt on 1- to 4-family houses was more 
` than three times total consumer instalment debt at the end of 1956, the repayment burden 

of mortgage debt is smaller due to its longer average maturity. (See Humphrey, op. cit. 
pp. 7-8.) On the other hand, the drag of instalment debt repayments will be eliminated 
quite rapidly as the debt is paid off, while the drag of mortgage debt will continue vir- 


tually undiminished for a relatively long time, See the discussion in Part I, Vol. I, pp. 194- 
99, 


” Actually, of course, credit extensions may have effects on expenditures for nondurable 
goods and services. For example, if credit were not available to a consumer to buy a tele- 
vision set, he might buy the set anyway and curtail his spending on nondurable items. 
Nevertheless, it seems likely that the effects are fairly concentrated on durable goods. 

™ Apparently a considerable number of households that have instalment debt outstand- 
ing also possess liquid assets. See Part I, Vol. I, pp. 92-93, 232; Part II, Vol. I, Table 2, 
p. 493. On the relation between instalment debt and liquid assets, see J. Tobin, “Consumer 
Debt and Spending; Some Evidence from Analysis of a Survey,” Part IT, Val, I, pp? 532- 
36. Liquidation of marketable or other securities to obtain funds to repay debt during 2 
récession would, in one way or another, tend to depress security prices, but of course any 
effects of this kind could presumably be offset by the monetary authorities. 
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6. If consumers are overburdened with debt at a time when income falls 
sharply and are in consequence forced to default, the solvency of financial in- 
stitutions may be imperiled with disastrous effects on the economy. Com- 
mercial banks have moved more and more deeply into the consumer-credit 
field in recent years. They now supply directly or indirectly (via loans to 
other consumer lenders) about half of the total credit made available to con- 
sumers.*+ And consumer loans have becom: an increasingly large fraction of 
their assets—representing about 14 per cent of total loans and discounts of 
all insured banks on December 31, 1955.5? Thus the commercial banking sys- 
tem has become more vulnerable to declines in the quality and the resulting 
losses on consumer loans. However, delinquencies, repossessions, and losses on 
consumer loans have been surprisingly low, even during the 1930’s when in- 
comes were falling.** 

A consideration of the various effects of consumer credit on stability leads 
to the conclusion that it may for various reasons. be a significant factor -in 
the cumulative propulsion of the economy in one direction or the other but 
that it is not likely to be a major factor in producing turning points. Of 
course, a consumer durable-goods accelerator, if it is operative, may help to 
explain turning points, and consumer credit may, by increasing the size of the 
accelerator or the scope of the sector to which it is applicable, contribute some- 
thing. 

Humphrey in his interesting paper emphasizes the net change in outstand- 
ing credit as the best measure of the impact of consumer credit, since it 
represents the net supplemental purchasing power (sometimes positive, some- 
times negative) provided by the consumer-credit machinery. I suspect that 
this approach exaggerates the effects of consumer credit, perhaps substantially. 
If E stands for credit extensions, R for repayments, W for the net change 
in outstanding credit, and C for the change ix consumer expenditures caused 
by consumer credit, we have 

N=E—R 
and 

C= cE — BR, 
where « is the per cent of credit-financed expenditures that would not have 
been made if credit had not been available and 3 is the per cent of repayments 
that is made at the expense of other current expenditures. One might expect 
that « would be smaller in a boom, when high ‘ncomes may permit cash pay- 
ments in many cases if credit is not available, than in a slump when financial 
resources are more limited. On the other hand, € may well be larger in a boom 
than in a slump. Under these conditions, when £ rises relative to R, as nor- 
mally occurs during a boom, the fall in « and rise in 8 would mean that C 


= Part I, Vol. II, Table 2, p. 53. 
2 Part I, Vol. I, p. 37. 


“See Part I, Vol. I, pp. 72-84, and Moore, Atkinson, and Klein, op. cit. The latter paper 
develops some evidence of z deterioration of consumer credit since 1950, due apparently 
to the reduction of downpayment requirements and the extension of maturities (p. 143). 
How serious this might prove to be in the event of a dec=ne in business activity is difficult 
to judge. 
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would rise less than N. In a slump when Æ falls relative to R, the rise in & 
and fall in @ would cause C to fall less than W. Although « and $ may not 
behave in the way suggested (and it would be extremely difficult to find out 
whether they do or not), it is quite clear that the use of the net credit change 
as a measure of the impact of consumer credit (ż.e., the assumption that 
a = B = 1—or 100 per cent—under all conditions) is not justified. Hence, one 
may doubt Humphrey’s contention®* that the automatic destabilizing effects 
of consumer credit are often more serious than changes in inventory invest- 
ment and may be more than sufficient to counterbalance the automatic stabiliz- 
ing effects of changes in the personal income tax.” 

We may conclude that consumer instalment credit is a factor in produc- 
ing instability in the economy. However, it is by no means clear that the 
destabilizing effects of such credit are so powerful or of such great strategic 
importance that it should, on this ground alone, be specially singled out for 
control, 


Il. The Responsiveness of Consumer Instalment Credit 
to General Credit Controls 


The question of the sensitivity of consumer spending financed by instalment 
credit to general credit controls is important, both in judging the possible need 
for selective controls and for understanding the way in which general credit 
controls exert their effects on the economy. The study contains contributions 
bearing on this question by a Federal Reserve research team and by individual 
scholars.** 

The analysis of the effects of general credit controls on credit-financed con- 
sumer spending is concerned with the effects of these controls on the cost and 
availability of funds to the major consumer lenders, the changes these lenders 
are thus induced to make in their terms of lending, and the resulting reac- 
tions of consumer borrowers. The material presented in the study relates 
mainly to commercial banks and sales finance companies, which are the most 


inportant lenders, and we shall consider these two groups of institutions in 
turn.*? 


* Humphrey, op. cit., pp. 6, 37-42. 


* A little experimentation with the data for net credit changes for the years 1953, 1954, 
and 1955, indicates that quite small systematic changes in a and 8 of the sort indicated 
above can alter drastically the estimates of the impact of consumer credit on expenditures. 

= The results of the Federal Reserve study are presented in Part I, Vol. I, Ch. 13. Further 
details of this study are provided in Part I, Vol. IX, Suppl. IX, pp. 43-140. See also 
E. Shapiro and D. Meiselman, “The Financing of Consumer Credit Institutions”; 
D. P. Jacobs, “Sources and Costs of Funds of Large Sales Finance Companies’; and 
J. S. Earley, “Comment” (on the Shapiro-Meiselman and Jacobs papers), Part H, Vol. I, 
pp. 298-323, 324-413, and 414-23, respectively. 


= At the end of 1956, of the $31.6 billion of outstanding consumer instalment credit, 37 
per cent was held by commercial banks, 29 per cent by sales finance companies, 20 per 
cent by other financial institutions, and 14 per cent by retail outlets. (Fed. Res. Bull., Apr. 
1957, XLIII, 452.) Commercial banks are an important source of funds to other consumer 
lenders, and it is estimated that they have been supplying, directly and indirectly, more 
than half of the credit made available to consumers. (Part I, Vol. II, p. 53.) The study 
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A. Commercial Banks, Banks extend consumer credit by making direct loans 

to consumers and by the purchase of paper from retail establishments, particu- 
larly automobile dealers. Consumer instalment credit is an exceptionally profit- 
able outlet for bank funds. Interest rates are much higher than on most of the 
‘other types of loans that banks make.** The costs associated with the exten- 
sion of consumer credit are undoubtedly also high, but even after allowance for 
these costs the returns are very attractive.” And the risks of loss do not appear 
very great, in view of the relatively favorable delinquency and loss experience 
with consumer loans, even during the depression years of the 1930's. 

Presumably monetary policy exerts its influence on the volume of consumer 
loans made by the banking system in a way generally similar to the way in 
which it affects the cost and availability of other forms of bank credit. When 
the supply of bank credit is restricted by Federal Reserve action, interest rates 
may be raised and standards of acceptability made more rigorous for con- 
sumer loans, as for other types. Such action may take the form of reducing the 
allotment of funds to the consumer credit department of the bank (most banks 
now have such departments) and the establishment of a ceiling on the amount 
of consumer loans to be admitted to the bank’s portfolio. In order to enforce 
such limitations, the consumer credit department may raise interest rates 
charged, set more restrictive standard terms (down-payments and maturities), 
permit fewer deviations from standard terms, raise its standard with respect 
to income and other characteristics of borrowers, etc.*° 

There are, however, some reasons to doubt how strong these effects will be. 
If the banking system is in a highly liquid position at the beginning of a period 
of credit restraint, it may be able to: escape tie effects of credit restriction on 
its loan policy generally by selling shorter-term government securities. This 
seems to have happened in 1935-56. Between December 1954 and February 
1957, all commercial banks expanded their loans by $18.8 billion while re- 
ducing their government security holdings by $12.3 billion. Of course, once 
liquidity has been reduced substantially, the effects of a restrictive credit policy 
are likely to become stronger. To the extent that it does prove necessary or 
advisable for the banks to restrict their lending, the position of the consumer 
borrower for a number of reasons seems to be relatively secure. For one thing, 
consumer credit is a very profitable business for the banks. While, as bankers 
point out, short-run profitability is only one of the factors influencing the al- 
location of their supply of loan funds,“ it is probably an important factor. In 
addition, there is the matter of costs. Instalment lending is usually handled 





also devotes some attention to consumer-finance sompanies (small-loan companies). Since 
loans made by these companies make a less important and concentrated contribution to 
aggregate demand, we shall not discuss them. 

= For information on interest charges on consumer instalment credit, see Part I, Vol. I, 
pp. 49-61, and Part IV, pp. 115-21. 

2 A survey of commercizl banks at the end of 1955 by the American Bankers Associa- 
tion showed a ratio of net income (after gross instalment credit expenses) to outstandings 
of 5.29 per cent. Andersen, op. cit., p. 433, See also Part I, Vol. II, pp. 63-64. 

“See Part I, Vol. I, pp. 268-67; Part I, Vol. II, pp. 67-73. 

“ Part I, Vol. I, pp. 266-€9. 
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by a separate department with its own staff, whose specialized training renders 
it of little value to other departments of the bank. To utilize the bank’s staff 
to the full requires the maintenance of a large volume of consumer-credit ac- 
tivity.42 Moreover, banks are undoubtedly subjected to some pressure by auto- 
mobile, appliance, and other dealers who are dependent upon an ample flow of 
credit to maintain a profitable volume of sales. The competition that pre- 
vails among banks and sales finance companies may quite frequently make it 
a matter of vital importance to a bank to avoid alienating its dealer-customers. 
If the bank drives the dealer elsewhere for accommodation in a time of tight 
credit, it may be difficult to reattract his business at a later time when funds 
are more readily available.** 

When credit conditions tighten, there are several ways in which banks may 
adjust their consumer-lending operations. As they sell securities to obtain ad- 
ditional funds for lending, the cost of funds obtained in this way tends to in- 
crease. One possible reaction as far as consumer credit is concerned is the 
tightening up of lending terms and credit standards. But an alternative that 
may often be more feasible in light of the pressures of competition may be 
to go on making loans on easy terms and, if necessary, raise interest rates 
charged. Dealers in most cases are unlikely to object to such action, in light of 
the well known insensitivity of instalment buyers to changes in finance 
charges.** Of course, interest rates charged by banks on most types of customer 
loans, including consumer loans, are notoriously sticky and influenced by 
custom, and it may often happen, in view particularly of the exceedingly high 
profitability of consumer lending, that easy lending terms will be maintained 
without any appreciable rise in interest rates, even though the cost of funds 
rises substantially. oe 

B. Sales Finance Companies. There are about 2,600 sales finance companies 
in the United States, including a few large companies which operate on a 
national scale, a number of regional companies, and many small local concerns. 
It is estimated that about 75 per cent of the outstanding consumer ioans of 
these companies as of June 30, 1955, were held by the 20 largest companies, 
having outstanding consumer loans of $25 million and over. About 60 per cent 
of the loans are held by the four largest companies.*® 


2 Part I, Vol. IT, p. 67. 


® Ibid., pp. 66-68. Relations between lenders and dealers are discussed in many parts of 
the study. See Part I, Vol. I, pp. 44, 54-56, 66-67; Part I, Vol. I, pp. 109, 149-53, 164-65; 
Andersen, op. cit, pp. 424-40; W. P. Mors, “Comment” (on Andersen’s paper), Part II, 
Vol. I, pp. 440-49; Marcus Nadler, “For Standby Consumer Credit Control,” Part II, 
Vol, II, p. 17. 


“Part I, Vol. I, pp. 60-61. In fact, maturities may be lengthened a little if necessary to 
offset the effect of higher finance charges on monthly payments. Incidentally, dealers may 
actually favor increased finance charges- if (a) they share the profits with the lending 
agency through a dealer reserve arrangement (as is usually the case), and (b) they feel 
that their customers are insensitive to finance charges. On these matters, including the 
various prevalent financial arrangements between dealers and lenders, see Part I, Vol. I, 
pp. 54-56, 75-76; Part I, Vol. II, pp. 149-55, 164; and Andersen, op. cit., pp. 427-28, 432-37. 

€ See “Survey of Finance Companies, Mid-1955,” Fed. Res. Bull, Apr. 1957, XLIII, 
392-408, esp. Suppl. Table I, p. 403; Jacobs, of. cit., p. 326. 
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Sales finance companies (especially the larger ones) obtain most of their 
funds by borrowing. Short-term funds are obtained by way of loans from 
commercial banks, with which the companies maintain lines of credit, and by 
the use of commercial paper. The smaller companies do not rely as heavily 
on commercial paper as the larger companies do, and to the extent that they 
do use commercial paper it is sold through the regular dealer market. The 
largest companies obzain large amounts of junds—though the proportion 
varies considerably with conditions—through the direct placement of com- 
mercial paper, largely with nonfinancial corporations. In addition, a sub- 
stantial (but varying) share of funds is obtained by borrowing at long-term. 

How does a restrictive general monetary policy affect the cost and avail- 
ability of funds to finance expanded consumer-lending by sales finance com- 
panies? As the demand for consumer credit increases, finance companies 
apparently encounter some difficulty in raising additional funds through the 
issuance of open-market paper. In recent years, the large companies have 
perfected their techniques for direct placement of such paper. The issues of 
large companies are now essentially tap issues (7.e., continuously available on 
demand) in any desired maturity from 30 to 270 days, with yields that rise 
in steps as the maturity increases. These issues have proved to be an attractive 
repository for the surplus liquid funds of large nonfinancial corporations and 
as knowledge of their properties has spread, =his market has increased in scope. 
However, in the short run, the demand for this paper seems to be quite in- 
elastic. It competes with other short-term low-risk money-market assets, in- 
cluding repurchase agreements with government security dealers, and, most 
important, Treasury bills. When credit conditions tighten, finance companies 
are able to maintain their share of these funds only by sharply increasing the 
interest rates they pay to a level competitive with the yields on the other 
short-term investmenis.** Similarly, the smaller finance companies apparently 
find it rather difficult in times of tightening credit to get additional funds by 
the sale of commercial paper in the open market. 

When it becomes difficult to obtain additional funds through the issuance 
of open-market paper, finance companies are forced to turn more to banks 
for loans. The supply of funds from’ this source is also limited. It can be ex- 
panded either by opening new lines or bv utilizing existing lines more in- 
tensively. The opening of new lines is likely to be rather costly and difficult, 
especially for the larger companies, due to the necessity of turning to a large 
number of small banks (lines at the larger banks being limited by the 10 
per cent limit on loans to one borrower). Fuller utilization of existing lines 
seems to encounter some resistance from the lending banks in times of tight 
credit; and, moreover, it means that their availability in the contingency of a 
sharp drop in the supply of funds from commercial paper must be foregone.*? 
In addition, the cost of bank funds seems to rise quite sharply as credit 


On the direct placement of commercial paper by large sales finance companies, see 
Jacobs, op. cit., esp. pp. 353-79. 

“On bank lines of credit- to sales-finance companies and their utilization, see Part I, 
Vol. I, pp. 269-72; Part I, Vol. II, pp. 73-99; Jacobs, op. cit., pp. 341-52. 
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tightens, due to the rise in interest rates charged, as well as to increases in 
- compensating balance requirements,** 

‘When credit tightens, the limited availability and rising cost of short-term 
funds, both from commercial paper and from bank loans, pushes sales finance 
companies increasingly into the long-term market.*® Another factor working 
in this direction during a substantial expansion is the desire to maintain a 
balanced capital structure. In order to borrow large additional sums at rela- 
tively favorable interest rates by expanding their regular issues of short- and 
long-term debt, the companies must finance part of their expansion on an 
equity basis or by the issuance of subordinate debt, for the protection of their 
regular lenders. The method most commonly employed to meet this requirement 
is the issuance of subordinate debentures. These issues carry relatively high in- 
terest rates but need constitute only a relatively small fraction of the financing 
since they provide the basis for a multiple expansion of other forms of debt.” 
Tight credit conditions tend also to force an expansion in the amount of un- 
subordinated long-term debt. The need to turn to the long-term market ap- 
pears to put the smaller finance companies at a disadvantage, since they have 
access to only a limited supply of long-term funds.** The large companies have 
little difficulty in obtaining funds, either by sales of debt instruments through 
regular channels, or, more frequently, by direct placement with large institu- 
tional investors. However, the interest-cost of these funds tends to rise in such 
periods. More important to finance companies than the rise in interest rates, 
however, is the more restrictive terms on which they may be forced to borrow. 
In borrowing at long term, finance companies are especially interested in ob- 
taining options which permit early repayment on lenient terms in case the 
volume of consumer credit should experience a decline, or in case interest rates 
should fall, thus permitting them to obtain funds from ‘other sources at reduced 
cost.5? 

Thus, there are several routes by which a restrictive monetary policy can 
raise the cost of additional funds to finance companies and put some obstacles 
in the way of rapid expansion. However, aside from the higher cost, it does 
not appear likely that the larger companies will experience any great difficulty 
in obtaining the funds they want. The limited access to the capital market 
of the smaller companies puts them at a disadvantage, and their expansion 
may be significantly curtailed. This may, however, merely result in a shift 
of borrowers to the larger finance companies and the banks, which already 
do the bulk of consumer instalment financing. 

The important question, of course, is how the forces working at the whole- 


“Part I, Vol. II, pp. 78-88; Jacobs, of. cit., pp. 345-48. 


* Part I, Vol. ‘II, pp. 112-20; Jacobs, op; cit., pp. 403-04; Shapiro and Meiselman, op. 
cit., pp. 304-05. 


= Jacobs, op. cit., pp. 379-82. 
* Part I, Vol. IY, p. 111. 
= On long-term borrowing of large sales finance companies and the importance of pre- 


payment options, see Jacobs, op. cit., pp. oes also Shapiro and Meiselman, of. cit., 
p. 305, 
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sale” level, discussed above, affect the policies of sales finance companies in 
their dealings with consumer borrowers and in the purchase of paper from 
dealers, and, in turn, how the borrowing cf consumers and their expenditures 
are affected by these policies. Sales finance companies are, in general, quite 
profitable enterprises,°* and their profits are based on volume operations. A 
considerable part -of their costs are fixed costs which do not vary with the scale 
of operations in the short run. As a result, there is constant pressure to in- 
crease volume and spread these costs. ‘Moreover, costs of credit investigation, 
etc., do not increase proportionately with the size of the loan; this creates 
pressure in the direction of making large leans on easy terms.°* Another factor 
influencing finance company policies, as in the case of commercial banks, is 
relations with dealers (and in some cases manufacturers). Dealer pressure, as 
well as the desire to maintain a high volume oi lending operations, may very 
well create a presumption in favor of raising interest rates rather than tighten- 
ing credit terms and lending standards in response to a rising cost of funds. 
C. Conclusions. There is little clear. evidence that consumer credit has been 
greatly affected by the credit restraint of the past two years, Credit terms 
(down-payments and maturities) have been very markedly relaxed at the 
same time that credit has become generally tighter and more costly. While 
this relaxation of terms is part of a trend extending back for many years, 
it is notable that the latest spectacular manifestation of this trend coincides 
with a period of credit restraint. It is. true that by early 1956 there were some 
signs of misgivings about excessively easy terms and a tendency to slow down 
the movement toward further relaxation and even to move very slightly in the 
direction of restraint. In explaining such actions, however, lenders in many 
instances referred to the increased risk and the fear of losses rather than to the 
tight credit situation.” The consumer credit statistics do not show any clear 
signs of restraint: extensions of consumer instalment credit in 1955 amounted 
to $39.1 billion, exceeding the previous record by over $7.6 billion, while in 
1956 extensions were even larger, amounting to $39.6 billion. Outstanding in- 
stalment credit increased by $5.5 billion in 1955 and by a further $2.5 billion 
in 1956.58 | 
It is difficult to evaluate the potency of the effects of general credit controls 
on consumer instalment credit and expenditures financed therewith. There is 
considerable room for honest difference of opinion. The authors of the Federal 
Reserve staff study are quite cautious in their conclusions. While pointing to 
responses at both the wholesale and retail levels, they conclude by questioning 
“whether the response of the consumer credit area as a whole to changes in 
credit conditions; and in particular to general monetary restraint, is sufficient 
either in degree or in timing to facilitate a national economic policy directed 
toward sustained high and rising levels of activity without inflation.””? Jacobs, 
on the other hand, seems quite firmly convinced that monetary policy can 
be highly effective in restraining consumer instalment lending by sales finance 


s Part I, Vol. II, pp. 29-32. 

“ Part I, Vol. I, pp. 67-70. . 

* Part I, Vol. I, pp. 281-82; Part I, Vol. II, p. 72. 
= Fed. Res. Bull., Apr. 1957, XLII, 452-55. 
"Part I, Vol. I, p. 285. 
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companies. He places great emphasis on the tightening of the prepayment op- 
tions available to finance companies when credit restraint forces them to turn 
to the long-term market and expresses the view that if the Federal Reserve is 
prepared to engage in open-market sales in the long-term market, it can 
strongly affect prepayment terms. 

This reviewer, however, is inclined to agree with Earley’s comments. As 
he says, the sales finance companies “have shown a remarkable ability to ad- 
just to both the shifts in needs for their services and in the conditions imping- 
ing on their supply of funds. They have been able to finance an enormous 
growth in activity in recent years without any serious evidence of financing 
strain; and they have been able to roll with changing money and capital mar- 
ket conditions by shifting sharply and rapidly from one source of credit to 
another.’ As to Jacobs’ argument with respect to prepayment options, it 
would seem that nothing would prevent the companies from paying a high 
enough rate of interest to obtain the options they desire. And the low elasticity 
of demand for consumer credit should make it possible for them to pass along 
the increased cost to consumers without affecting demand very much. 

Shapiro and Meiselman contribute some suggestions with respect to the 
role of consumer credit as part of the mechanism by which general credit con- 
trols exert their effects on the economy generally. In particular, they argue 
that the shift of sales finance companies from short- to long-term borrow- 
ing induced by credit tightening serves an important function in transmitting 
the effects of Federal Reserve policy to the long-term market, They even con- 
tend: that if selective controls. should succeed in exerting a stabilizing effect 
on the consumer sector, they might do so at the expense of eliminating an 
important force which tends to affect long-term interest rates in such a way 
as to stabilize investment in producers’ durable goods.®® This argument is diff- 
cult to accept. Surely if the Federal Reserve thinks that long-term interest 
rates should vary in the interest of stability, all it has to do is to give up its 
self-denying “‘bills-only” doctrine and engage in open-market operations in 
long-term securities. It does not have to rely on an indirect and uncertain effect 
by means of which business investment is stabilized as a result of instability 
in consumer spending. Moreover, if every dollar of additional consumer spend- 
ing financed with funds borrowed in the long-term market induced a full dollar 
reduction in business investment, the net change in total spending would be 
precisely zero. Such a matching of increases and decreases is fantastically im- 
probable; thus it seems that the presence of consumer credit institutions which 
switch in this way may contribute significantly to instability. 


TII. The Question of Selective Controls 


A considerable part of the study is given to an appraisal cf the arguments 
for and against selective controls over consumer credit. While most of the 
arguments are familiar, some issues are raised that merit discussion. 


s Earley, op. cit., p. 420. 
* Shapiro and Meiselman, op. cit., pp. 304-06. : 


© The pros and cons of selective controls are summarized in Part I, Vol. I, Ch. 16, while 
Part II, Vol. II, presents the views of a number of economists. American experience with 
selective controls is discussed in Part I, Vol. I, Ch. 14, while consumer-credit regulation 
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A. The Issue of Discrimination. Many >ersons object to selective controls 
in general on the ground that they discriminate against certain individuals 
and groups and that they involve the monetary authority in the allocation of 
credit when its legitimate function is mezely to control the total available 
supply.*? Those who take this position usually stress the “impersonal” and 
“nondiscriminatory” character of general credit controls. 

Clearly the impact of any kind of czedit control, whether general or selec- 
tive, is concentrated mainly on those individuals and’ groups who use credit 
to finance their expenditures. Thus, businesses financing capital expenditures 
out of internal funds and consumers who kuy goods for cash are likely to be 
little affected by changes in credit conditions, Moreover, the effects of general 
controls on credit-financed spending are uneven, since not all such spending 
is equally sensitive to changes in interest rates and credit availability. If the 
economy (including credit markets) were universally highly competitive, it 
could be argued that the differential sensitivities of different sectors reflected 
the pattern of consumers’ tastes and the variations in the productivity of real 
resources and did not result in discrimination in the economic sense. How- 
ever, this hardly seems to be the case. As was suggested earlier, consumer 
spending financed by instalment credit is rather insensitive to changes in gen- 
eral credit conditions. This insensitivity seems to be due in large part to 
factors which are not especiaily associated with the efficient working of the 
price system.®* For one thing, there is evidence that in many (perhaps most) 
cases consumer borrowers are quite ignorant of the cost of financing and are 
therefore incapable of taking such costs into consideration in making decisions 
concerning the use of consumer credit.*5 Mozeover, it appears that consumers 
are to some degree shielded from the impact of changing cost and availability 
of credit by the institutional structure—banks and finance companies-— 
through which credit is made available to them. In fact, there seems to be 
some basis for the argument that genera! credit controls discriminate ix favor 
of consumer credit.®* 


abroad is treated in Part I, Vol. H, Suppl. V. Different statutory approaches to regulation 
are discussed in Part I, Vol. IIL, Suppl. VI. Part III presents a sampling of the views of the 
consumer-credit industry on the subject of selective controls. 


“See Milton Friedman, “Consumer Credit Control as an Instrument of Stabilization 
Policy,” Part II, Vol. IL, pp. 73-103, esp, pp. 87-9£; E. C. Simmons, “Consumer Credit 
Controls and Central Banking,” ibid., pp. 112-38. 

* The paper by Simmens (zbid.) contains an unusually dogmatic affirmation of this view. 

“Interest as an opportunity cost might aifect internally financed business investment, 
and personal saving might be affected to some degree by the rate of interest. But it is 
doubtful whether either of these effects is very important. 

* As Smithies says, “The curious market described in Mr. Andersen’s paper (op. cit.) 
can hardly be relied on as an instrument of perfect justice.” Arthur Smithies, “Comment” 
(on paper by R. P. Shay), Part II, Vol. I, p. 69. See also R. C. Turner, “Comment” (on 
paper by Friedman, op. sit.), ibid., pp, 103-11. 

* Part I, Vol. T, p. 60. 


See Nadler, of. cit., pp. 3-29, esp. pp. 20-22; R. P. Shay, “Consumer Credit Control 
as an Instrument of. Monetary Policy for Economic Stability,” Part II, Vol. II, pp. 37-68; 
Smithies, op. cit., p. 69. 
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If this is the case, the use of selective controls, properly coordinated with 
general credit controls, might make monetary policy more effective by broaden- 
ing the area of its impact while at the same time making its incidence more 
equitable. As I see it, at the present time general monetary policy has dis- 
proportionate effects on a few credit-sensitive sectors—smaller businesses 
which must rely heavily on borrowed funds for expansion, residential con- 
struction, some types of state and local government spending—while leaving 
many important sectors (including consumer credit-financed spending) rela- 
tively unaffected. This means that when credit is restricted in a period of 
inflation, the few credit-sensitive sectors must be quite harshly affected if the 
total impact is to be significantly large. Not only may this be inequitable, but 
it means in practice that credit controls must be applied so cautiously, in 
order to avoid excessive disruption (for both economic and political reasons), 
that they are frequently very slow to exert the desired over-all effects. If, 
by the judicious use of selective controls in areas where they are feasible, the 
impact of monetary policy could be broadened, it might be made both more 
effective and more equitable. 

B. The Management of Selective Controls. It is possible to conceive of a 
number of objectives toward which selective controls might be directed.® 
However, the only objective likely to command much support under peace- 
time conditions is the promotion of general economic stability—full utilization 
of resources and stability of the general price level. Most economists would 
probably agree that it would be undesirable to use consumer credit controls 
to stabilize production or prices in particular sectors of the economy.® In- 
evitably, of course, the monetary authority, in adiusting credit terms, would 
be influenced by conditions existing in the particular industries most affected 
by the controls. For example, if (as was the case in 1956) the automobile in- 
dustry was depressed at a time when the economy as a whole was experiencing 
inflation, it would probably be deemed unwise to tighten credit terms applic- 
able to that industry. However, similar problems may arise with respect to 
general credit controls. If, during a period of inflation, certain of the sectors 
most responsive to general credit controls were relatively depressed, a general 
tightening of credit would appear to be an inappropriate measure. The so-called 
general controls are not so general after all, and cannot be so sharply distin- 
guished from selective controls as is sometimes implied. Each control tech- 
nique—general monetary policy, selective credit controls, various fiscal 
measures—has its peculiar incidence, which makes it appropriate under some 
circumstances but unsuitable under other conditions. 

There may be occasions when, quite clearly, developments which are con- 


“Some possible objectives are listed in L. V. Chandler, “Comment” (on the paper by 
Nadler, op. cit.), Part II, Vol. I, pp. 30-31. 


= Smithies suggests (op. cit., p. 71) that consumer credit controls may be a useful means 
of maintaining the proper balance between consumption and investment needed for steady 
growth. I doubt if our knowledge of the relevant relationships is great enough to provide 
guidance for the effective administration of controls designed for this purpose. In fact, 
there are probably many “proper” relationships between consumption and investfnent, 
depending on the attendant circumstances. 
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fned largely to one sector or industry threaten to destabilize the economy. 
If the sector responsible is quite insensitive to general credit controls, it might 
require such a drastic tightening of general credit to deal with the situation 
as to have a disastrous effect on other more sensitive sectors. Under these 
conditions, what is needed is a sharp-pointed tool that will reach the sector 
that is causing the trouble without disruptive effects upon other parts of 
the economy. The classic example of such a situation is the stock market 
boom of the late 1920’s. The granting to the Federal Reserve of power to 
regulate margin requirements can be traced to this situation. 

The notion that certain types of monetary controls are really general, non- 
discriminatory, and do not involve any interference with the allocation of 
resources, while others are selective and discriminatory seems to me to be a 
tremendous oversimplification. The central bank must be—and every cen- 
tral bank is, in fact—cognizant of and sensitive to the impact of its measures 
not only on the economy as a whole but on particular sectors and industries. 
I do not believe there are any simple “rules’”—relating to the quantity of 
money or other variables—that can provide adequate guides to monetary 
policy. It seems to me that there are no more dangers involved in entrusting 
selective controls over consumer credit to the Federal Reserve than are in- 
volved in its present credit control powers, and that the availability of such 
controls would provide greater flexibility in adapting monetary policy to the 
exigencies of the variety of situations that might arise. If such powers are 
granted, however, the mandate should specify that they are to be used to 
promote general economic stability. 

C, Administration and Enforcement. Consumer credit spatiale of the Regu- 
lation-W type involve some very serious problems of administration and en- 
forcement.® These problems are of quite a different character from those en- 
countered by the Federal Reserve in connection with its administration of 
the traditional tools of general credit control. Effective control requires that the 
regulations be made applicable to lenders other than commercial banks, which 
takes the Federal Reserve outside the normal range of its activities, There are 
many ways of evading the controls, and evasion would doubtless be a much 
more serious problem under normal peacetime conditions than it has been 
in periods of war or national emergency to which controls have been largely 
confined in the past. Some contributors to the study, notably Chandler, base 
a rather strong opposition to selective controls in large part upon what they 
regard as intractable problems of administration.” It should be remembered, 
however, that there zre other possible ways of employing selective controls. 
Earley, for example, suggests that the controls be applied at the wholesale 
rather than the retail level." He suggests the establishment of variable col- 
lateral requirements on new short-term loans by banks to nonbank instalment 
financing institutions and possibly the application of similar controls to direct 


® See Part I, Vol. I, Ch. 14, for a discussion of administrative problems that arose during 
the war and postwar periods when selective controls were in effect. A strong statement of 
the administrative difficulties is to be found in Chandler, op. cit., pp. 32-36. 

° Loc. cit. 

nJ, S. Earley, “Further Comment,” Part II, Vol. II, pp. 151-56. 
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consumer instalment loans by banks, Sales finance companies, when they 
_ borrow from banks would be required to post with the regulatory authority 
(presumably the Federal Reserve System) collateral in the form of consumer 
instalment paper. By raising these requirements above 100 per cent, credit 
could be restricted in this area. In addition to controlling the quantity, qualita- 
tive controls could be applied by making consumer paper involving less than 
a specified down payment and greater than a specified maturity ineligible 
for use as collateral. This scheme is suggestive and indicates that it may be 
possible to find substitutes for controls of the Regulation-W type if these 
should prove to be difficult to administer and enforce. Until many such control 
schemes have been investigated, the problems of administration do not con- 
stitute a conclusive argument against selective controls. As Ruth Mack puts 
it, “In view of the variety of agencies that might be entrusted with the job of 
regulation, and the variety of. means they could employ, it seems reasonable 
‘ to assume that where there is a will there is a way.” 


IV. Concluding Comments 


The study serves a useful function in pulling together an extensive factual 
picture of the role of consumer instalment credit in the American economy, 
but it does not supply any startlingly new analysis. Most of the arguments, 
pro and con, regarding seleciive controls were familiar to all students of 
monetary policy. There is the same room for legitimate difference of opinion 
that there was before the study was prepared. 

The length of the study gives the casual reader a somewhat exaggerated 
impression of the complexity of the subject. There is a great deal of duplica- 
tion, arising in part from the way in which the work was organized and pre- 
pared. Much of the material, while interesting and useful, has little relevance 
to the question of selective controls toward which the study is supposedly 
oriented. Actually there is considerable agreement concerning some of the 
basic issues. For example, most of the participants seem to feel that con- 
sumer credit makes at least a modest contribution to economic instability and 
that it is rather insensitive to the general instruments of monetary policy. 

Some of the material in the study has not been referred to in this review, 
except incidentally. The opinions of the consumer credit industry (Part IIT of 
the study) are of some interest. As might have been expected, the vast majority 
of the industry is opposed to selective controls. Some of the observations made, 
however, even by those opposing regulation, seem to support the view that 
consumer credit is insensitive to general credit controls." The survey of new 
car purchasers for 1954-55 (Part IV) contains much interesting material con- 
cerning terms of financing, the use of credit, and the attitudes of buyers. Some 
valuable contributions are made to our knowledge of the factors (such as in- 
come status, liquid-asset holdings, home ownership, age and family status, etc.) 


™R. P. Mack, ibid. p. 151. 

™ For example, see the statements by the Bank of America National Trust and Savings 
Association (p. 37), The Bank of California (p. 53), the Bowery Savings Bank (p, 54), 
The Easton National Bank (p. 55), the First Pennsylvania Banking and Trust Company 
(p. 56), Bankers Commercial Corporation (pp. 91-95). 


984 THE AMERICAN ECONOMIC REVIEW | 


associated with the use of consumer credit.” This imata is P 
useful as an aid in estimating the incicence of various policies, such as selec- 
tive credit controls..A paper by J. S. Atlee contains some interesting sugges- 
tions concerning the kinds of data that are needed for a satisfactory analysis 
of the effects of consumer credit.” 

Broad as the scope of the study is, it seems to me that it is not sufficiently 
comprehensive to provide a conclusive answer with respect to the wisdom of 
selective controls. There is need for intensive study of the effects of our pres- 
ent system of general credit controls on various sectors of the economy, such 
as investment by business (large and small) in fixed capital and inventories, 
residential construction, state and local government spending, and so on, 
before we have an adequate basis for appraising its incidence and effectiveness. 
If our present monetary controls exercise potent and fairly well diffused effects 
on most sectors, it may not be too serious a deficiency if one sector such as 
consumer credit is not much affected. If, on the other hand (as I suspect), — 
many important sectors are relatively insensitive to these controls, it becomes 
important to find ways to strengthen monetary policy and broaden its impact, 
and selective controls in some of the strategic sectors, such as consumer credit, 
become eligible for serious consideration. 


™ Part I, Vol. II, Suppl. UI; J. B. Lansing, E. S. Maynes, and M, Kreinin, “Factors 
Associated with the Use of Consumer Credit,” Part II, Vol. I, pp. 487-520; Tobin, op. cit.; 
Katona, op. cit. 


357, S. Atlee, “Consumer ‘Credit Expansion: Macroeconomic Analysis and Data Require- 
ments,” Pt. I, Vol. I, pp. 254-93. 
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PROFESSOR COLE? S HISTORY OF SOCIALIST THOUGHT 
i A Review Article 
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By Paut M. SwEEzy* 


This is-undoubtedly G. D. H. Cole’s magnum opus, conceived on a grand 
scale, executed with great skill and learning, and destined to take a permanent 
place among the classics of socialist literature. There is nothing even remotely 
comparable to.it in English: it fills a yawning gap in the writing of modern 
history, of which economists, political scientists, and sociologists, no less than 
historians themselves, have long been painfully aware. 

I hasten to add that the volumes before us (numbered I through IYI but 
comprising four physical volumes, the last being divided into two “parts” 
each between its own covers) by no means bring Professor Cole to the end 
of his task. He promises us a further “volume” on the period after 1914, and, 
if he carries on at the level of detail and comprehensiveness established so 
far, this final volume is quite likely to consist of two or three or even more 
separate parts. It is altogether desirable that it should be so. One of Cole’s 
greatest strengths as an historian of socialism is that he himself has long been 
a part of the movement and has a fine “feel” for its aims and problems and 
controversies. This quality should manifest itself to best advantage in relation 
to the last five decades, for it is during this period that Cole has played a 
continuously active role in the British and international socialist movements. 
There is no one living today who is better qualified to understand and in- 
terpret for others this latest phase in the development of world socialism.., 

This is not to argue that Cole, any more than anyone else, is ideally quali- 
fied for the difficult assignment he has set himself. As he tells us in the prefaces 
to Volumes I and II, he is not a linguist and has had to rely very largely on 
English and French sources. For the period covered by the first volume, this 
is a minor handicap, since most of the important early socialist writing is in . 
these two languages. But it becomes more serious as the socialist movement 
spreads; and by the time the 20th century is reached one becomes increasingly 
aware that a growing part of Cole’s narrative is based on second-hand sources. 
This is, however, far from being a fatal defect, for Cole has not only made 
judicious use of the second-hand sources but has also supplemented them from 
his own observations and drawn extensively on the first-hand knowledge of 
many friends and acquaintances throughout the international socialist move- 
ment. A perhaps more serious deficiency, in an historian of thought, is Cole’s 


* The author is co-editor cf Monthly Review. 

*A History of Socialist Thought. By G. D. H. Core. Vol. I: The Forerunners, 1789- 
1850; Vol. II: Marxism and Anarchism, 1850-1890; Vol. Ili: The Second International, 
1889-1914. (New York: St. Martin’s Press. Vol. J, 1953. Pp. xi, 346. $5.00. Vol. II, 1954 
Pp. xi, 482. $6.00. Vol. III in 2 Parts, 1956. Pp. xvii, 1043. $16.00.) 
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characteristically English impatience with abstract ideas and complex chains 
of theoretical reasoning. This quality shows most clearly in his treatment of 
Marx. It is not that Cole, like so many critics of Marx, displays a special 
animus against his subject. On the contrary, he obviously has a great admira- 
tion and liking for Marx, but I am afraid he has not succeeded nearly as well 
as he has in the case of numerous other socialist thinkers in understanding 
what Marx was trying to do and presenting to readers the essence of Marx’s 
message. I shall return to this subject below. | 

These weaknesses—and there are others which will be commented on in 
due course—should not, however, be allowed to obscure the magnitude of Cole’s 
achievement. He chose an exceedingly broad canvas on which to paint, and 
he was perfectly aware, as he says in the preface to Volume III, that he could 
not “hope to have avoided making many mistakes, or faulty judgments’’—but 
he immediately adds, “though I hope I have got most of the essentials broadly 
right.” The point is that this is precisely what he has done, “got most of the’ 
essentials broadly right.” And this is an achievement beside which the most 
dazzling displays of scholarly virtuosity pale into insignificance. After you 
have read these volumes, you know what socialism is and what it isn’t; you 
understand its inner turbulence and its outer struggles; you know who the 
great socialists have been and how they have been related to each other; above 
all, you grasp the inexhaustible vitality of the movement and understand why, 
despite innumerable failures and setbacks, the entire history of socialism has 
been a record of continuous rebirth and inexorable advance. 

This may be taken to imply that Cole’s work is more than a history of 
socialist thought, and indeed it is. True, his original intention, as explained in 
the preface to Volume I, was to limit himself narrowly to the field of intel- 
lectual history: 


I wish to make it clear that this book is not meant to be a history of 
Socialism, but only of Socialist thought, with such references to actual 
movements as are necessary to explain the thought. Indeed, the writing 
of a comprehensive history of Socialism would be an impossible task for 
any single author, and would have to be on a much bigger scale than any- 
thing I have in mind to write—or skould have, even if I possessed the 
requisite knowledge. 


Fortunately, Cole did not permit himself to be hobbled either by this initial 
~~ statement of purpose or by the recognition of his own limitations. The first 
volume, to be sure, is intellectual history of a largely conventional sort, but 
thereafter the narrative becomes increasingly broad and complex and conforms 
less and less to any definable pattern. There is a good deal of political history 
in Volume II (for example, the admirable chapter on the Paris Commune and 
the treatment of the Kulturkam+f and-the antisocialist laws in Germany), 
and in Volume III the development of trade unions and cooperatives, often 
non- or even antisocialist in their orientation, claims an increasing share of 
the author’s attention. Moreover, of the literally scores of personalities passed 
in review in the later volumes, Cole is obliged to say of an increasing proportion 
that they contributed nothing or next to nothing to socialist thought. The 
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country-by-country survey contained in Part II of Volume II could much 
more accurately be entitled a history of national working-class movements 
than a history of socialist thought. 

There is, of course, a reason, quite apart form the author’s personal predi- 
lections, why a book which set out to be a history of socialist thought should 
progressively escape from the confines of its title. Up to about the middle of 
the 19th century, socialism existed largely in the minds of a relatively few 
original and often brilliant thinkers—a situation made-to-order for the intel- 
lectual historian. But after that, socialism increasingly takes on institutional 
forms, and its leaders are more likely to be organizers or politicians than 
thinkers. One can go further and assert that after 1850 the scope for creative 
socialist thought was in a real sense narrower than it had been. It is hardly 
an exaggeration to say that all possible thoughts about the shape of the 
socialist society of the future had already. been had by 1850: thereafter they 
simply reappear in new combinations and permutations, Original socialist 
thought becomes increasingly concerned with analyzing the existing social 
order and devising appropriate means of transforming it: in other words 
socialist thought more and more merges into social science—a much broader 
and less tractable field for the intellectual historian to plow than the system- 
building of St. Simon, Fourier, Owen, and the rest of the early socialists. 
Finally, as socialism takes on organizational forms and spreads to new coun- 
tries and continents, it plays an increasingly important role in shaping the 
whole course of human history and becomes correspondingly more difficult to 
isolate for purposes of description and analysis. 

I am not suggesting that what Cole has written is not a history of socialist 
thought, but that it is a good deal more than that, and necessarily so. That 
it falls short of being the comprehensive history of socialism which he disclaims 
either the intent or the knowledge to write is an entirely different matter. The 
whole work might perhaps most aptly be described as an extended essay in 
the history of socialism: as such it is both a highly personal product of its 
author and a precious source of knowledge and insight to its readers. 

It is not surprising that Cole should be at his best in dealing with the 
development of British socialism. Author of several standard works on the 
history of the British working-class movement, he possesses an encyclopedic 
command of the facts, a great sympathy for his own political and intellectual 
forebears, and an incredibly sure touch in placing them in the total picture. 
of which they form component parts. Godwin and Paine, Robert Owen, the 
Ricardian socialists, the ‘Chartists, Marx’s collaborators in the First Inter- 
national, H. M. Hyndman and the Social Democratic Federation, William 
Morris and the Socialist League, Shaw and the Webbs and the rest of the 
Fabian essayists, John Burns and the New Unionism, Keir Hardie and the 
Independent Labour Party, Ramsay MacDonald and Arthur Henderson and 
Philip Snowden of the early years of the Labour Party—all these and many 
more are passed in review, brought to life, and put into the right relation to 
each other and to the movement as a whole. In every case, Cole does a good 
job and in some a superb job. I think I can claim to have studied the history 
of British socialism with more than average diligence and interest, and yet I 
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found fresh material on nearly every page of Cole’s treatment. To mention 
but a few samples: The analysis of the re-emergence of British socialism in 
the 1880’s and 1890's, and especially the role played by Chamberlain and the 
Trish question, is first-rate. William Morris apppears not as the backward- 
locking medievalist he is so often painted but as one whose insights into the 
dilemmas of the coming socialist society were both brilliant and profound. I 
had a feeling after reading Cole on Morris not only that I wanted to reread 
Morris but that I would find in him clues to some of those difficult and dis- 
turbing problems which the emerging socialist societies of the 20th century 
have yet to face up to, let alone solve. Ramsay MacDonald, though described 
without rancor or malice, emerges as a truly sinister figure, not because of ill 
will or bad intentions but because of stupidity and vanity. And Arthur Hender- 
son, the real architect of the present-day Labour Party, is seen as the very 
embodiment of the strengths and weaknesses of the entire British working-class 
movement. To be.sure, I found myself in disagreement with Cole from time 
to time in his treatment of particular doctrines or thinkers. For example, I 
think he exaggerates the extent of the direct influence exercised on Marx by 
some of the Ricardian socialists. In raticnalizing the Fabians’ economic theories, 
he overlooks or minimizes the very ccnfusions and contradictions which are 
most characteristic of their thought, particularly in connection with the theories . 
of rent and profit. His discussion of the crucially important doctrine of gradu- 
alism as it appears especially in the Fabian Essays fails to bring out, or at 
least sufficiently to emphasize, that there are in reality two distinct ideas of 
gradualism which have very different political implications—one, resembling 
the “creeping socialism” doctrine so dear to present-day American conserva- 
tives, holds that socialism is coming into being quite regardless of the will or 
actions of political parties and leaders; the other also holds that the advent 
of socialism will be gradual, but that it will come at all only as the result of 
the conscious acts and policies of an organized socialist party. But all these 
disagreements are on relatively minor issues and in no way detract from my 
admiration for Cole’s masterly treatment of the rich heritage of the movement 
whose most distinguished representative he now is. 

Cole’s skill and insight as an historian of anarchism, which at least to the 
end of the 19th century was inextricably intertwined with socialism, are per- 
haps more surprising. He both sees and sympathizes with the point of view of 

all save the extreme nihilists, and yet he understands the hopeless impracti- 
cality of their schemes. As a result he gives them full credit for their insights— 
in the case of Bakunin, perhaps a little more than full credit—and he rightly 
assigns to them an important, if indirect, role in shaping socialist doctrines. 
(In this connection, Cole missed an important point in not stressing the close 
relation between anarchist theory and the Marxian doctrine of the withering 

2 There is one respect in which it seems to me that Cole signally fails to give the Fabians 
their due. He mentions Bernstein’s association with the Fabians during his years in Eng- 
land, and once speaks of “Webb and his disciple Bernstein.” But it seems to me that the 
link deserves considerably more attention in a history of socialist thought. Not only does 
it establish a close relation between British and continental reformism, but more impor- 


tant it shows that Fabianism was the direct inspirer, through Bernstein, of theoretical 
(though not practical) German Revisionism. 
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away of the state: in a very real sense, this doctrine was tke Marxian answer 
to the anarchists.) Cole has too much commonsense to be an anarchist, but 
he shares many of their values and this helps him to deal effectively with their 
work. After reading these pages one understands better why Cole himself made 
his first public appearance as an advocate of guild socialism, that special 
British brand of anarcho-syndicalism which flourished for a few years prior 
to the first world war. 

In his treatment of Marx and Engels Cole is, I think, much less successful. 
References to, comments on, and partial analyses of Marxian doctrine occur 
pretty much throughout the whole work, but sustained interpretative effort is ` 
largely concentrated in three chapters totaling some 80 pages (Ch. 22 and 23, 
Vol. I, and Ch. 11, Vol. IT). The first of these, dealing with the Communist 
Manifesto, has little to say that hasn’t been said many times before and calls 
for no particular comment here. I could only wish that Engels’ share in author- 
ing the famous document had b2en given more adequate recognition: Cole 
doesn’t even mention Engels’ draf: in question-and-answer form, a remarkable 
work in its own right which shows how completely the content, if not the form, 
of the Manifesto was a joint prodtct. 

It is when we reach the chapter on “Marx and Engels—Marxism to 1850” 
that my serious reservations begin. The level of the analytical (as distinct 
from the purely descriptive) parts of this chapter struck me as being about 
that of many student discussions of Marxism I remember from 20 to 25 years 
ago at a time when the whole subject was almost entirely new to Anglo- 
American universities. Cole propounds page after page of propositions and 
questions in the manner of a don at a tutorial session, and most of them 
seemed to me either pointless or based on a quite superficial reading of Marx 
and Engels. For example, Cole esserts that “Marx seems to be assuming that 
the ‘powers of production’ progress independently of men’s wiils,” and then 
asks, “But do they?” Of course they don’t, but Marx never dreamed of assum- 
ing any such thing. A discussion that begins this way is bound to lead nowhere. 
Or again: 

“Men make their own history,” Marx asserts, in addition to asserting 

that the productive relations into which men enter, and which shape their 

history, are entered into independently of their wills. Can both statements 

be true? Only if men are conceived as making their own history under a 

law of necessity imposed upon them, which governs the progress of their = 

knowledge and of its application to the practical arts of life. Only if there 

is a necessity which is the universal mother of invention—so that what- 

ever men originate is to be regarded as the necessary response to the con- 

ditions which pose the problem. Marx, I think, believed that there was 
such a necessity. ... 


This is a complete mystification of perfectly clear ideas which stand at the 
very heart of Marx’s theory of society and history. What is “imposed” upon 
men, according to Marx, is not some extraneous “law of necessity” but their 
own past in the shape of a socio-economic order with certain class relations, 


* Available in English under the <itle Principles of Communism, translated by Paul M. 
Sweezy (New York, 1952). 
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institutions, ideologies, and so on. Every generation is born into a world it 
never made, and what it accomplishes is strictly limited by the real alternatives 
open to it. It follows that the more man understands, the more history he 
can make. But there is no law of necessity involved, only the brute (but still 
relative) interactakility of the physical and human environment. 

When Cole comes to deal with Capital in Volume II, the result is, if anything, 
even less helpful. Though he recognizes tha: Marx was trying to do something 
different from his neoclassical contemporaries, Cole seems never quite able — 
to make up his mind what that something was, nor to apply to Marx standards 
of judgment which are at bottom other then those which orthodox academic 
economists have been applying at least smce Bohm-Bawerk. The result is 
that Cole can see in the first nine chapters of Capital, in which Marx develops 
his theory of value and surplus value, nothing but a gigantic exercise In meta- 
physics, designed to prove something that was obvious from the outset. 

To quote: 


The whole Marxian theory of value, stripped of its Ricardian trappings 
and of the complications into which Marx was led by his attempt to re- 
fine upon the conclusions of his anti-capitalist predecessors, amounts to 
the very simple assertion that under capitalism the owning classes appro- 
priate a part of the product of industry and agriculture without working 
for it, and that this involves the exploitation of the subject labour class. 


And again: 


‘Was it ... Professor Tawney who said that he did not need the theory of 
surplus value to tell him that the capitalists exploited the workers? Yet 
that, in effect, was what the theory did proclaim—that, and nothing be- 
sides. 


In keeping with this view, Cole interprets Marx’s discussion of the relation 
between values and prices in Volume III of Ccpital to be a sort of shame-faced 
admission of the unreality of the theory of Volume I and an attempt to sub- 
stitute, by the back door as it were, a cost of production theory similar to 
that expounded by John Stuart ‘Mill. Cole, for his part, implies that Marx 
would have done better to scrap the whole c'assical approach and adopt the 
new marginalist theories of Jevons and Menger (Carl Menger, by the way, not 
Anton as Cole writes, doubtless by a slip of the pen, on page 276 of Volume II). 

~~~ Marx’s failure to do so, in Cole’s view, robs this part of his work of any claim 
to be considered scientific, though he concedes that Marx “believed in his 
own system and put it forward in entire good faith, quite unaware that its 
claim to be ‘scientific’ was really bogus, and that it was not even a usable 
hypothesis that could be tested by the facts, but a call to action based on 
unproven beliefs.” 

In all this there is unfortunately no recognition of themes which Marxian 
literature has increasingly stressed in recent y2ars. The first nine chapters of 
Capital, it is now widely recognized, are not primarily concerned with exchange 
values or prices in the sense of either classicai or neoclassical economics but 
rather with what today might be called economic sociology. Beginning from 
an analysis of “The Commodity,” Marx attempts to show that an exchange 
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economy is one in which producers work for each other without being immedi- 
ately aware of the fact. Value, which appears as a relation between things, is 
in reality a relation between people; the law of value is the regulator of an 
atomistic economy which is both unplanned and uncontrolled by conscious 
human will. When, in such a society, the means of production come to be 
monopolized by a small class of owners, labor power itself becomes a commodity 
and the great majority of human beings come directly under the sway of the 
blind law of value. This is a system in which, to use the Emersonian phrase, 
“things are in the saddle and ride mankind.” Exploitation is masked (from 
both exploiters and exploited) as fair exchange. The good fortune of some, 
the deprivation of others, the calamities which may be visited upon all—these 
appear as but the outcome of the operation of natural laws over which man has 
no control. Alienated from and dominated by the products of his own knowl- 
edge and labor, man is progressively depersonalized and dehumanized. To 
lay bare these relations, to expose the reality behind the facade of market 
prices, to show up the capitalist system as a particular form of exploitation 
obeying specific laws of its own—these are the great objects of the early chap- 
ters of Capital. An historian of socialist thought need not approve of them 
or regard Marx’s effort as successful, of course, but it does seem that at this 
late date there is little excuse for failing so completely as Cole does to 
grasp the range of topics with which Marx was grappling or to appreciate the 
reasons why this aspect of Marx’s theory has exercised such a fascination for 
succeeding generations of social theorists. 

I do not mean to suggest that there is nothing of interest or value in Cole’s 
chapter, “Marx and Engles—Das Kapital and Anti-Dithring” (Ch. 11, Vol. 
II). Much of the narrative is up to Cole’s usual high standard, and many of 
the detailed criticisms are well taken. But on the whole, I must confess to a 
feeling that his interpretation of the founding fathers of Marxism reflects a 
state of knowledge, or rather of ignorance, prevalent in Anglo-American aca- 
demic circles some two to three decades ago. Since then, even academic 
Marxology (to use a term of Schumpeter’s) has undergone great develop- 
ment. As a history of socialist thought, Cole’s work is the worse for its author’s 
failure to keep up. 

I suppose it is not only a prerogative but also in a sense an obligation of a 
reviewer to comment on those parts of an author’s work with which he can 
claim some special familiarity. With this in mind, I would like to concludes. 
with a few remarks on Cole’s treatment of American socialism. - 

As far as the 19th century is concerned (Ch. 13, Vol. II), Cole follows 
traditional lines. But when it comes to the period after the formation of the 
Socialist Party in 1901 (Vol. III, Pt. II, Ch. 21), he raises questions which 
go far beyond the range of the conventional history books, questions which 
moreover are in a sense crucial to our interpretation not only of American but 
of world history during the past half century. Cole opens the chapter with 
a recital of the impressive progress made by the Socialist Party in the years 
1901-1912. It grew from very small beginnings into a nationwide organization 
with 150,000 individual members and a voting strength of nearly a million. 
Its leaders, despite bitter factional fights, were convinced that “the tide was 
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flowing strongly in favour of Socialism in the United States as well as in 
Europe, and even that the victory of Socialism was only a matter of a few 
more years of successful Socialist propaganda”—and this view was by no 
means confined to the Socialists themselves. 


Yet within a very few years of this rapid and confident advance the Ameri- 
can Socialist movement lay in ruins: nor has it to this day ever been 
effectively rebuilt. This decline and iall has been attributed to the influ- 
ence of the first world war; but in fact the decay had set in and had gone 
a long way before the war began, even in Europe. In 1913 the American 
Socialist Party was already tumbling down fast from the height it had 
reached in 1912: nor was any alternative organization even beginning to 
take its place... . Evidently it is of the greatest importance to discover 
why these things happened—-both way American Socialism appeared to 
be making such swift headway during the early years of the present cen- 
tury, and why it suffered eclipse. 


This is the problem Cole poses; and, after a lengthy descriptive and nar- 
rative detour, he returns to it and presents his own solution, summing up as 
follows: 


I have been trying to show why, even after the epoch of “free land” had 
ended and the “frontier” had been in effect closed, there was still no room 
in the early years of the present century for the growth of a really powerful 
American Socialist movement. The outstanding reasons, as I see them, are 
two—the absence of the political motive which rallied the working classes . 
of Europe in hostility to autocratic, militaristic states, and the division of 
the working class into a privileged and an unprivileged group, between 
which was a wide gap both in standards of living and ways of life, includ- 
ing the barrier of language. This second factor rendered impossible in 
America the half-way solution of alliance between the Socialists and the 
Trade Unions in a Labour Party prepared to champion the claims of the 
whole working class. It did this fully as much as the first factor ruled out 
the possibility of a Social Democratic Party on the German model. 


Tt will be seen from the juxtaposition of these two passages, I think, that Cole 
never really answers his own original questions—a fact which may be obscured 
from the reader, and perhaps from the author himself, by some 40 pages of 
intervening text. No doubt the factors adduced by Cole—the existence of . 

aww olitical democracy in the United States, and the division of the working 
class—were important, and they might be taken to be an adequate explanation 
of a slower development of socialism in the United States than in Europe. 
But they obviously cannot be taken to explain why the American socialist 
movement grew with extraordinary rapidity for a little over a decade and 
then even more quickly collapsed. Clearly, up to a point there must have 
been strong forces favoring the growth of socialism, and these forces must have 
ceased operating with dramatic suddenness. 

Here is a first-class historical mystery, and it is a great merit in Cole to have 
formulated it so clearly and concisely, even if it remains for others to unravel 
it. This is, of course, not the place to attempt to analyze the problem in any 
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detail, but I may perhaps be permitted to end with a few tentative suggestions 
for anyone who may be minded to tackle the job. 

In the first place, I think it is definitely wrong to date the decline of the 
Socialist Party from 1912. It is true that the Party passed through a severe 
crisis in that year, but no one should know better than Cole that crises and 
splits are endemic to all, or nearly all, political movements and that to interpret 
a given crisis, ex post, as the starting point of a fundamentally new trend is, to 
say the least, a highly questionable procedure. The fact is that no great changes 
took place outside the socialist movement in 1912, and in the absence of such 
changes it would-be natural to assume that the movement would in due course 
recover from its internal difficulties and resume the advance of the immediately 
preceding period. 

The same cannot be said of the war years, however. Here it is altogether 
reasonable to assume that the severe internal crisis which was precipitated by 
the outbreak of war was indeed accompanied by external changes which de- 
cisively altered the conditions under which American socialism had previously 
flourished. If we can identify these changes we should be in possession of the 
clue to the mystery. 

Even so, the solution to the problem is by no means obvious, and I would 
not be surprised if in seeking it we should be led to see certain aspects of 
American economic history in a new light. We are, for example, accustomed 
to thinking of the period before the first world war as a sort of golden age 
of capitalism antedating all the troubles with which the present generation of 
economists is so familiar. Actually, I think this is at the very least doubtful 
and that a more nearly correct view would be that put forward by Veblen in 
The Theory of Business Enterprise (1904), namely, that since the 1870’s 
“chronic depression has been the rule rather than the exception in business” — 
a state of affairs which lasted, with the usual ups and downs due largely to 
extraneous causes, until about a year after the outbreak of war in Europe.* 
The first world war, however, was an extraneous cause of an altogether un- 
precedented magnitude, and its direct and indirect stimulating effects lasted, 
with one sharp but relatively brief interruption, for nearly a decade and a half. 

If this analysis is accepted, quite a number of things would seem to follow. 
The recurring hard times of the closing decades of the 19th century would be 
expected to prepare the ground for the kind of rapid growth of a socialist 
movement which actually took place between 1900 and 1912. The 1912 crisis" 
in the Socialist Party can then be interpreted as a normal growth phenomenon, 
and we can surmise that if the more severe depression that was clearly begin- 
ning in 1914 had run its course, the Party would soon have recovered and 
resumed its advance. What actually happened, however, was that at the very 
same time that the Party split into pro- and anti-war factions, an era of un- 


*So far as I know, no economist, contemporary or later, ever paid any attention to 
Veblen’s “chronic depression” theory. This is not due to its having been put forward in 
an offhand or casual manner: the fact is that it occupies a prominent place in The Theory 
of Business Enterprise. I should add, however, that I have not searched the literature, with 
this question in mind. 
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precedented prosperity opened. It was this prosperity, and not the existence 
of political democracy or divisions among American workers, that smothered 
the Socialist Party and relegated the movement for a long time to a peripheral 
role in American life. l 

I think it can be shown that a theory along these lines can be successfully 
extended to account for the fate of American socialism in more recent decades, 
but this is obviously not the time or place to attempt to do so. I hope, however, 
that an occasion to take up these problems again will soon present itself, and 
I can think of none more suitable than the eagerly awaited publication of 
Cole’s concluding volume. 


COMMUNICATIONS 


External aa Internal Public Debt 


A new approach to the public debt arose from the budgetary implications 
of the great depression and the Keynesian “revolution” in economic thought. 
Central to this approach, which remains the current orthodoxy, is a funda- 
mental conceptual distinction between internal and external debt. The internal 
debt is not burdenless because of the transfer difficulties, but aside from 
these it places no aggregate pressure on the economy. The alleged existence of 
such pressure stems from the falsely drawn analogy between the individual 
and the public economy. The phrase “we owe it to ourselves” or something 
quite similar characterizes most modern arguments. In part through neglect, 
but more often through explicit statement, the current analysis supports the 
traditionally accepted vulgar views in regard to external debt.? 

In this note I propose to re-examine this one aspect of the currently orthodox 
debt theory. An extension of the theory to the full-employment setting of the 
postwar period reveals that serious gaps and errors are present. Identical policy 
implications for debt policy, even in depression, may be derived from an 
analysis which is both more correct and more general. 

The fundamental error in accepted debt theory is methodological. It consists 
in a failure to define properly the alternatives subjected to comparison.? A 
typical way of stating these alternatives is the following: If a given state or 
community could be confronted with two alternative situations identical in all 
respects save that in one an internal debt service charge is present while in 
the other such a charge is absent, the first is obviously to be preferred.* The 
difference in the desirability of the two situations is widened if the debt is 
held externally rather than internally. It is equally clear that if a debtor 
community were to be faced with one of two alternative situations identical 


*Wright, Ratchford, and Meade were instrumental in forcing a recognition of the 
transfer burden. See D. M. Wright, “The Economic Limit and Economic Burden of an 
Internally Held National Debt,” Quart. Jour. Econ., Nov. 1940, LV, 116-29, and “Moul- 
ton’s: “The New Philosophy of the Public Debt, ” Am. Econ. Rev., Sept. 1943, X 
573-90; B. U. Ratchford, “The Burden of a Domestic Debt,” Am. Econ. Rev., Sept. 1942, 
XXXII, 451-67; J. E. Meade, “Mr. Lerner on ‘The Economics of Control; ” Econ. Jour., 
Apr. 1945, LV, 47-70. 

"For a characteristically clear statement, see A. P. Lerner, “The Burden of the Public 
Debt,” in Income, Employment, and Public Policy: Essays in Honor of Alvin H. Hansen 
(New York, 1948), pp. 255-75. 

"K. E. Poole senses this error in current public debt analysis, but he does not extend his 
discussion, See his Public Finance and Economic Welfare (New York, 1956), pp. 587-88. 
Ragnar Frisch has recently made a similar methodological criticism of Hotelling’s tax 
analysis. See Econometrica, July 1956, XXIV, 311. 

* This is precisely the comparison employed by Meade (op. cit., pp. 62-63). Meade’s 
comparison is used without criticism in E. D, Allen and O. H. Brownlee, Economics of 
Public Finance, 2nd ed. (New York, 1954), p. 135. 


996 THE AMERICAN ECONOMIC REVIEW 


in all respects save that in one the public dett instruments are externally owned 
while in the other these instruments are domestically owned, the second of 
these alternatives is deemed preferable. On this simple logic the external debt 
would seem more burdensome on the community as a whole than the internal 
debt of like amount. 

Alternatives of the sort mentioned above cannot, however, exist in the real 
world, actually or conceptually. The compared situations cannot possibly be 
identical in every other respect than debt ownership, and the analysis which 
overlooks or ignores the other necessary differences must embody serious error. 

In order to define properly the realizable alternatives for comparison, it is 
necessary to consider them as of the moment of initial decision or choice. The 
argument is more direct if we limit it to the external-internal loan comparison, 
that is, if we assume that the decision to borrow has already been made. It 
should be emphasized, however, that the logic is equivalent in application to 
the internal debt-no debt case. I shall assume that the state is faced with an 
unavoidably large and abnormal expenditure. I shall also assume initially 
that this expenditure is completely wasteful. This allows the whole question 
of the productivity or unproductivity of the public project to be deferred until 
a later point in the analysis. Finally, I shall assume that the economy Is charac- 
terized by reasonably full employment of its resources. This assumption will 
also be relaxed later. The public expenditure is to be financed by a public loan. 
Financing by means of an extraordinary tax levy or by inflation has been ruled 
out. The only decision concerns the form the loan will take; shall the govern- 
ment debt instruments be marketed domestically or in foreign countries? 

If the loan funds are secured from internal sources, the public expenditure 
will be financed, in the main, out of current dornestic savings which presumably 
could have been, and would have been, invested productively elsewhere in 
the domestic private economy.® The commtnity’s private capital stock is 
reduced, and future private income streams are correspondingly lowered. 

If the loan is floated externally, that is, if the state sells its bonds in foreign 
markets, the public expenditure is financed out of foreign savings. The domestic 
privately employed capital stock is not affected; current incremental additions 
to this stock are not drawn into government security markets.: Therefore, as 
compared with the internal loan situation, the private income stream over 
future time periods is higher. To this higher income stream there must, of 

«ourse, be attached a drainage necessary to service the external debt. 

It cannot be overemphasized that the internal and the external debt cannot 
legitimately be compared on the assumption o? an equivalent income stream 
in the two cases. The gross income of the community in any chosen future 
time period cannot be thrown into the other respects which are assumed iden- 
tical and neglected. The external debt must allow the community to receive a 
higher gross income in the future, quite apart from any consideration of the 
productivity: of the public expenditure financec. 


“In so far as the sale of government securities increases the rate of interest, some effect 
on the saving-consumption pattern will result. Some of the loan funds might in this way 
be drawn from current consumption spending. 
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Once this simple fact is recognized, the choice between the two debt forms 
is somewhat more complicated than the current orthodoxy implies. The com- 
munity must compare one debt form which allows a higher income over future 
time periods but also involves an external drainage with another debt form 
which reduces the disposable income of the future but creates no net claims 
against such income. The choice must hinge on some comparison of the rates 
at which the required capital sums originally may be borrowed. 

If we may neglect distributional considerations, and, more importantly, if 
we neglect the frictional or second-order effects of making the interest transfers, 
the community should be indifferent between the two loan forms if the external 
borrowing rate is equal to the internal rate of productivity on capital invest- 
ment. The latter neglect obscures important aspects of the preblem, and I 
shall discuss it at some length later, but it is useful to proceed at this stage on 
the assumption that the making of international transfers is no more difficult 
than the making of internal transfers. 

The analysis is readily extended to the other possible situations. If the 
internal or domestic rate of productivity on capital investment exceeds the 
rate at which funds may be borrowed externally, the community will be better 
off if it chooses the external loan form.*®-In the third possible case in which 
the internal rate of return falls short of the external borrowing rate, the com- 
munity will be worse off with the external than with the internal debt. Net 
income of the community after debt service will be lower, and the external debt 
will impose a “‘differential” burden. But it is noted that such a burden is no 
different from that which would be imposed by the internal loan in the situation 
mentioned immediately before this one. The differential burden arises, not from 
the locational source of the loan funds, but from the fact that the community 
has not chosen the most “economic” source. Under the “equal ease of transfer” 
assumption, it will always be advantageous to the community or the government 
to borrow in the most favorable market. 

This “equal ease of transfer” assumption may appear to remove the funda- 
mental elements of the problem. That this is not really the case may be illus- 
trated by reference to the problem of state and local government debts. Such 
debts are normally classified as “external.” Yet there is no apparent “transfer 
problem” in the Keynes-Ohlin sense involved in making the interest payments 
on these obligations. Such interstate and interregional transfers are presumably 
‘effected as smoothly as are the purely “internal” transfers required for serv- rre 
icing the internally held national debt. These results stem, of course, from the 
existence of the common monetary system and the comparatively free resource- 
mobility among the separate regions of the country. But for the individual 
state, the choice between loan forms should be dictated purely by market 
criteria, 

This illustration should suffice to indicate that the problem of transfer is 
a second-order one when the distinctions between external and internal debt 

° This conclusion holds even when it is recognized that some of the internal loan funds 


may be drawn from consumption spending (see footnote 5). All that is required here is 


that the present value of future consumption be computed on the basis of the market rate 
of interest. 
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are considered. No attempt need be made to minimize the possible differences 
in the two cases when genuinely international debt is compared with internal 
debt. But the point is that such differences arise solely from the institutional 
framework represented by the separate national monetary and economic 
institutions, These are not the differences which the currently orthodox debt 
theory has employed in 'making the external-internal debt distinction. The fact 
that the external debt involves a drainage out of the domestic income stream 
is not the reason why it may be more burdensome. ? 

Let us now examine the transfer problem in somewhat more detail and see 
how it might serve to modify the conclusions reached. A transfer problem is 
created by the necessity of servicing either the internal or the external debt. 
In so far as the purchase pattern of those taxed to pay the debt interest differs 
from that of domestic bond-holders in the first case and from foreigners in 
the second, some shifting of resources must take place. 

In a world with freely fluctuating exchange rates, the intemational and the 
internal transfer problem would be substantially identical. For example, if 
Canada should decide to undertake a large-scale program of public borrowing, 
it would make little difference whether the bonds were sold in Canada or in 
the United States. The guiding principle should be that of the market. The 
comparison with the domestic debt is somewhat more direct if we assume the 
existence of an international monetary standard with fixed exchange rates and 
international price flexibility. Here too the international transfer need be no 
more difficult than the domestic transfer. To be sure, the debtor community 
will find it necessary to impose deflation in order to surmount the balance-of- 
payments difficulties created by the necessity of transferring funds abroad. 
The point to be emphasized here is that the servicing of an internal debt 
requires that a similarly severe deflationary etfect be imposed automatically on 
the “taxpayer” sector of the domestic economy.” 

The world in general is not characterized by either freely fluctuating ex- 
change rates or by an international monetary standard. Thus when inter- 
national loans are actually considered, the “transfer problem” in its classical 
form may arise. And here the difficulties of making the external transfers may 
be significantly greater than those involved in making purely internal transfers. 
Tkis places some premium on the internal as opposed to the external loan. 
In many cases the borrowing community cannot effectively contro] the magni- 
tude of the real-income transfer in the external loan case. But it must be 
emphasized that this is the only valid reason for the making of any sharp 
conceptual distinction between the two loan forms. This “transfer problem” 
difference may be of decisive importance, but at the more fundamental level 
of comparison with which this note is primarily concerned, it represents an 

"Cf. August Lösch, “A New Theory of International Trade,” Internat. Econ. Papers, 
No. 6 (New York, 1956), pp. 50-65. It is conceptually possible, either under fixed or 
flexible exchange rates, that extreme values for the elasticities of demand for imports and 
for exports could prevent any transfer of income akroad consistent with any sort of inter- 
national equilibrium. Although much has been made of this possibility during recent years, 
it remains a hypothetical model which has never been observed to occur. But, perhaps 
more important, it should be noted that similar extreme values for certain coefficients in 
the various sectors of the domestic economy could produce like results. 
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adjustment factor only, and it should not be allowed to obscure the underlying 
criteria for public loan policy.® 

The above conclusions have been reached on the assumption that the public 
expenditure program is completely wasteful. The imputation of productive 
returns to state expenditure will not modify the analysis in any way. This will 
serve only to determine whether or not, future generations will be made better 
or worse off by the borrowing operation. 

The “new” approach to the public debt is directly related to the budgetary 
aspects of the new economics. This serves to explain, in part, the incomplete- 
ness of the approach and its bias against external debt. Discussion of the public 
debt in recent years has been conducted almost entirely in terms of monetary 
debt obligations, and little attempt has been made to separate the real and 
the monetary sides of the debt problem. If the government borrows in a period 
when there exist unemployed resources, it is clear that the alternative sacrificed 
is of zero value to the economy in aggregative terms. In this situation, it is 
evident that no possible justification could be given to a policy. of borrowing 
from external sources. Purely economic criteria would dictate that an internal 
borrowing operation should be undertaken and that this operation should take 
the form of borrowing from the banking system, that is, money creation. Such 
borrowing does not, at its inception, act to reduce the rate of capital formation, 
and no aggregate burden in the primary sense is involved in the making of 
future transfers, if indeed positive interest need be paid at all. External debt, 
on the other hand, does explicitly tie an interest drainage orto the country’s 
future income stream. This is the sort of comparison which seems to have been 
in the minds of those who were instrumental in shaping the current orthodoxy.® 
Under these conditions the external debt would carry with it a differential 
burden. But here, as before, it must be observed that the differential pressure 
is solely due to the higher real borrowing rate necessary with the external loan. 
It is not attributable to the ‘‘externalness” of the debt itself. The real interest 
cost of an internal debt is the sacrificed rate of internal prcductivity. Under 
conditions of deep depression this rate is extremely low regardless of the 
money rate at which the debt instruments are marketed domestically. We find, 
therefore, that the more general analysis suggested in this note applies fully 
even when the full-employment assumption is relaxed. The important principle 
which emerges is the obvious one that economic criteria should always be 
employed in choosing the form of the loan; the locational source is not imp otea.. 
tant at the initial level of comparison. 

‘The relative overemphasis on the distinction between internal and external 
public debt is perhaps not significant as it applies to current policy problems 
of highly developed countries. In such economies, new issues of public debt 


* The Colwyn Committee in its Majority Report, chose to emphasize the differences in the 
difficulties of making domestic and international transfers. This is understandable, but such 
emphasis has caused the Report’s correct statements on the basic similarities between the 
two debt forms to be almost completely overlooked. See Report of the Committee on 
National Debt and Taxation (London, H. M. Stat. Office, 1927), pp. 26-28. 


°” This is clearly the comparison considered by Wright. See “The Economic Limit and 
Economic Burden of an Internally Held National Debt,” of. cit., pp. 117-18. 
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will take the internal form. However, the internal-external loan choice may be 
a real one for some of those countries of tke world currently seeking to promote 
industrialization and rapid economic growth through public investment proj- 
ects. It seems quite possible that policy-making groups in some of these coun- 
tries may be led unduly to favor the issue of internal as opposed to external 
debt. It must of course, be recognized chat the “transfer problem” aspects of 
external debt may be the ruling factor for many underdeveloped economies, 
but the current orthodoxy of public debt theory which is to be found in almost 
all of our public finance textbooks may serve only to reinforce established 
nationalistic prejudices against the creation of foreign indebtedness, This is 
one area of study where the specialized literature of the last twenty years may 
provide less assistance to policy-makers than old-fashioned economics. 

The public debt analysis presented in this note is of more general applica- 
bility than may at first appear. Everything which has been said with reference 
to the government or community is applicable to the debt problems of the 
individual or family unit. The individuai should also be guided in his borrow- 
ing decisions as to ‘““nternal” or external loans by basic market criteria. If he 
“borrows” internally from his 3 per cent savings account to finance the pur- 
chase of a new automobile instead of financing externally through a 6 per cent 
carrying charge, he is making a rational decision. Conversely, if the external 
rate is lower, recourse to external founds is dictated. And, of course, transfer 
problem difficulties could also modify these conclusions. 

It is not necessary to introduce the “false analogy” or the “we owe it to 
ourselves” analysis at any point in the fundamental theory. The economist 
does not need to rely on the fallacy of aggregation to analyze fully the phenom- 
enon of the public debt. This does not suggest that the “false analogy” ap- 
proach is wholly fallacious. The argument is perhaps useful in demonstrating 
that the servicing of an internally held public debt does not involve a net 
drainage from the aggregate income stream, aside from that created by the 
frictions of transfer. But the danger in the use of this argument lies in the 
human propensity to jump to the apparently related, but wholly fallacious, 
conclusion that the servicing of an external debt does involve such a drainage 
from the same income stream. 

James M. BucHANAN* 


* The author is professor of economics at the University of Virginia. 
ad 


Acceleration and Magnification 


It has recently been pointed out! that it does not follow from the acceleration 
principle alone that the output of investment-goods industries will fluctuate 
more widely than the output of general industry. Baumol has shown that 
while the positing of acceleration and magnifization does not lead to contradic- 
tions, the latter phencmenon is not implied by the former. Given that net 
investment varies directly with the rate of growth of net national output, it 


*W. J. Baumol, “Acceleration Without Magnification,” Am, Econ. Rev., June 1956, 
XLVI, 409-12. The author is much indebted to W J. Baumol and George Morton for 
invaluable criticisms of an earlier draft. 
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is not a necessary consequence that a percentage change in national output 
will lead to a greater change in the output of investment-goods industries. 

Starting from this proposition, in this paper we consider under what circum- 
stances acceleration will lead to magnification. In other words, we wish to 
discover what additional hypotheses will, together with the acceleration prin- 
ciple, lead to magnification. Similarly, we investigate some conditions under 
which acceleration will imply diminution of fluctuations in investment. (Dim- 
inution is defined as the contrary of magnification.) We limit our considerations 
to the consumption function (relating consumption to net national income), 
and the income-capital relation (net national income related to national capital 
or net investment as a function of the change in net national income). In 
addition, we restrict ourselves to those situations in which depreciation is a 
linear function of capital. We are then able to show that if the marginal pro- 
pensity to consume is less than the average propensity to consume, a necessary 
condition for diminution is that the ratio of net national income to capital is 
an increasing function of capital. In other words, magnification is as much a 
matter of the propensity to consume as of the accelerator. 

Gross national income is defined as the output of the investment-goods 
industries plus consumption. Net national income is equal to gross national 
income less depreciation, that is, net investment plus consumption. Net invest- 
ment is the change in the capital stock of the economy. We meke the following 
assumptions: (a) there is a direct relationship between capital and net national 
income, but there is not necessarily a constant ratio between the two; (b) the 
marginal propensity to consume with respect to net national income is positive, 
and the average propensity to consume varies inversely with net national 
income.” 

The output of the investment-goods industry is equal to net investment 
plus depreciation so that magnification of the investment-goods industry is 
said to occur when a given percentage change in income goes hand in hand with 
a larger percentage change in net investment plus depreciation. Thus, magni- 
fication may be relative either to gross national income or net national income. 
Diminution is said to occur when a given percentage change in income yields 
a smaller percentage change i in net Investment plus depreciation. 

Now consider an expression of the form: 


y= DX; =~ 
ten] 
where all the variables on the right-hand side are increasing functions of y. 
If there is magnification of at least one X; relative to y, there must be diminu- 
tion of at least one of the remainder. Thus, if there is magnification of gross 
investment relative to gross national income, there must be diminution af 
consumption relative to gross national income. In other words, the marginal 


*If the alternative assumption, that the average propensity to consume increases with 
net national income, is made, a different set of conclusions will follow, notably that,there 


will be magnification of the consumption-goods industry rather than of the investment- 
goods industry. 


+ 


1002 THE AMERICAN ECONOMIC REVIEW 


propensity to consume with respect to gross national income must be less than 
the average propensity to consume. 

A sufficient condition for this to be the case is that gross national income 
fluctuates more widely than net national income. (This is because we have 
assumed magnification of net national income relative to consumption.) 

As gross nationai income is equal to net national income plus depreciation, 
it follows that depreciation is magnified relative to national income, net or 
gross. The percentage change in depreciation is equal on the linearity assump- 
tion to the ratio of net investment to capital. (The absolute increase in de- 
preciation is equal to a constant times the change in capital: the original level 
is equal to the same constant times the stock of capital.) Therefore, the suffi- 
cient condition for magnification now becomes that the ratio of net investment 
to capital be greater than the percentage change in net national income. This 
is equivalent, however, to the condition that the ratio of net national income 
to capital is a decreasing function of capital.* We conclude, therefore, that a 
sufficient condition for there to be magnification relative to national income, 
net or gross, is that the income-capital ratio varies inversely with the capital 
stock. 

It may now be seen that magnification is possible even when this condition 
does not hold, z.e., when the income-capital ratio varies directly with the stock 
of capital,* so that the sufficient condition is not a necessary one. Suppose that 
net national income fluctuates more widely than gross national income with 
the result that there is diminution of depreciation relative to national income, 
net or gross. It is still possible that there will be diminution of consumption 
relative to gross national income, implying magnification of gross investment 
relative to gross national income. 


Write:. Y, = gross national income 
C = consmption. 
8 Write K=capital 


Y, net national income. 
If there is magnification we have 








for ak > 0 Ss. a¥n 1 
di >? dK" d Yn 
—_ vad tor fE co, iced, 
di K di Yy, 
Both of these yield 
Yn. dYn 
K° ax 
= 
oOo O, 
This is equivalent to IK <0. 


If the income-capital relation is defined for gross national income, the condition becomes 
that the ratio of gross naticnal income to capita? must diminish, and the argument follows 
in the same way. 

* In the simple linear case, Ya =: aK + b, this implies b is negative. 
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For the positive case: 








Do < 


dY, 1 dYą„ 1 
ure d Y - 
These two inequalities are compatible with either 

dC 1 dY, 1 


(3.1) oe 
di C dt Y, 











(2) 








(3.2) or 


(For the negative case the inequality signs will be reversed yielding the same 
conclusion. ) 

Equation (3.1) for the positive case (or with sign reversed for the negative 
case) implies magnification of gross investment relative to gross national in- 
come, and also allows for the possibility that there is magnification relative to 
net national income. In fact, in this case we have net investment fluctuating 
more widely than national income, net or gross, and depreciation fluctuating 
less widely. Consequently, gross investment, which is the sum of net invest- 
ment and depreciation, may fluctuate more or less widely than national in- 
come, Thus, to avoid magnification we require the marginal propensity to 
consume with respect to gross national income not to be smaller than the aver- 
age propensity to consume. For diminution of gross investment there must be 
magnification of consumption relative to gross national income, and for a 
proportionate variation in gross investment consumption must be proportionate 
to gross national income. (This last point is of particular interest, for it allows 
consumption to be a diminishing proportion of net national income while main- 
taining a constant ratio to gross investment.) 

In conclusion, the validity of the acceleration principle as an explanation of 
magnification in a highly aggregated model has been seen to depend on the 
validity of certain additional empirical propositions about the economy as a 
whole. Whether an alternative theory is to be preferred depends to some extent, _ 
on the acceptability of these propositions, and on what other propositions 


would be required to support the new theory. 
M. H. PEston* 


* The author is assistant lecturer in economics at the London School of Economics. 
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-Economic Institutions and Human Welfare. By JoHN Maurice CLARK. (New 
York: Alfred A. Knopf. 1957. Pp. xti, 285, ix. $5.50; text ed. $4.00.) 


This volume is a collection of J. M. Clark’s essays in the general field of the 
principles of economic policy and ethics. The essays have been revised and 
brought up to date, and they make up a vo_ume of remarkable unity, though 
inevitably of some repetitions, Two essays originated in the early 1940’s. The 
bulk of the book however was written after 1953, so that it is of fairly recent 
origin. The heart of the book consists of two long essays, one on Economic 
Welfare in a Free Society, written for the Columbia University Bicentennial in 
1954, and the other on the Ethical Basis of Economic Freedom, based on two 
lectures given for the Calvin K. Kazanjian Foundation in 1955. Of the shorter 
essays one on the Interpenetration of Politizs and Economics is perhaps the 
most interesting. 

It is almost as hard to review a book with which one is in complete sympathy 
as it is to review one which evokes no sympathetic response. One’s reaction 
degenerates into frequent nods of approval and ejaculations of consent. There 
is so much ripe wisdom here, such beautifully >alanced judgment, with a warm, 
hopeful concern for the deeper aspects of human welfare balanced by a sharp 
analytical realism, that one is content simply to enjoy, to savor, and to con- 
sent. Throughout these essays runs a plea for a balanced, pragmatic approach 
to economic institutions, for what the author calls “constructive serviceability.” 
Let us have private enterprise where that is most effective, public enterprise 
where that is most effective, governmental and legal frameworks to prevent 
unreasonable fluctuations or intolerable inequalities and let us always remem- 
ber that the fundamental object of the economic system is not the production 
of commodities, which are all merely intermediate goods, but of rich and inter- 
esting human lives. Let us beware of ideologies, whether of rigid laissez-faire 
or of doctrinaire socialism; let us treasure the freedom of the individual, but 

= -20t be afraid to limit it by law in the interest of greater freedom for all, and 
let us inculcate the habit of responsible behavior, without which freedom in- 
evitably destroys itself, 

It is impossible to convey the richness of cuality of a work like this in a 
brief review. There is something peculiarly American in the thought of J. M. 
Clark: it stems from the sweet reasonableness of Penn and of Emerson, from 
the pragmatism of William James, from what might be called the Gentle Tra- 
dition in American life. It stands over against the harshness and cruelty both 
of Manchester and of Marx, with their confident solutions and roughshod ide- 
ologies. To some extent too it stands over against the bright young world of 
the’econometricians and operations researchers, though this is not brought out 
in these essays. There is always a danger of course that the gentle may de- 
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generate into the genteel without some stiffening from the tough-minded, and 
some critics might feel that Clark’s thought is a little too “tender”—that it 
does not wrestle enough with the difficult quantitative questions of how much 
and just when! Nevertheless in an age that is too tough, too cruel, and too 
brittle, long on knowledge and short on wisdom, there is an important place for 
a gentle, kindly, and wise approach to the problem of the economic ideal. 
K. E. BouLDING 
University of Michigan 


25 Economic Essays in Honour of Erik Lindahl 21 November 1956. (Stock- 
holm: Ekonomisk Tidskrift. 1956. Pp. 412. SKr. 20.) 


Honoring the most outstanding Swedish economist of his generation, twenty- 
five economists have contributed these essays on a wide variety of subjects 
and in a wide variety of languages (11 essays in English, 10 in Swedish, two in 
Norwegian, one in Danish, and one in German). While any Scandinavian 
freshman would master all five languages, a few of the best essays will remain 
hidden to most Anglo-Saxon colleagues, The essays are arranged in the alpha- 
betical order of the names of authors, and it might be helpful for reviewing 
purposes to reassemble them in the following ten groups according to the fields 
they cover. 

To price and allocation theory Gunnar Lindgren contributes an able attempt 
(in Swedish) at unification of the theory of decision-making. The opening 
paragraph of Samuelson’s Foundations is quoted and sets the tone of the entire 
essay. Gustaf Akerman applies (in English) the marginal-productivity theory 
to the optimization of an agricultural product-mix under changing wage rates. 

To aggregate income and employment theory there are six contributions. 
Ragnar Bentzel submits a lucid paper (in Swedish) on the aggregation of 
production functions. Trygve Haavelmo has an equally lucid paper (in Nor- 
wegian) on equations versus identities in macroeconomic theory. It is a pity 
that this paper is not in English; it is still badly needed in our profession! 
J. R. Hicks, in his paper on methods of dynamic analysis presents, among 
other things, a masterly evaluation of Keynes. Ralph Turvey discovers some 
hitherto unnoticed properties of the transaction demand for money. Alf Johans- 
son examines (in Swedish) residential construction as an instrument of public 
policy, and for the ’fifties finds it much less suitable than it was in the ’thirties. 
Johan Akerman contributes a paper (in English) on the relationship betwee ~~» 
microeconomics and macroeconomics in the analysis of the cumulative process. 
The targets for attack in this paper are the Keynesians and the Stockholmers 
alike. 

Three papers are devoted to the problems of inflation. Bent Hansen and 
Gösta Rehn contribute the largest essay (51 pages) of the entire collection. 
The paper undertakes a theoretical and statistical analysis (in English) of the 
so-called “wage drift” in postwar Sweden. Sweden has had a phenomenal rise 
in money wages—10 per cent per annum for the postwar period. “Wage drift” 
refers to the fact that the actual rate of increase of hourly earnings in almost 
all branches of manufacturing industry has been in excess of what was agreed 
upon in the annual contracts—a sort of “grey” market! Hansen and Rehn’s 


s 
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findings are that “wage drift” is highly influenced by good old demand and 
supply in the labor markets. The development oz excess profit in the enter- 
prises seems to play a minor role, and the findings give no support to the 
official union explanation that wage drift is an automatic consequence of the 
increase of productivity under piece-work earnings. Carsten Welinder writes 
(in Swedish) on the sensitivity of tax revenues to inflation, and G. Westin 
Silverstolpe (in Swedish) discusses farm leases under inflation. 

There is one paper on the theory of fiscal policy, 7.e., Erich Schneider’s pene- 
trating analysis (in German) of the balanced-budget multiplier. The paper is 
an interesting further development and qualification of Baumol and Peston’s 
note in this Review (March, 1955). 

. Ingvar Svennilsson contributes a paper (in English) on the theory of growth 
with an application to a forecast of Swedish capital stock and its composition 
by 1975. ; 

There are three papers on computing and statistical methods. Ragnar Frisch 
(in English) starts out with some small talk about digital computers but 
abruptly turns very technical in his discussion of computation problems in 
macroeconomic linear-programming models like his own for Norway. Karin 
Kock discusses (in Swedish) the problem of adjusting data collection to the 
needs of forecasting. Olof Lindahl presents some impressive results (in Eng- 
lish) of a Kuznets-like (and Social Science Research Council-supported) esti- 
mate of the Swedish gross national product 1861-1951. 

To international economics and area studies there are two contributions. 
Börje Kragh analyzes (in Swedish) three hyperinflation-ridden economies, ĉe., 
Bolivia, Chile, and Paraguay. Erik Lundberg contributes (in English) a spir- 
ited comparison between the stability problem in the Australian and the Swed- 
ish economies. Like Lindahl, Lundberg was invited to Australia to compare 
notes on the inflationary pressure in a rapidly growing economy. The ratio of 
gross investment to GNP in the postwar period has been 30 and 25 per cent 
for Sweden and Australia respectively. 

On international administration there are papers by the two members of the 
Stockholm School who have become top international civil servants. Dag 
Hammarskjöld examines (in English) the touchy subject of self-determination 
and economic aid to underdeveloped economies. His point of departure is the 
observation that nations emerging from long foreign rule generally lack an 
+ndependent administrative tradition and a social structure within which it is 
easy to build up a class of national administrators. Hammarskjöld welcomes 
Lester Pearson’s proposal for an international professional and technical civil 
service of the United Nations with experts especially trained for work in the 
underdeveloped areas. Gunnar Myrdal (also in English) presents a progress 
report on the research work done in the Economic Commission for Europe. 

To the history of thought and method there are four contributions. The best 
is Erik Dahmen’s paper (in Swedish) on the history of monetary theory. Here 


_. is a brilliant illumination of the idea that new theories reflect the rise of new 


institutions. One wishes this paper had been in English. More on the technical 
side, Karl-Gustav Landgren examines (in Swedish) the history of Wicksell’s 
application of Euler’s theorem to the theory of the distributive shares. F. 
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Zeuthen offers a witty essay (in Danish) on computer and man; and Johan 
Vogt submits a very personal account (in Norwegian) of well-known as well 
as lesser men he has met in life. There was the Norwegian heretic Dybwad- 
Brochmann, there was the Danish theorist and conservative reformer L. V. 
Birck, and above all there was Silvio Gesell. Even Quisling is noticed in pass- 
ing. Like many of his generation Johan Vogt is a former Marxist, and his 
account of this particular phase of his life is most human and entertaining. 

Finally, there is one contribution to economic history. Hugo Pipping ex- 
amines (in Swedish) the resumption of silver species-payments by the Bank 
of Finland after the monetary reform of 1840 with special emphasis on the 
effects upon the Swedish silver standard. 

As is, usually the case in such birthday volumes, the quality of the contribu- 
tions is not even. As a whole, however, this volume maintains traditionally 
high Scandinavian standards. 

HANs BREMS 

University of Illinois 


The Dynamics of the American Economy. By CHarLtes H. Hession, S. M. 
MILLER and CurwEN STODDART. (New York: Alfred A. Knopf. 1956. 
Pp. xvii, 504. $5.75.) 

This textbook will probably best serve the purposes of an introductory 
course in social science rather than the usual economics course. According to 
its authors it “attempts to offer a fresh view of our economy and its contempo- 
rary problems in terms of a behavioral approach” (p. vii). This approach is 
further stated to be a “holistic one, influenced by institutionalism, infused 
with the newer developments of social science and directed by a concern with 
economic and social welfare” (p. 47). 

The result is a textbook which in organization and content is unique. The 
book may best be classified as economic sociology with accent on economic as 
an adjective, since so little of conventional economic analysis is present. Of the 
six major sections into which the book is divided Sections II and III on “Busi- 
ness as a System of Power and Social Influence” and “Labor, Its Economic 
Role and Way of Life” constitute over half of the total material. These sec- 
tions are concerned chiefly with economic evolution, the distribution of power 
in society, the changing social values of business arid labor in American so- 
ciety and the impact of these values on the lives of individuals. Modern eco- 
nomics, in the words of the authors, “must concern itself with the quality of 
our lives as producers and consumers as well as with the quantity of goods 
and services our economy produces” (p. viii). Or as the authors also express 
it, “an economic system produces not only goods, but men” (p. 60). 

The same sociological approach is pursued in the fourth section on “Com- 
peting Interest Groups.” This part deals with such other economic groups as 
the farmers, small business men, and white collar and professional groups. It 
also includes an interesting chapter on the problem of the social control of - 
conflicting interest groups. This section along with the two previous ones.may 
in many ways be viewed as an extension of the type of popular industrial soci- 
ology writing that has appeared in Fortune over the past two decades. In fact, 
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Fortune articles are cited 26 times. Tke material is further enlivened by inter- 
esting case studies of the history of the U.S. Steel Corporation, the impact of 
conformity in the International Business Machines organization (a reproduc- 
tion of an early Fortune article), the settlement of a labor dispute, and a 
study of the changed status of the corner druggist. 

The last two sections on “National Income, Its Growth, Fluctuations and - 
Possibilities” and “Economic Progress and Human Welfare” are somewhat 
closer to the material of a conventional economics textbook. However, since no 
attention at all is given to money ard banking the discussion of economic 
instability is perforce quite weak and very largely descriptive. 

A book review is not the place to debate what the methodology of economics 
should be or what the content of an elementary economics course should be. 
Obviously, the authors of this textbook hold views on these matters at decided 
variance from those held by a large part of the economics profession. Judged 
wholly in terms of the objectives the acthors have set for themselves, their 
textbook is a commendable piece of work. It is well organized and interestingly 
written and it is certain to be welcomed by those who seek to make out of 
economics a much broader subject than the conventional view of economics 
as a sclence permits. 


A. MorGNER 
Texas A & M College 


State University of Iowa, Bureau of Business and Economic Research, publi- 

cations: 

Major Issues in Economic Education. By Lewis E. WAcNER. Studies in 
Economic Education series. 1955, Pp. v, 31. $1.00. 

Testing Economic Knowledge and Altitudes. By Lewis E. WAGNER. 
Studies in Economic Education series. 1955. Pp. v, 21. Out of Print. 

What are Economic Problems? By Lewis E. Wacner. Primer of Eco- 
nomics series, 1955. Pp. vi, 19. 50c. 

Measuring the Performance of the Economy. By Lewis E. WAGNER. 
Primer of Economics series. 1956. Pp. vii, 39. 50 c. 

Iowa Business Digest. Special Issue on Economic Education. 1957. Pp. 
46. Free. 


__ It would be almost as difficult to find anyone who is against economic edu- 
cation as it would be to find someone who is against virtue. But to some eco- 
nomic education means consumer economics, and perhaps particularly personal, 
finance; to others it means “community” economics, closely akin to high ` 
school courses in civics; and to many economic education smacks of propa- 
ganda. But however the scope of economics be conceived, only a smail fraction 
of the population is currently being exposed to formal work in the discipline. 
It is estimated that only 20 per cent of thos2 entering high school go to college, 
and of these less than a quarter take work in economics. Less than 5 per cent 
of the high school students take courses in economics, and the percentage has 
been decreasing in recent years. 

If it be granted that economic education should be more widely diffused, 
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it seems clear that there must be a considerable degree of cooperation between 
economists and public school administrators and teachers. Considerable work 
of this sort has been going on in recent years, largely under the sponsorship of 
the Joint Council on Economic Education. Enlisting the enthusiastic support 
of economists has not, however, been easy. A joint project carried on with a 
professor of education does not seem to carry the professional distinction that 
one done with the assistance of a professor of mathematics would provide. The 
research that needs to be done in this area gives little promise of professional 
recognition since it is the sort of thing that any patient man could do. The 
busy economist might be persuaded to consult with high school teachers of 
economics, and he might even be prevailed upon to supply text materials, but, 
when he is asked to cooperate with those trying to impart some degree of eco- 
nomic education at the elementary school level, he is likely to lose all interest 
and wash his hands of the whole matter. 

In spite of the serious difficulties considerable progress has been made in 
several parts of the country in establishing programs in economic education. 
Numerous workshops under the direction of the Joint Council on Economic 
Education are held each summer, ‘and the American Economic Association has 
recently established a standing Committee on Economic Education. Of all the 
programs now in operation one of the most successful has been that of the 
Iowa Council on Economic Education. It has issued two series of publications: 
Studies in Economic Education, which are concerned with selected problems in 
the area, and the Primer of Economics, which is written primarily for high 
school seniors and college freshmen studying courses in economics and related 
subjects. The Winter 1957 issue of the Jowa Business Digest is devoted ex- 
clusively to articles on economic education. The topics included in these publi- 
cations are diverse, but the level of competence of the authors is unijormly 
high and the economics is respectable. Anyone contemplating work in the area 
of economic education would do well to begin with the publications of the 
Towa Council, 

r CLARK LEE ALLEN 

North Carolina State College 


Price and Allocation Theory; Income and Employment Theory; 
Related Empirical Studies; History of Economic Thought 


Theoretical Welfare Economics. By J. DE V. Graarr, (New York: Cambridge 
University Press. 1957. Pp. x, 178. $4.00.) 

In a short space Mr. de V. Graaff deals cogently with most issues in con- 
temporary welfare economic theory. He systematically develops the corpus of 
the theory, devoting especial attention throughout to the assumptions that 
must be fulfilled in order to deduce the familiar marginal equivalences of the 
general optimum. This is followed by an application of the theory to foreign 
trade, the pricing of governmental services, and welfare comparisons over time. 

(The work is in the tradition of Bergson and Samuelson. Given available 
resources and the current state of technology we can derive the society’s trans- 
formation function. Given consumer tastes and the group consensus about 
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desirability: of aerate distributions of income, we can formulate the sọ- 
ciety’s welfare function, and from this derive community indifference functions. 
Juxtaposition of social transformation and social indifference considerations 
enables us to deduce conditions for maximum welfare. Such conditions for the 
class of “‘Paretian social welfare fur:ctions” (functions restricted only in the 
. property that social welfare rises or falls as the welfare of any one man rises 
or falls, the welfare of all others remaining constant), are, under certain as- 
sumptions, the familiar marginal equivalences of the Paretian general optimum, 
for which no interpersonal compariscns of utility are necessary. The broadest 
of these is that the marginal social rate of transiormation should equal the 
marginal social rate of indifference (or, in partial form, that marginal cost 
should equal price in all lines of production) 

There are a number of distinctive features in Graaff’s presentation. First, 
he is unwilling to rule out the possibility of increasing production returns to 
scale. Second, in the spirit of Duesenberry and Baumol, he stresses the em- 
pirical importance of external economies and diseconomies in production and 
especially consumption. Third, he considers the possibility that the society’s 
transformation function may depend not only on the supply of inputs, but on 
the distribution of wealth to the owners of the inputs. Thus, more food to 
undernourished workers at the expense of the well-fed may increase total pro- 
duction. 

‘The effect of these considerations Is absan y to complicate the condi- 
tions for the general optimum. The familiar ones are no longer necessary con- 
ditions. Competition, for example, no longer leads to the optimum. Ad valorem 
or lump-sum taxes may be adequate correctives under certain circumstances. 
Under other circumstances—for example, when there are significant external 
economies and diseconomies in consumption—conditions for the general opti- 
mum cannot be formulated without recourse to more concretely restricted social 
welfare functions: interpersonal! comparisons of utility are required. 

There are further complications. Divisibility is ordinarily assumed. Substan- 
tial indivisibilities may make marginal rates of transformation indeterminate 
and, where consumption is concerned, involve finite shifts of expenditure which 
also necessitate making interpersonal comparisons of utility. Even more seri- 
ous, if we desire that our welfare function be based on individual preferences 
(instead of being dictatorial), it may not be possible to formulate, since it 
must reflect value judgments about problem areas where strong consensus is 
unlikely. ‘First is the question of the exact population and time period in- 
volved. Second, the composition of capital remaining at the end of the horizon 
must be settled. Third, there is uncertainty: therefore disagreement about the 
magnitude of relevant variables; disagreement about how to allow for un- 
certainty; and a further complication of the welfare function by making the 
inclusion of anticipations (as a function of prices) desirable. 

Graaff’s conclusions despair of a practical welfare economics. The marginal 
cost-price rule, the compensation princinle, the size-distribution distinction in 
national income (hence aggregate indices), have little prescriptive merit. More- 
over, it is unlikely that we can empirically discover group value-consensus 
extensive enough to support concrete recommendations. The only useful func- 
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tion for the economist is to iaka available positive, not prescriptive informa- 
tion: 

araaff’s is a familiar outcome. Up to a point there can be no ee with it. 
- The deserved inclusion of the above complexities leaves little that is recogniza- 
ble or convenient of the welfare rules. But the practical advice to drop welfare 
economics in toto may be too strong. If we are willing to recognize that indi- 
viduals themselves have no such precise complete preference fields as some- 
times attributed to them, that indeed, it is almost always the even fuzzier 
(“group”) preferences of households rather than individuals that “count” on 
the market, we may be less shocked by the relative imprecision of “social 
preferences.” The practical tolerability of varying degrees of proximateness 
may be well worth studying. 

Furthermore, Graaff’s position does not account adequately for the com- 
plexity of individual preferences. Thus, in explaining why persons typically 
distinguish between the size and distribution of income in making intertem- 
poral comparisons, he too facilely assumes dictatorial individual preferences— 
assertedly, on grounds that such comparisons do not involve choices. Others 
are not being committed to anything so their preferences need not “count.” But 
intertemporal comparisons do involve choice, since they provide feedback by 
which policies are evaluated. The outcome of any such comparison influences 
future policy choices. Graaff takes his unpromising position here because he 
neglects the possibility that individual preferences may be double-layered: 
on one level, the individual’s predilections about total distributions of in- 
come; on another, his willingness to commit his predilections, along with 
others’, to ultimate test via the society’s legitimate decision-making processes. 
Indeed, something like this seems to underly Graaff’s faith in positive eco- 
nomics helping others to make informed judgments: seeing the economist as 
willing that the legitimate resultant of such judgments should express the 
group choice. 

Graaff’s position stands up well, on the other hand, against the alternative 
(adopted by Little and others) that “saves” welfare theory by asserting that 
interpersonal comparisons of utility are matters of fact rather than value judg- 
ments, and therefore in principle capable of noncontroversial demonstration. 
Proponents of such a position have a difficult task of persuasion. 

Graaif has written a very useful, therapeutic volume. It neatly crystallizes 
our hard-won results and then shocks us into perpetual vigilance by showing 
us the artificiality of the world for which we earned them. 

JEROME ROTHENBERG 

University of Chicago 


Knut Wicksell—rebell i det nya riket. (Knut Wicksell—A Rebel in the New 
Nation.) By Torsten GArpLuNpD. (Stockholm: Bonniers. F. 1956. Pp. 
412. SKr. 39.) 

This book is a definitive and excellent biography of Knut Wicksell. It should 
be of great interest to those who are acquainted with only his economic warks. 
This reviewer has learned that it will soon be available in English translation. 

Gardlund’s study shows clearly that Wicksell was not only one of the great- 
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' est economists of his generation, but also an agitating reformer of considerable 
power. Most people in his own country knew him best for his indefatigable 
social reform propaganda and his sensational appearances as a public speaker 
on the unpopular side of many questions. He became a marked man for his 
efforts in behalf of neo-Malthusian principles of birth control, companionate 
marriage, and equality for women. He also offended many of his contemporaries ~ 
by the way in which he expressed his opposition to the state church and its 
religion, and to Sweden’s defense preparations. He worked ardently for parlia- 
mentary reform, expansion of the franchise, protection of freedom of expres- 
sion, and for measures (especially in education) designed to equalize economic 
opportunities and reduce inequalities in the distribution of wealth. Many came 
to regard him as a social rebel who, as Gardlund puts it, “deliberately chose 
the shock approach as his mode of participation in public life” (p. 276). Rela- 
tively few knew him in his other character, a cool-headed, creative economist 
endowed with analytic powers of the highest order. 

This may be the reason Gardlund devotes only three of fourteen chapters of 
his book to Wicksell’s contributions to economics. Yet this may be appropriate. 
Wicksell’s work in economic theory is now widely known and has received 
considerable discussion in the literature. Also, to attempt a thorough evaluation 
of his scientific work would have disrupted the continuity which is desirable 
in a biography. 

As Gardlund relates it, Knut Wickseil was born in Stockholm in 1851, the 
youngest in a family of five children. His childhood was saddened by the death 
of his mother when he was six years old and the death of his father when he 
was fifteen, His father, Johan, a man of humble origin, was a grocer and 
produce dealer who gradually built up a modest fortune based on ownership 
of working-class apartments in Stockho.m. When he died he left his children 
the means to obtain a secondary education and a start toward professional — 
careers. 

Wicksell went to Uppsala University in 1869, where he performed brilliantly, 
completing a degree in mathematics and related subjects in five semesters, 
about half the time this normally takes. But he was troubled by religious 
scruples and later by doubts as to his ability to be creative in mathematics. 
While he pursued graduate work in this field, his energies were increasingly 
deflected into literary, and student-corps leadership activities. Eventually, in 
4885, he earned a graduate degree (fil. lic.), a small step short of a doctorate, 
in mathematics and physics, but after that he went abroad and for a period of 
five years concentrated on economics. 

What determined his change of career was a popular lecture he gave in 
1880 on the means of preventing alcohclism. It ended in a neo-Malthusian 
plea for early marriages, with children limited to two or three by voluntary 
application of contraceptive birth control. This caused him much adverse 
publicity and forced him, in defense. to devote his time to studies of the popu- 
lation question and related social problems. 

Toward the end of his foreign studies (in England, Germany, Austria, and 
France), he entered into a “conscience” or companionate marriage with a 
Norwegian lady, Anna Bugge, who bore him two sons and remained his loyal 
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wife and companion for life. Since his marriage was a private agreement, with- 
out civil or church sanction, it added to his notoriety and to the refusals of 
academic positions he hoped for on his return to Sweden. In 1895 he completed 
his doctorate in economics at Uppsala only to find that he needed an addi- 
tional degree in jurisprudence to qualify for a professorship. This he completed 
after another two years of intensive study, 1897-99, whereupon he was ap- 
pointed a docent in economics and fiscal law. Next year, 1900, he became an 
assistant professor of these subjects at Lund University, where, after many 
trials and tribulations, in 1902 he achieved a tenure position, and a full pro- 
fessorship in 1904. He finished his short academic career at Lund in 1916. For 
most of the remainder of his life as a professor emeritus he participated in the 
monetary and tax investigations called for by the Parliament in the period 
1917-23. 

The crucial years in his life were the decade after 1890, during which he 
spent much energy on propaganda for neo-Malthusian principles. Up to 1886 
he had financed his studies from his father’s estate and by some teaching and 
writing of his own. Most of his foreign studies were supported by grants from 
a Swedish foundation. But when he returned to Sweden in 1890 with a young 
family on his hands, he found most avenues of employment, academic and 
otherwise, closed to him. So he eked out a meagre subsistence by making popu- 
lar lecture tours in the Scandinavian countries, speaking for the reforms indi- 
cated above. In addition he served as a correspondent for a number of Swedish, 
Norwegian, and Finnish papers. 

At one time, in the mid-1890’s, he was on the verge of settling on a career as 
an obscure journalist. In his. pressing circumstances he was sorely tempted to 
become the editor of a small Swedish daily or London correspondent of a larger 
paper, when these opportunities presented themselves. But he persisted in his 
poverty, combining serious scientific work in economics with propagandistic 
activities. It should be remembered that it was in these troubled years that he 
earned his doctorate and wrote his first three major works on economics, Value, 
Capital, and Rent (1893), Finanztheoretische Untersuchungen (1896), and 
Interest and Prices (1898). 

What added to his many difficulties was that he attacked what he conceived 
as social injustice in its various forms vigorously, sometimes tactlessly, without 
caring about personal consequences, At crucial times, such as when his appoint- 
ment at Lund was under consideration, he felt it a matter of duty to speak up 
for the truth, mostly unpopular truths, although he knew that the adverse 
publicity which almost always resulted from his appearances would jecpardize 
his career and solidify the opposition of administrators and conservative col- 
leagues alike to his appointment, which was made nonetheless. 

Because of his tendency to be the gadfly, the rebel, on the one hand, and 
the calm, objective social scientist on the other, he has been interpreted as a 
man of split personality. Gardlund shares this perspective to some extent but 
finds him to be more like the hero, Brand, in one of Ibsen’s early dramatic 
poems. As Gardlund puts it: 


We have no clear evidence that Brand served as the model he chose for 
his life. Yet his life was moulded according to this character of Ibsen’s. 


® 
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Like Brand he suffered “intimations of lack of harmony between life as it 
is and as it ought to be.” Just as Brand, he rejected all compromise with 
the existing order of things, and he always felt himself facing choices 
which must lead either to victory or to defeat and castigation. Like Brand 
he placed the highest moral requirements on himself but also asked for 
heavy sacrifices from others. (P. 372.) 


Although many of the reforms he Lad fought for in younger days had been 
achieved or were on their way to realization, toward the end of his life Wicksell 
was a lonely and somewhat pathetic figure. He resented old age and the de- 
bilities it brings. He died rather suddenly in May 1926 from an internal ail- 
ment complicated by pneumonia. 

In this reviewer’s opinion G&rdlund’s biography, especially in translated 
form, will be a valuable addition tc the too scant literature available on the 
lives of the world’s great economists. 

CARL G. UHR 

University of Californic, Riverside 


Volkswirtschafiliche Regelungsvorgänge im Vergleich zu Regelungsvorgängen 
der Technik. Edited by HERBERT GEYER and WINFRIED OPrELT. (Mu- 
nich: R. Oldenbourg. 1957. Pp. 143. DM 16,80.) 


In March 1955, the Control Systems Division of the Association of Ger- _ 
man Engineers (VDI-VDE} held a meeting in Essen that was entirely devoted 
to Economic Control Processes in Comparison with Technological Control 
Processes. This book, under the corresponding title, is an (apparently incom- 
plete) collection of papers presented there. 

Winfried Oppelt, a well-known author on servomechanism theory, gives a 
limpid introduction to the essentials of feedback amplifier design, exemplified 
by the thermostat, automatic blood pressure control in mammals, and a simple 
hog-cycle cobweb. He also explains proportional, integral, and differential 
stabilization policies and the Nyquist-ciagram technique—material that the 
English-reading economist is likely to know from A. W. Phillips’ articles in the 
Economic Journal of June 1954 and fime 1957, and from Arnold Tustin’s 
Mechanism of Economic Systems (Londen, 1953). 

Herbert Geyer admittedly derives from the same sources and gives, in 

servomechanism language, a plausible reinterpretation of some macroeconomic 
theories from François Quesnay. to J. M. Keynes. Beside a rudimentary dis- 
cussion of dynamic stability conditions, there is an intelligent reconstruction 
of David Ricardo’s theory. 

Definitely more than derivative is a contribution by C. Fohl, a one-time 
mechanical control-system engineer whose Geldschépfung und Wirtschafts- 
kreislauf (Leipzig, 1937) is recognized to nave paralleled, if not preceded, some 
Keynesian innovations. Resuming his old theme, the dynamic analysis of real 
and money circular flows, Fohl is quite modest about his original contribution 
and very generous to other innovators of the thirties like Ragnar Frisch and 
Michal Kalecki. In a frankly eclectic fashion, he tries to synthesize, with the 
help of “information flux designs,” virtually all better-known constituents into 
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a workable “general” model of the economy. Fohl’s familiarity with the perti- 
nent non-German literature and his technical facility are impressive. 

A brief survey of the mathematically more involved tools, such as the La- 
place transform, for tackling servomechanism problems quantitatively is given 
by H. Tischner. 

An econometric linear model of (some aspects of) the German economy ca. 
1943-1951 is worked out by Rudolf Henn. It is somewhat marred by an in- 
felicitous expository apparatus and is tco aggregative to “sell” the main mes- 
sage of the book. 

Karl Förstner discusses continuous and discrete models—that is, differential 
and difference equations—and develops a dynamic monopoly model that is 
serious, if conventional, mathematical economics. 

Klaus-Jürgen Lesemann, who is affiliated with the computation center of the 
Technische Hochschule at Darmstadt, discusses the solution of economic con- 
trol problems with the help of analogue and digital computers, their main fea- 
tures and comparative advantages. Also, the inventory-oscillation model of 
N. F. Morehouse, R. H. Strotz, and S. J. Horwitz (Econometrica, October 
1950) is adapted as an illustration. 

This was a truly interdisciplinary effort and a successful one. Indeed, the 
fact that the meeting was sponsored by engineers, and the quality of the out- 
come, put professional economic organizations to shame. One has to know the 
German economic scene with its prevailing antipathy to modern tools in order 
to appreciate the merits of this book. If in recent years a comparably sophisti- 
cated and sound contribution to macroeconomic dynamics has appeared in 
Germany, I should like to see it. 

EBERHARD M. FELS 

University of California, Berkeley 


Introduction to Keynesian Dynamics. By KENNETH K. KURIHARA. (New 
York: Columbia University Press. 1956. Pp. 222. $4.50.) 

This volume presents an exposition of the short-term and long-term aspects 
of modern aggregative theory. The examination and discussion of formal 
models is the heart of the work; there is, consequently, heavy reliance on dia- 
grammatic and, especially, on algebraic techniques. The algebra is elementary 
and should pose no problems of comprehension to graduate students. Pro- 
fessor Kurihara focuses sharply on analytical material: empirical issues and 
policy instruments are deliberately given scant coverage. 

Considerable stress is placed on the underlying unity of the theories of 
fluctuation and growth. The common foundation of both parts of macro- 
economics consists of the basic building blocks of Keynesian economics, which 
are presented in Part I. There, the reader is led through a review of Keynesian 
statics in successive chapters devoted to the consumption function, marginal 
efficiency of capital, and liquidity preference, respectively. Part I concludes 
with a chapter called “The Savings-Investment Adjusting Function,” which 
provides a sturdy bridge to carry the reader into the discussion of dynamics. 
The analysis of Part I is thoroughly competent; the chief complaint is that it 
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‘displays excessive devotion to chapter and verse of Te General Theory. While 


the author refers occasionally to recent developments in the literature, his 
Keynesian statics is distinctly of 1936 vintage. The omissions include material 
that seems particularly germane to a work which endeavors to relate cyclical 
and secular phenomena. For example, there is no discussion of the theoretical 
explorations designed to account for the paradoxical long-run constancy of the 
average propensity to consume. ee oe ee 
— Part IT of the book is a discussion of short-run fluctuations, An outstanding 
feature of this section is its curious treatment of the acceleration principle. The 
accelerator equation is presented (p. 102) as: 


ls ca O(¥ 2-4 pa, Yo) T Io, 


where the subscript 0 refers to a given base period. Whatever its appearance, 
this equation posits level-induced—and not change-induced—investment. In 
fact, as the author recognizes, it introduces the “marginal propensity to in- 
vest,” rather than the usual accelerator. One need not love the acceleration 
principle, but one should examine it in a work of this kind. Kurihara’s sole 
recognition of this responsibility is contained in a brief passage (p. 107) where 
he obliquely criticizes an alternative formulation of the accelerator for imply- 
ing rigidity in the ratio of capital to labor. Given the author’s views, it is diffi- 
cult to understand why he should wish to confer the name “accelerator” on an 
imposter with a striking algebraic resemblance to the usual concept. A straight- 
forward exposition and critique of the conventional accelerator would have 
been preferable. 

The fuzziness concerning levels and changes extends even to the notation of 
Part II. The symbol, AX, refers both to changes in the variable from the pre- 
ceding period (7.e., X; — X;-,) and to deviations of the variable from its base- 
period level (ż.e., Xe — Xo). This is, indeed, confusing notation: the author 
himself is led astray and presents incorrect numerical entries in several columns 
of both Tables 7 and 8 (pp. 100, 105). 

Through much of the chapter on the dynamics of inflation, the saving and 
investment functions are specified in money terms, At last, the author enter- 
tains the possibility that the appropriate relationships are those in real terms; 
and he notes the explosive implications of such a system (p. 135). However, 
he then defends the convergent ‘“‘monev illusion” system (p. 138), invoking the 
support of income redistribution. The argument is unconvincing—as it must 
be, since this issue cannot be settled on a priori grounds. If the author em- 
ployed the ‘‘money illusion” functions consistently; he would be committed to 
espouse wage and price fiexibility as an antideflationary weapon. However, 
when this issue is discussed in tke concluding chapter of Part II, the relation- 
ships are presented throughout in real terms. The exposition of the Pigou 
effect in that chapter is clouded by the author’s eagerness to attack the thesis. 

Part III, which deals with economic growth, contains some effective discus- 
sion of Harrod-Domar models end their implications. On the other hand, it_ 
has some questionable features. The views are markedly stagnationist: at times, 
grawth of productive capacity in a highly developed economy is portrayed as 
though it were dn unfortunate phenomenon whose prime ‘consequence is to 
complicate the task of maintaining full employment (cf. pp. 185-90). In 
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another display of stagnationist leanings, the stability of an economy is care- 
lessly equated to its immunity from depression (pp. 173-76). Also, the views 
on production theory stand in sharp contrast to those expressed earlier in the 
work. While the assumption of fixed proportions among inputs was treated as 
anathema in Part II, it is readily accepted (p. 180) and employed throughout 
Part III. In fact, there is excessive concern with rigidity, immobility, and mal- 
adjustments in the structure of production (pp. 201-02, 206, 209); the po- 
tential role of the price mechanism in alleviating these problems is nowhere 
considered. 

All in all, Kurihara’s work is well conceived and well organized. However, as 
indicated above, the details of the book are not equally satisfactory. Many 
sections seem either excessively (and, on occasion, inconsistently) doctrinaire 
or else just not sufficiently careful and precise. 


ARTHUR M, OKUN 
Fale University 


Economic History; Economic Development; 
National Economies 


Essays in Canadian Economic History. By HAROLD A. INNIS. Edited by Mary 
QuayLe Innis. (Toronto: University of Toronto Press. 1956. Pp. viii, 
418. $8.50.) 


if Canada’s economic history has on the whole been better written than that 
of any other new country, this is mainly because of the work and influence of 
Harold A. Innis. The American Economic Association recognized this contribu- 
tion in electing him to its presidency, and its members will be grateful to Mrs. 
Innis and to the University of Toronto for making available this collection of 
his essays. 

The scope of the volume is wider than its title; and the papers, presented 
chronologically, cover the span from 1929 to 1948. One of the earliest inter- 
prets the work of Thorstein Veblen in terms of the struggle of “the practical 
wheat farmer” against the metropolitan economy as well as the rise of the 
machine industry. The final essay is a Canadian’s warning to a British audience 
against American imperalism. The author was no less severe with many of the 
policies of his own country and was uncompromising in his defence of the 
dignity and integrity of the economist’s profession against what he consideréd 
the corruptions of political involvement. Ghost-writing scholars were, he said, 
“stuffing the shirts of their betters”; and he told a political party gathering 
that the economist’s assumption “that he can compete with demagogues... 
has proved to be palpably wrong, except to those economists who have become 
demagogues themselves in the competitive process.” 

“A philosophy applicable to the economic history of new countries” is laid 
down in the first paper and followed consistently throughout. Like Guy Stevens 
Callender, who described the dominance of external commerce as the essential 
characteristic of a colonial economy, Innis declared that “the development of 
a new country means above all things continued relations, especially trade, 
with the old country.” For Canada this meant, at the beginning and throughout 
much of the later development, the production of staple products for the Euro- 
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pean and primarily the British market. Innis accordingly became the historian 
of Canada as a staple-producing economy. In analyzing the succession of ex- 
port trades—fish, fir, timber and in later decades gold, wheat, paper and pulp, 
and the baser minerals—he handled with sure touch the factors of resource, 
technique and market. Fur as a product of high value in relation to weight and 
bulk could be carried upstream and over portages. White pine could be noated, © 
thanks to its low specific gravity, but only downstream on the major rivers. 
The uneven weights of inbound and outbound shipments, leading to what Innis 
called “unused capacity,” had unexpected consequences. Cargoes of fur were 
lighter than the goods needed to provision the trade, and the heavier loads had 
to be forced upstream on the St. Lawrence and the Ottawa. The discrepancy 
led to early efforts to promote agricultural settlement. Timber on the other 
hand was large in bulk and low in value, and in this case the discrepancy had 
the important effect of encouraging immigration. “Large numbers of settlers 
were brought out in preference to ballast.” This suggestive analysis of “unused 
capacity as a factor in... economic history” would find numerous applications 
in the United States—and a recent illustration in the building of New York’s 
East Side Drive on fill from the rubble of war-bombed Bristol! 

The different staples had varying effects on the structure of economic and 
political organization. Fur was a centrélizing force. But when Innis turned 
- from his studies of the fur trade and of the Canadian Pacific Railway, which 
` also was octopoid and monopolistic, to the fisheries of the Maritimes, New- 
foundiland and New England, he found a very different situation. Here the 
relatively small size of the ships, the modest capital requirements, the large 
number of ports, and the variety oi nations and authorities, fostered greater 
reliance on individual initiative end led to decentralization and greater 
democracy. — 

All the staple trades shared the common element, in Innis’ view, of great vul- 
nerability to depression and-other changes in external markets, Moreover, the 
shifts from one staple to another exposed Canadian development to marked 
irregularity and recurrent difficulties o? adjustment. Partly because of these 
circumstances and partly as a means ot defence against economic absorption 
by the United States, governmental] authorities in Canada were particularly 
prone to economic intervention, Demands for such action led to constitutional 
changes, and Innis interpreted the union of Upper and Lower Canada pri- 
nfarily as a means for financing improvements in the St. Lawrence system to 
counter New York’s success with the Erie Canal, and confederation itself as 
largely a fiscal device for the support of a transcontinental railway. 

The main lines of this contribution were filled in by 1937. A number of the 
later papers are prefaces to the books of other scholars. Innis’ own work pre- 
sents penetrating comments, but nct mejor research, on “the new industrialism 
in the hydro-electric power, mining and pulp-and-paper areas” and on the 
vastly increased importance of the relations between the Canadian and Ameri- 
can economies. In one of tke later essays, the successive gold-rushes in the 
various Pacific areas from California to Ballarat to the Yukon, treated under 
the title of “Liquidity Preference,” provide the starting point for an extraor- 
dinary accourt of the current of world trade and development. In this the 
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impact of Argentine beef on the market for New Zealand meat and in turn of 
“New Zealand butter on the Canadian dairy industry are examined with the 
same zest with which the author’s early work explored the relations of Can- 
adian fish and fur to Virginia tobacco, Caribbean sugar and the treasure of 
_ Mexico and Peru. Both demonstrate the richness of the endowment which he 
might have brought to more extended ventures in comparative economic 
history. 

In filling his role as “the father of Canadian economic history,” Innis com- 
bined, to a quite unusual degree, the functions of painstaking original research 
and of illuminating generalization. His books give full place to both. They will 
not be superseded by the present volume, but the best of its essays present in 
very brief compass the conclusions won by years of patient and productive 
labor. 

CaRTER GOODRICH 


Columbia University 


Science and Economic Development: New Patterns of Living. By RICHARD 
L. Meter. (New York: John Wiley & Sons and the Technology Press of 
Massachusetts Institute of Technology. 1956. Pp. ix, 266. $6.00.) 

This is a remarkable book: a weighty contribution to the theoretic solution 
of the excruciating dilemma facing the majority of mankind who inhabit the 
underdeveloped countries. Dr. Meier, a natural scientist, approaches his task 
in the true spirit of daring scientific inquiry. Realizing that “the hardship that 
much of the world feels today can be attributed to a large extent to the in- 
ability to use resources to build production to meet the growing needs” (p. 26), 
he avoids the pitfall of taking for granted the conditions that give rise to that 
inability and of thus bogging down within the narrow confines of what is. 
Yet, although allowing his imagination to transcend what is “natural” and 
sanctified by tradition, he escapes the danger of being carried away into the 
realm of science fiction and of losing relation to the real world. Stating with 
admirable clarity the available possibilities for overcoming the existing misery, 
he lives up to the basic injunction upon all historically relevant and forward- 
looking scientific thought which demands “not only the establishment of risks 
and trends, but also the formulation of new utopias that are consonant with the 
resources at the disposal of society” (p. 226; italics added). - 

It is to the specification of such “realistic utopias,” to the study not only 
of what exists but also of what is attainable that the book is primarily directed. 
Visualizing concretely the goals of economic development efforts, the author 
elaborates a global balance sheet of requirements and possibilities for their 
satisfaction, considering in turn the structure of human needs, the size of the ` 
population, the volume and nature of available resources as well as the tech- 
nology of their utilization. In examining the material conditions for health and 
personal efficiency, Meier employs the fruitful concept of essential consump- 
tion—dubbing it “Minimum Adequate Standard of Living”—and estimates, 
for the first time to my knowledge, specific quantities of different resotirces 
required to provide for it. By extrapolating the present rate of population 
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growth and by making due allowance for modifications likely to result from 
the process of economic development itself, he arrives at an estimate of the 
approximate number of people whose needs will have to be met in the foresee- 
able future. 

Although it is valuable, this part represənts merely an introduction to the 
truly fascinating discussion of the available physical potentialities for economic 
progress. Scrutinizing the possibilities for a vast and rapid expansion of the 
world’s supply of food and fuel, Meier breaks new ground and makes some of 
his most important and constructive suggestions. With regard to food, he 
stresses two points. One is that even if the present composition of food output 
should remain unckanged, the world's supply of food could be nearly trebled. 
Secondly, if feasible shifts in the structure of food production (and consump- 
tion) were introduced—in particular by large-scale cultivation of algae and by 
a strong emphasis on pisciculture—the expansion of the food supply could 
assume even larger proportions. Once the technological revolution in our food 
economy has taken place, “the present achievements of science can make the 
chronic food shortage an obsolete limitation upon human numbers and wel- 
fare” (p. 73). 

Even more far-reaching in their implications are the opportunities in the 
other main sector of the economy: the energy supply. There the developments 
in thermonuclear physics are so momentous that concern over an impending 
exhaustion of energy sources becomes groundless. Quite apart from solar 
energy, the utilization of which is practicable in a number of ways, “there is 
enough energy in the earth to maintain a high level energy-using civilization 
on a world scale for an age much longer than the recorded history of man” 
(p. 96). 

The exploitation of these immense opportunities is predicated upon fulfill- 
ment of several conditions. In the first place, it calls for a commitment to a 
strategy of economic development that breaks with outworn concepts both in 
economics and technology, and is in fall correspondence to the attained state 
of scientific knowledge. This implies clear recognition that rapid and large 
increase of output can be secured only via massive industrialization accom- 
panied by thorough modernization of agriculture—both based on a scientifi- 
cally considered composition of output ard the most advanced methods of pro- 
duction. “The most efficient pattern of industrialization now available to large 
_ soeieties emphasizes the use of continuous-flow processes and automation as 
much as may be economic in any developed part of the world” (p. 238). This 
in turn demands large-scale investment in new plant and facilities which can 
be provided only by a determined social effort. “In order to obtain conditions 
for the most rapid growth, all income beyond the necessities of life ought to 
be saved in order to be expended upon the capital goods and services most 
useful to a program for building up productivity” (p. 159). With regard to the 
commonly encountered objection that the underdeveloped countries are too 
poor to generate the required saving, Meier validly observes that “the world 
has been overmuch impressed by the tales of capital shortages in underdeve- 
lopet areas, It should be emphasized that the world as the industrial capacity 
to produce this equipment” (p. 221; italics in the original). 
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The maintenance of the Minimum Adequate Standard of Living, giving 
room for maximal accumulation of capital, requires at the same time a pur- 
poseful restructuring of prevailing consumption patterns. Since “an over-all 
improvement in diet depends upon the modification of tastes so that new and 
more available foods will be accepted” (p. 231), and since such “a change [is] 
merely a matter of astute education and propaganda” (p. 66), an energetic 
drive aiming at remolding eating habits could go a long way towards creating 
an equilibrium between the demand for and the supply of food. Similar modifi- 
cations of people’s preferences in the realm of housing, transportation, and 
recreation have to be induced by a conscious campaign of demonstration and 
persuasion. “In a contemporary society which manages to provide a relatively 
adequate standard of living . . . somewhere between 25 and 40% of all energy 
is committed one way or another to transport” (p. 123). Such a utilization of 
energy is highly irrational and can be avoided by a sensible spatial distribution 
cf places of work, residence, and recreation, by sharply reduced reliance on 
eutomobiles, and correspondingly increased emphasis on public conveyances, 
cycles, etc. 

It goes without saying that such a concerted endeavor at economic and social 
reconstruction is only conceivable if guided by a comprehensive plan (p. 239). 
Yet it is in the treatment of this—fundamental—condition for the materializa- 
tion of his “realistic utopias” where Meier’s discussion lacks the precision and . 
concreteness which distinguish the rest of his book. Although recognizing that 
the guidance of the development effort by a planning authority serving the 
interests of society as a whole would be tantamount to a “displacement of 
the landholding aristocracy and the established old-line mercantile groups from 
the centers of power” (p. 203), he apparently assumes that the ruling classes 
to be displaced will cheerfully submit to such a “re-arrangement.” While cor- 
rectly observing that if, under conditions prevailing in underdeveloped capital- 
ist countries, “the national income were markedly increased, it is highly prob- 
able that this would lead to an orgy of spending for land, luxury housing, auto- 
mobiles, refrigerators and other symbols of higher social status and wealth” 
(p. 159), he surprisingly remarks that “the question of who owns the capital 
is nowadays almost irrelevant ...” (p. 211). 

This creates a certain sense of imbalance. The author’s conspicuous neglect of 
the role played by interests in the socio-economic process makes it possible to 
discount his work as reflecting naive rationalism or the spirit of technocratic 
speculation. Such criticism may to some extent be deserved; but it should 
not be taken to detract from the outstanding merits of the book. Although 
failing to discern the powerful forces obstructing economic and social progress, 
the author demonstrates strikingly what could be accomplished given a more 
rational social order. The book should be widely read not only in the West, 
it should be translated into the languages of the underdeveloped countries and 
studied with the utmost attention by those who are concerned with planning 
and administering their economic and social development. 

PAUL A. BARAN 

Stanford University 
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Poona: A Re-Survey. The Changing Pattern of Employment and Earnings. 
By N. V. Sovant, D. P. Arte and R. G. Penpse. Publication No. 34.. 
(Poona: Gckhale Institute of Economics and Politics. 1956, Pp. xl, 555. 
Rs. 15 or $3.50.) _ e 


In 1936-37 a broad socio-ecoromi: survey was made of Poona.’ In the . 
following years, Poona underwent a very rapid growth in population. To 
determine the economic consequences of this growth for living standards, 
earnings, employment, etc., a resurvey was made in 1953-54. The present - 
volume is a summary of the findings of the resurvey and a comparative analysis 
of Poona’s situation in 1954 with 1937. The resurvey (hereafter called the 
survey) was made from a 4 per cent random sample of families holding ration- 
ing cards; after adjustments this yielded a sample of 5,601 families. 

The book presents detailed information concerning family composition, edu- 
cation, occupation, income, housing, tabcr-force participation and unemploy- 
ment of the population sampled. Thes2 various characteristics are tabulated 
with such a large number of “c-oss-breaks,” that to attempt a synopsis would 
be like summarizing a telephone book. Suffice it to say, anyone interested in 
such statistics for an Asian city will do well to consult this volume. 

In the 10-year period preceding the survey, Poona underwent a great expan- 
sion of population largely due to immigration. In the interval 1937-1954, the 
percentage of manual workers in the Poona labor force declined. This partly 
reflected a relative increase in unemployment, but it also resulted from a sub- 
stantial relative increase in salaried persons, especially in government employ- 
ment. Indeed, the authors contend (p. 4¢4} that in Poona, private employment 
has increased only in response tc the increase in governmental activity. 

Poona’s population growth apparently outpaced the rise in labor demand, 
for the percentage of unemployed job-seekers increased (pp. 316-22.) In 
1953-54, 8.9 per cent of the “labor force” was unemployed (‘Table 4.3, p. 308) ; 
of these 35.5 per cent were looking for employment for the first time. Of all 
unemployed job-seekers (having previous jcb experience) 66 per cent had been 
unemployed for more than 6 mcnths and 49 per cent for more than a year 
(Table 4.2, p. 307).2 As might be expected, the unemployed were dispro- 
portionately drawn from the ranks of the unskilled. The percentage of the 
population in gainful employment declined from 1937 to 1954, as the per- 
centage of earners fell from 32 per cent to 29 per cent. This decline was due 
in good part to a sharp reduction in child labor which was (in part at least) 
related to a broadening of popular educatian. 

The increase in unemployment (between 1937 and 1954) is consistent with 
the authors’ argument that the economic well-being of most Poona residents 
declined between 1937 and 1954. They contend that the percentage of families 


* Poona—A Socio-Economic Survey, Part I: Economic, by D. R. Gadgil. Gokhale Inst. 
Pol, and Econ., Pub. No. 12 (Poona, 1945} anc PFoona—A Socio Economic Survey. Part 
If. By D. R. Gadgil, Gokhale Inst. Pol. and Econ., Pub. No. 25 (Poona, 1952). Poona is a 
city of about a half million (circa 1952) Iccated about 90 miles southeast of Bombay. 

* These figures, and the even more startling ones Zor longer periods of continuous unem- 
ployment (że. about 23 per cent had been unemployed for between 4 and 10 years!) 
are questioned by the authors themselves (p. 306). 
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waose incomes were insufficient to purchase certain budgets labeled “Poverty 
- Line” and “Destitution Line” increased between 1937 and 1954 (pp. 439-57). 
. However, their argument involves the slippery concept of “equivalent adult 
units” and the questionable assumption? that the appropriate quanzity weights 
in consumer budgets were the same in both years. The figures on housing. 
(Ch. 5) leave no doubt but that housing services per person declined during 
the period; i.e., number of persons per room increased appreciably (pp. 406- 
07).4 l | 

The distribution of both annual earnings and family incomes tended to 
become more equal® between 1937 and 1954. This was due to a slight tendency 
toward reduction in the inequality within occupational classes and, to a greater 
extent, to a reduction in income dispersion among occupational classes.® This 
decline in inequality is not very carefully analyzed, and the factors contrib- 
uting to it are left obscure. However, it would seem likely that the sharp 
decline in the percentage of casual workers—as compared with salaried em- 
ployees—would be one factor working in this direction. That is, the relative 
decline in casual employment tended to benefit the lowest annual earners most." 

There is information on the life-income cycle in Poona and also on occu- 
pational mobility, among generations. The material on occupational mo- 
bility, like that on income, occupation, education, etc., is cross-classified by 
social strata; e.g. Brahmins, Weaving Castes, Parsis, etc. Suffice it to say, it 
merits the careful attention of anyone interested in these subjects. 

I found this to be a fascinating book. Its wealth of raw material can hardly 
help but enrich our knowledge of the comparative economics of developed and 
underdeveloped areas. Of course, Poona is not India. In his introduction, Gadgil 
remarks (p. iv) “Many of the results of the re-survey also appear to have 
significance for the Indian economy in general.” This is undoubtedly true, but 
to draw valid inferences from Poona to India as a whole requires a detailed 
knowledge of both that is far more likely to be possessed by the members of 


_" Especially since there was a sharp increase in persons per square foot cf housing (floor 
space) and an accompanying increase in family size. 


* This statement holds for all apartments of less than five rooms, but not for the open- 
end class of five rooms and over, 

* As measured by the relative interquartile range. 

° Despite this decline, the inequality of earnings in Poona was far greater in 1954 than 
in the United States in (say) 1951. For example, the relative interquartile range for uh- 
skilled manual workers was 1.19, for skilled manual workers was .85 and for highly-skilled 
and supervisory manual workers was .91 (computed from Table 8.3, p. 503). In the United 
States the corresponding statistic for craftsmen, foremen, operatives and kindred workers 
was .53. In Poona, the relative interquartile range for lowest professions, primary teachers, 
etc., was .51; for clerks and shop-assistants, .65; for intermediate professions, secondary 
teachers, etc., .75 and for higher professions and salaried posts, 1.09. In the United States, 
for salaried professional and technical workers, and sales workers, the statistic was .54. 
The reader will note that the U.S. categories are broader than those for Poona and hence 
tend to exaggerate (relatively) the U.S. income dispersion. U.S. figures are computed from 
H. M. Miller, Income of the American People (New York, 1955), Table 7, p. 24. 


‘This statement, I suspect, would be reversed if the lower percentile considered were 
the decile rather than the quartile. However, the detailed income figures for 1937 were not 
included in this volume, and the authors do not attempt the calculation themselves. 
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the Gokhale Institute than by any foreigner. It is therefore earnestly to be 
hoped that there will soon appear an essey on the socio-economic structure of 
India in the light of the Poona resurvey. 
M. W. REDER 
Stanford University l 


Historia Moderna de México, la Republica Restaurada: la Vida Económica. 
‘By Francisco R. CALDERÓN. intrcduction by Daniel Cosio Villegas. 
(México. Editorial Hermes. 1955. P>. 812.) 


It is gratifying that Mexican economists are beginning to take an active 
interest in the neglected subject of Mexican economic history. The field is a 
difficult one in which to work. Secondary literature to guide the investigator is 
scarce, primary materials for the most part have to be sought in semi-organized 
archival collections, statistics are fugitive and often unreliable. Mr. Calderón, 
a young economist on the staff of the Bank of Mexico, is to be commended 
for undertaking a study i in a field in which the going is bound to be rough. 

The result, however, is disappointing. The book, containing over 700 pages 
of text, deals with the ten-year period 1867-1876, the so-called “Republican 
Restoration” of President Juarez and his immediate successors. It has the ap- 
pearance of an exhaustive summary of documents, in which the setting down 
of details seems to be an end in itself. Passages of interpretation are not 
lacking, but they are scattered through the mass of detail and they tend to 
be casual and truncated in nature. The value of Calder6n’s work is found in 
the materials he has assembled. Perhaps he himself will make more effective 
use of them later on; but at any rate other scholars exploring Mexican eco- 
nomic history of the last hundred years can be expected to turn to account 
the information he Eas worked so hard to collect. 

SANFORD A, Mosk 

University of California, Berkeley 


Venezuela: Politica y Petróleo. By ROmMuto BETANCOURT. (Mexico, D. F.: 
Fondo de Cultura Economica. 1956. Pp. 887.) 


Venezuela has the reputation of being the “richest little nation in the 
world.” During the last two decades it has become the second largest pro- 
ducer of “black gold” and the world’s largest oil exporter. These facts are 
known to any reasorably well-informed person. However, Betancourt tells the 
things about Venezuela which are not so generally known. 

Rómulo Betancourt, a former president of Venezuela, is a profound student 
of his nation’s history and problems. In this volume he has written an exceed- 
ingly well-documented, if frequently passionate, study of the Venezuelan oil 
industry and the effect which it has had on tke economy, social life and politics 
of the country. 

Betancourt draws a dismal and really shocking picture of the way in which 
_the Venezuelan oil industry got started during the twenty-seven year dictator- 
ship of Juan Vicente Gómez, whe ran his country as if it were his private 
estate. Although the dictator and his camarilla benefited greatly from granting 


‘BOOK REVIEWS 1025 


concessions, and the oil companies were able to operate under what were for 
them exceedingly favorable conditions, neither Gómez nor the British and 
American oil companies were much concerned to see that the great mass of the 
Venezuelan people should participate in the returns of the industry. 

In the decade after the death of Gómez the most vigorous voices demanding 
that the country “sow petroleum” and use it to build a richer and more stable 
economy for Venezuela were those of Rómulo Betancourt and his associates 
in the Democratic Action Party, which came to power in October 1945. Betan- 
court devotes a large part of his book to a description of the way in which the 
regime which he headed sought to increase Venezuela’s participation in the 
benefits of petroleum and to make sure that the returns from the industry were 
used to create a more diversified economy. 

He immediately negotiated with the oil companies the famous 50-50 arrange- 
ment, which has since become generalized throughout the international oil in- 
dustry. The effect of this was vastly to increase the income going to the govern- 
ment from the oil industry. Thus in 1947, when Venezuelan oil production was 
130.9 per cent of 1938 output, government income from production was 621.2 
per cent of the 1938 return. This amounted to some 814.5 million bolivares, in 
1947, though if the pre-1945 terms had still been in effect the government’s 
return would have been only 554.9 million bolivares, according to Betancourt. 

The Democratic Action regime invested these funds in an extensive program 
to “sow petroleum.” In the field of agriculture the government, through the 
Agricultural Bank and the Venezuelan Development Corporation (established 
by the Democratic Action regime) developed a large program of loans to small 
agriculturalists. The Development Corporation also began a program of irriga- 
tion to bring water to the large areas of Venezuela which needed it. The Insti- 
tute of Colonization laid plans—which it had just begun to fulfill when the 
Democratic Action regime was overthrown—for settling Venezuelans and im- 
migrants on some of the extensive government agricultural properties. 

‘In the field of manufacturing, the government’s Industrial Bank was given 
vastly increased funds to lend to Venezuelans interested in setting up new 
manufacturing enterprises. In the field of heavy industry, the government was 
negotiating with the U.S. companies extracting the country’s iron ore for 
the establishment of an iron and steel company, under government ownership. 

Extensive steps were taken to improve the living standards of the average 
Venezuelan. The government encouraged a policy of wage increases in private 
industry, including the oil industry, a policy which it carried out with its own 
employees. The educational system was rapidly expanded, with particular 
emphasis on teachers colleges. The health program was notable, as was the 
Democratic Action administration’s housing policy. Instead of concentrating 
housing activities in Caracas, the regime built workers’ homes in most pro- 
vincial cities, and greatly increased the number of units built. 

The Democratic Action government was ousted by the army in November 
1948 when Betancourt’s successor, Rémulo Gallegos was overthrown. Accord- 
ing to Betancourt, most of the policies launched by his party’s administration 
were either allowed to lapse or were reversed by the military dictatorship. Like 
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dictatorial regimes which preceded them the army rulers have concentrated 
on a spectacular building and public works program in the capital instead of 
a program designed to create a more diversified economy. Betancourt is partic- 
ularly critical of the army regime’s petroleum policy. He accuses this adminis- 
tration of not seeing that the 50-59 agreement is carried out. He also attacks 
the military government for reversing tte Democratic Action policy of not 
granting new concessions. His charges about the influences which the oil 
companies have brought to bear in order to get new concessions do not make 
a pleasant story. 

This is one of the most serious and impcttant books about a Latin-American 
economy to appear in many years. 

ROBERT J. ALEXANDER 
Ruigers University 


Statistical Methods; Econome?rics; Social Accounting 


Regional Income. Studies in Income ani Wealth, Vol. XXI. (Princeton: 
Princeton University Press, for Naticnal Bureau of Economic Research. 
1957. Pp. x, 408. $8.00.) 

This volume consists of ten papers which were prepared for the Conference 
on Research in Income and Wealtk held in June 1955, together with the com- 
ments of conference participants. It presen’s not only a discussion of the many 
problems involved in using regional income data, but also points up the value 
of the regional approach in economic analysis. 

The ten papers have been divided into three major groups. Those by Werner 
Hochwald, Harvey S. Perloff, Walter Isard and Morris B. Ullman and Robert 
C. Klove are devoted to some of the conceptual issues generally involved in 
any study of interregional differences. The papers by Frank A. Hanna, Abner — 
Hurwitz and Carlyle P. Stallings, and Edwin Mansfield present the results of 
empirical investigations of interregional diferentials. The papers by Lorin A. 
Thompson, John L. Fulmer, and Henry S. Shryock, Jr., are concerned with 
problems encountered in the estimation of county income. 

Hochwald discusses lucidly two concep-ual difficulties in regional-income 
estimation. He argues that (1) regional sectoring of economic activity may 
only partially coincide with the spatial] jurisdiction of institutional transactors 
who can not properly be identified with a particular geographic area, and (2) 
that the operations and institutional tramsactors may, and frequently do, 
extend beyond the particular regicn under study. His explorations of the 
possibilities of estimating regional income in a manner similar to the national 
accounts is worth considering further. Descriptions of the statistical difficulties 
encountered in regional-income estimation are handled well and one does not 
feel that the problems are insurmountable. 

Some alternative methods of regional-income analysis are suggested in the 
comments on Hochwald’s paper. The value-added method suggested by F. H. 
Leacy has merit in that it does not depend o2 complicated interregional money 
flows, 

The discussion by Perloff on the decisiors that underlie interregional com- 
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parisons is stimulating and thought-provoking. He suggests a dynamic ap- 
proach and presents the concept of “shifting regions” in assessing regional 
progress. ‘While the use of variable regions would require enormous work to 
build up a historical picture for a region each time its coverage was changed, 
this approach offers considerable food for thought and will no doubt be used 
by future regional economists. 

Isard presents an excellent discussion on the value of the regional approach 
to economic analysis. His illustrative materials, drawn from policy problems 
relating to resource use—transportation, tariffs, depressed areas, and monetary 
and fiscal institutions—point up the wide range of problems which can be 
approached from the regional point of view. Isard’s comment that new and 
improved tools, procedures and frameworks are needed in regional analysis 
should serve as a challenge to regional scientists with the “pioneer” spirit. 

The extremely good description of the geographic areas for which data are 
available together with a discussion of the factors which influenced their formu- 
lation and their usefulness for economic studies are presented by Ullman and 
Klove of the Bureau of the Census. Of special interest is the description of the 
proposed division of the 48 states into 9 groups. The difficulties encountered 
in putting “marginal” states in one group or another emphasize the need for 
regional data by smaller areas so that differences within states can be taken 
into consideration. This discussion also highlights the problems encountered in 
attempting a single general-purpose grouping of states. 

In the opinion of the reviewer, the statistical and conceptual difficulties 
encountered in identifying and utilizing a single set of general-purpose regions 
are so great that logic and convenience require the abandonment of the general- 
purpose region in favor of the concept of the region as a spatial grouping of 
selected features. The factors selected for analysis will vary with the purposes 
of the analyst and will change over time. 

The empirical study by Hanna on interstate income differentials adopts the 
framework of the United States as a single economy and looks at the differences 
between states as arising from the varying combinations of skills, industries, 
and resources. The standardization of earnings provides the basis for statistical 
correlation analysis which gives “explained” variation in the statistical sense 
between income and occupations; yet one could not conclude that the spatial 
distribution of occupations was not affected in some way by staze boundaries; 
the unexplained variation still remains a crucial problem. Hanna’s use of a 
regression line rather than a line of proportional change to describe changes 
over time in state income seems to rest on solid ground. He is aware of the 
limitations of both cross-section and time-series analysis; he calls the limita- 
tions to the reader’s attention and poses questions still to be answered. 

Hurwitz and Stallings in their paper on “Interregional Differentials in Per 
Capita Real Income Change” develop state and regional price indexes for 
the period 1929-1953. When the price indexes were applied to per capita in- 
come, there was no substantial change in the relative position of most states. 
While this tends to make the authors conclude that nothing was really accom- 
plished by the study, yet the state and city price data presented will be most 
useful to research workers, 
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' Mansfield’s paper on city size and income in 1949 indicates that there are 
marked regional differences in the med!an-consumer-unit incomes within cities 
of approximately the same size. A limitation of the study lies in his use of 
income data for families and unrelated individuals rather than family income. 
However the result—there is markec variation in income in cities of compar- 
able size-—would undoubtedly not be significantly changed if the latter concept 
were employed. 

Thompson’s discussion of experiments in estimating Virginia county incomes 
from limited current data and relationships from earlier years vividly points 
up the problems and limitations in making estimates for small areas. 

In his paper, Fulmer proposes a method of estimating agricultural income 
for small areas which is based on a regression equation derived from the state 
income payments series and limited current data. Some of the assumptions 
made by Fulmer in his analysis appear to be questionable, for example, that 
the relative productivity of labor as exhibited in farm wages is the source of 
. differentiation between agriculture and the rest of the economy, and also within 
agriculture between geographic areas; that all farm labor is paid its marginal 
value product and the operator is paid for his labor at the same rate as hired 
labor. 

The paper by Shryock describes and appraises the methods used by the 
Census Bureau and agencies of the varicus states for making intercensal esti- 
mates of the populations of local areas. The importance of this type of data 
makes this paper together with the comments on it most valuable for regional 
analysis. 

Morris E. GARNSEY 
— University of Colorado 


Economic Systems; Planning and Reform; Cooperation 


Marx et le problème de la croissance dans une économie capitaliste. By ELIANE 
Mossi. Centre d’Etudes’ Economiques, Etudes et Memoires, no. 33. 
(Paris: Armand Colin. 1956. Pp. 250.) 

Miss Mossé’s elaborate study comprises two main elements: a painstaking 
recapitulation of Marxian views on the development and the impending down- 
fall of the capitalist system, and a statistical “verification” of these theories 
by comparing them with the actual evolution of the French economy from the . 
beginning of the nineteenth century to 1913. The theoretical part which 
occupies slightly more than half of the book is uncompromisingly arid but 
succeeds in presenting, within a relatively small space, the essentials of the 
pertinent doctrines. Miss Mossé rightly notes that the theory of economic 
crises has not been systematically treated by Marx and has been the source of 
confusion and discord among his disciples. According to her interpretation, 
there is nothing fatalistic about the Marxian analysis: “It implies both the 
liberty and the responsibility of man confronted with the evolution of society. 
Capitalism will not collapse by itself in a purely mechanical way: it is the 
conscious will of men, conditioned by their surroundings, . . ~ that will bring 
about the breakdown of the system ...” (p. 134). 
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In the statistical portion of her study Miss Mossé deals separately with the 
general indices of economic growth and the transformation of the textile in- 
dustry. She admits that French nineteenth-century statistics are woefully 
inadequate, lacking in precision, and contradictory (p. 226), but she holds 
nevertheless that the forbidding tables, charts, and graphs which clutter her 
pages serve a useful purpose, a contention that some of her readers may hesi- 
tate to accept. The Marxian analysis, according to Miss Mossé, “constitutes 
for the economist—theoretical or practical—an extremely precious intrument 
of research and action in dealing with economic developments. It gives him 
the sense of the possible” (le sense du possible), She admits that Marx “did 
not say everything on the problem of growth of a capitalist economy” (p. 224), 
but she has no difficulty in makinng up these deficiencies by drawing on the 
writings of Lenin and Stalin who are to her the ultimate authority. 

The most striking conclusion which emerges from Miss Mossé’s statistical 
investigation is that the economic status of the French workingman has de- 
teriorated throughout the nineteenth century. This generalization is, of course, 
in agreement with the Marxian theory of the impoverishment of the working 
class, but it runs contrary to the view prevalent in French economic literature 
which Miss Mossé ignores. Emile James, under whom Miss Mossé wrote her 
study, states in his preface that he “‘refuses to believe that the masses of the 
French workers are more miserable (plus misérables) today than they were in 
1850.” It is unlikely, however, that Miss Mossé would follow his suggestion “to 
go beyond” (dépasser) Marx. Her Marxist-Leninist orthodoxy is as unbending 
as it is ardent. 

MICHAEL T., FLORINSKY 

Columbia University 


Business Fluctuations 


Business Forecasting in Practice—Principles and Cases. By A. G. ABRAMSON 
and R. H. Mack. (New York: John Wiley and Sons. London: Chapman 
& Hall. 1956. Pp. xiii, 275. $6.50.) 


Perhaps, as the authors might put it, we don’t know enough to write trea- 
tises on “principles” of business forecasting. Certainly the reader will question 
part of the title, for “principles” are notable by their absence. Cases, yes— 
six of them—are described in some detail, but nowhere can the reader, dis- -sm 
cover “principles.” * 

The authors undertook, in preparing this volume, to satisfy two objectives, 

“to give the reader specific information on how forecasts are prepared, in- 
cluding the techniques and reasoning by means of which forecasters reach 
conclusions from available data,” and to “indicate how existing studies of 
business cycle causation could be utilized more fully.” The first objective is 
served by the six cases, the second is served not at all. Causal explanations 
are nowhere to be found. 

Chapters 1 and 2 purport to set the stage, to provide an essential background 
against which the cases presented in the subsequent six chapters may be 
understood and evaluated. In 36 pages the reader is treated to a “survey” of 
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business cycle theory—profit expectations, psychological theories, monetary 
theories, monetary and nonmonetary overinvestment theories, over- and under- 
consumption theories, innovation tkecries and Keynesian analysis are de- 
veloped. The upshot of this review is that “responsible and accepted students 
of the problem have arrived at different explanations—and they may all be 
right.” Fortunately, responsible students have other surveys upon which to 
base their knowledge of cyclical causation. 

Chapter 2’s objective is “to present a description of the method or techniques 
currently in use among business forecasters.” “His is not an exact science,” 
state the authors (one wonders as to the nature of sciences and arts) and 
“forecasts are still estimates about which no one can be sure.” Techniques are 
divided into three, possibly four, basic groups: the mechanical, the causal, 
and those that assume that individuals must plan ahead. The fourth appears 
to be a technique involving the gathering of opinion. 

Happily, the cases offered as illustrations do indeed describe some sources 
and procedures utilized by businessmen in preparing forecasts of aggregate 
business activity. Their quality is far from uniform, but all do provide grist 
for the mill of those responsible for the formulation of business policies that 
depend directly on estimates of future aggregate business activity. Many will 
find the data sources described to be very useful. Especially well prepared was 
the chapter entitled, “Business Review and Forecast” by Kenneth D. Ross. 

The sketchy discuszion of procedures, even in the case materials, for relating 
forecasts of aggregate business activity to forecasts of specific industry or busi- 
ness series, together with the disappointing coverage of the subject of cycle 
theory and aggregative economics, serve to justify a prejudice of this reviewer. 
These two requirements for business -orecasting are sufficiently complex to 
deserve treatment too extensive to be incorporated in a single, average-size 
college textbook. Certainly more adeguate and more satisfying materials 
covering these two subjects can be drawn from more specialized books and 
articles which have less ambitious objectives but which treat these subjects 
more exhaustively. 

PHILIP NEFF 


University of California, Los Angeles 


— « Money, Credit and Banking; Monetary Policy; 
Consumer Finance; Mortgage Credit 


Financing Goods. By ALBERT G. SwEETSER. (Newton Highlands, Mass.: 
Author, 160 Lincoln St. 1956. Pp. xiv, 509.) 

This is a highly specialized book dealing with the institutions, techniques 
and mechanics of borrowing for the purpose of carrying merchandise inven- 
tories. The author’s aim is not to present a rounded treatment of the areas 
usually covered in the standard books on business or corporation finance. It is 
rather to familiarize the reader with the details of practices and procedures, 
forms and documents involved in day-to-day borrowing operations. It is com- 
pletely “practical,” institutional, and legalistic in its approach; and in its 
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complete coverage of a small segment of the field of private finance it is 
something like a handbook or series of monographs held together by the 
central idea of inventory finance. 

After a brief introduction that deals very lightly with the determinants of 
goods-capital requirements, the author devotes several chapters to unsecured 
sources of credit, such as open book accounts, bank borrowing, advances by 
customers and agents. But over four-fifths of the book is concerned with the 
practical and legal intricacies of secured short-term credit. No less than 305 
pages are devoted to loans secured by goods in the possession of lenders, and 
an additional 144 pages to loans secured by goods in the possession of bor- 
rowers. Under the first come such topics as possessory liens, collateralized bank 
loans, endorsements and guarantees; followed by no less than seven chapters 
on warehousing and warehousing loans, replete with detail upon detail. Under 
the second category of secured loans (on goods in possession of the borrower) 
real estate mortgage security is touched upon and chattel mortgages, trust 
receipts, and loans by sales-finance companies are treated in some detail. 

The author has a penchant for documents and forms, and there is a formid- 
able array scattered throughout the book, reproduced, as is the text, by the 
offset process. These forms add realism but interfere with easy reading. One 
warehousing document takes 10 pages (293-302) and is exceeded only by a 
commodity loan inspection report form covering 15 pages (374-388)! Much 
of this material was obtained by direct correspondence with institutions, and 
according to the author more than 100 banks provided some type of credit 
form. Other concerns such as warehouses, sales-finance companies, etc., sent 
in many more. 

The author’s style is direct and clear. This reviewer found the book informa- 
tive and, as far as he can judge, competently done. But the plethora of techni- 
cal detail is at times almost overwhelming. Although questions at the end of 
each chapter suggest its possible use as a textbook, it is likely to be too highly 
technical and detailed for any but the most specialized courses in the practical 
aspects of merchandise financing. It could possibly be used for reference pur- 
poses in courses where students need to know more about basic commercial 
documents and practical details. And it is a useful handbook for those in the 
fields of banking and finance who want an easy reference source for forms, 
procedures and legal details in this important, though limited credit area. 

CHELCIE C. BosLano 

Brown University 


All India Rural Credit Survey. Report of the Committee on Direction: Vol. I, 
The Survey Report, Part I, Rural Families. (Bombay: Reserve Bank of 
India. 1956. Pp. x, 1067. Rs 9.) 

In the December 1955 issue of this Review, P. T. Ellsworth reviewed Volume 
II of the report on this Survey, which consisted of the recommendations of the 
Committee. Volume I is being published in two parts, Part I dealing with the 
use and users of credit in the rural villages, and Part II with the supply and 
suppliers of rural credit. Volume I, Part II, will be the last number in the 


1032 THE AMERICAN ECONOMIC REVIEW 


series. Volume III, called “The Technical Report,” describes the technique of 
the Survey and presents the major statis-ical findings. 

The field work on this Survey was begun in October 1951 and concluded 
in the following June. The tabulation and analysis was largely completed by 
August 1954, and a summary was releasej in June 1955. Apparently it was 
deemed important to announce the recommendations as soon as possible so 
as to get needed action under way. It is nry understanding that legislation in 
line with these recommendations has already been enacted. 

Economists generally will of course be interested in the findings of this 
Survey, but this reviewer is more intrigued with the undertaking itself and 
how it was carried out. This Survey is a striking manifestation of the strong 
interest which the leaders of India nave in mass information about their 
country. Of course they have periodic censas data on the usual subjects, but 
better and more ccemplete than that cf mest countries at the same stage of 
economic development. In addition, an ex:ensive national sample survey is 
conducted each year under a private contract with the Indian Statistical 
Institute. The results are in the usua- form of totals and particularly averages 
by area and a considerable number of other groupings. The All-India Rural 
Credit Survey was conducted in 75, or 1 out of every 4, “districts” in India. 
Then 8 villages were selected in each of the 75 districts, 4 with cooperative 
credit societies and 4 without. A “General Schedule” was used with all the 
families in these 6CO villages. From these families, 15 “cultivating families,” 
that is, families farming more land than a garden, were selected for much 
more intensive inquiry as to farm assets, 2rganization and operation, and 
business transactions including loans and repayments. These 15 families were 
selected by stratifying all the cultivating families by deciles according to 
amount of land cultivated and choosing 2 from each of the upper 5 deciles 
and 1 from each of the lower 5. The Report is careful to explain, however, 
that averages for a district obtained by combiaing the returns for the 8 villages 
chosen may not truly represent the district, since the villages were chosen to 
represent the different major sets of conditions in the district. It is most im- 
portant that these sets of conditions be known and understood. The same 
must be true for the 75 districts out of the 302 in India. Averages for the 
particular villages will represent the villages, since all families were enumer- 
ated, but not the averages for the 15 families intensively surveyed. It is inter- 
esting, for one who has done some work with Indian materials on Indian 
economic problems, to observe this much of am escape from random sampling. 

The chapters in the report deal successively with the outstanding debt of 
the cultivator and other families, the growtk of debt during the year, the 
trend in indebtedness since the Provincial Banking Enquiry Committee re- 
ported on it in 1929-30, the borrowings and repayments, family borrowings 
for other than food, capital expenditures and formation, gross savings, current 
farm operations, credit requirements and atility to obtain loans, and the flow 
of funds among the different groups. 

The outstanding debt of the 127,343 rural families surveyed averaged 
Rs283, and of the cultivator families Rs364. For the cultivating families as 
a whole, the outstanding debt was only 5.1 per cent of total assets for the 5 
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upper-decile groups, and 8.7 per cent for the 5 lower-decile groups. The 
borrowings in the year of the Survey averaged Rs210 for the cultivators, 
ranging from Rs111 for the small to Rs173 for the medium, to Rs357 for the 
large and Rs528 for the “big.” Put together, these two sets of figures reveal the 
act that the cultivator families that borrow live from year to year in good 
part on borrowed funds. They have to borrow to grow their crops and feed 
and clothe their families during the growing season. The high interest rate, 
from 25 per cent up, is in large part what keeps them from getting out of 
debt. The comparison with the 1929-30 report shows that conditions have 
been altered very little in this respect. Some of the families, however, manage 
somehow not to borrow—-31 per cent of the cultivators were not in debt at the 
time of the survey interview—or are unable to borrow. It is these circum- 
stances, of course, that keep the borrowings down to what looks, to one 
in Western Europe or the United States, like such a low fraction of total assets. 

This makes pertinent a question as to the description in the Report of 
the study of villagers’ borrowings as a survey of the “demand” for credit. 
Of course the information obtained is no more a reporting of what economists 
mean by demand than would be a reporting of family expenditures in 1956 
on woolen goods would be a reporting of the demand for woolen goods in that 
year, The information obtained. does, however, contribute importantly to a 
realization of the nature of the demand. 

For example, it is highly revealing to learn that 47 per cent of the borrow- 
ings of cultivator families are for “family expenditures,” and that the 42 per 
cent for farm expenditures was divided 31 per cent for capital expenditures 
and 11 per cent for current expenditures. The noncultivator families’ borrow- 
ings were 70 per cent for family expenditures. The family expenditure bor- 
rowings of the cultivator class were 37 per cent for clothing, shoes, bedding, 
etc., 17 per cent for construction and repairs of the house and other buildings, 
and 28 per cent for marriage, death and other ceremonies. 

All these and similar data are reported in tables with the cultivator families 
by districts classified as big, large, medium and small. A large part of the 
report is occupied with tables of this sort. There is no differentiation in these 
tables, however, by individual villages, nor between those with cooperative 
credit societies and those without. 

The information in this Report will be of considerable guidance value in the 
development of a rural credit program for India. The question is pertinent, 
however, as to whether it would not have been a more efficient use of resources 
to have limited this survey to a minor fraction of its present dimensions, and 
to have used the rest of the survey resources in assembling, unit by unit, the 
particular data needed to implement the credit program adopted as it moves 
forward. 

Also one must say that after all the information in this Report is merely 
as to how the present rural credit system is working out with the families. 
There is little to indicate how alternative systems might work out. To illus- 
trate, a project just now getting under way in India indicates that, for a set 
of 6 representative case-study farms in 2 districts in Uttar Pradesh averaging 
6.9 acres of cultivable land and 3.3 workers per farm, an addition of Rs321 
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cash expenditures per farm, mostly spent on fertilizer and seeds, would add 
Rs1219 or 77 per cent, to the gross value of output per farm. With this kind 
of farming and the kind of cooperative credit societies now operating in the 
Philippines, the demand for credit in these two districts could multiply several 
times. | 


Joun D. BLACK 
Harvard University 


Introduction to Money. By Honor Croome. (New York: Barnes & Noble. 
1957. Pp. viii, 209. $2.20.) 


In fewer than 200 pages, Mrs. Croome, formerly on the staff of the Econ- 
omist, succeeds in skillfully introducing the general reader to many of the 
basic concepts connected with the subject of money. As the book is addressed 
to a British audience, most of the background references are to English eco- 
nomic history and institutions, and no less than a fourth of the text is devoted 
to international currency and trade problems. 

A survey of the nature and development of modern money leads into a dis- 
cussion of contemporary financial institutions, particularly the commercial 
banks and the Bank of England. Beginners might have welcomed a more 
extended discussion of that baffling subject, the deposit-creating activity of 
banks. The heart of the book, the section on monetary theory and policy, 
simplifies without misleading. Causes of change in the value of money are 
discussed under the categories: (1) the supply of money; (2) the supply of 
goods, and (3) liquidity preference. Repercussions of changes in the value 
of money on different groups in the economy within the framework of existing 
institutional responses are traced and tke need for a monetary authority 
pointed to. Keynes’s General Theory is irterpreted as focusing on the defla- 
tionary tendencies of modern capitalist economies. 

Mrs. Croome suggests that the proper aim of monetary policy is the highest 
attainable level of activity which would not necessitate direct controls or 
precipitate an “undue” inflation, undue bzing a rate “which shows signs of 
accelerating” (p. 123). A review of the various instruments of monetary and 
fiscal policy concludes with the observation that “Because the steered economy 
cannot be held to a hairline course, it must keep that much further away from 
the ditch towards which its natural bias pulls it—the ditch of inflation” (p. 
141). | 

The author departs from her usual practice of cautioning the reader that 
a certain point is a matter of controversy among economists when in discussing 
the 1920’s she refers to the world’s inadequate gold stock and to “a tendency 
towards deeper depressions and less prosperous booms” in the preceding half > 
century (p. 109). The statement that in the late 1930’s nobody could get 
gold for American dollars (p. 164) overlooks an important feature of our gold 
policy. Nor was it the case that the 1949 devaluation of the pound was in 
disregard of the International Monetary Fund (p. 186). 

The beginner whose appetite has been whetted by this lucid introduction, 
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will find well-chosen suggestions for further reading. A few of the titles would 
not interest the American student. 
BENJAMIN J. KLEBANER 
City College of New York 


Public Finance; Fiscal Policy 


Financial Policy 1939-45. By R. S. Savers. (London: H.M.S.O. and Long- 
mans, Green. New York: British Information Services, distributor. 1956. 
Pp. xv, 608. $6.75.) 

This admirably written volume is one of the Civil Series, edited by Sir 
Keith Hancock, in the British History of the Second World War. It is based 
largely on official papers, primarily those of the Treasury, but it also benefits 
enormously from Professor Sayers’ own skill in weaving together and inter- 
preting the vast masses of materials covered. The unwillingness of the authori- 
ties to allow publication even today of some of the critical figures (p. xii) 
does not seem to have done substantial damage. 

The study has three important characteristics which at the same time are, 
in a sense, serious limitations. First, it is largely concerned not so much with 
the content of policy as with the formation of policy: not so much with what 
was done and what results followed, as with how and why particular views 
came to be adopted and particular actions taken. Unless one already knows 
the sequel, it is at times like reading a mystery novel which tells why the 
murder was arranged but not, except inferentially, whether it ever really took 
place. It is a study in the politics of economics, but there is little explicit eco- 
nomic analysis as such. Second, the formation of policy is itself presented 
almost entirely from the point of view of what happened in London and what 
London knew at the time. This is an understandable procedure, but its con- 
sequence is that in the chapters dealing with international problems the 
motivations of other nations are sometimes, and inevitably, misinterpreted. 
The informed American reading the chapters on Lend-Lease, for example, 
is often moved to vehemently restrained comments beginning “Yes, but don’t 
you see that... 1” Third, there is a marked paucity of statistical data in the 
text, only partly made up for by the appendices, This is in the main a reflection 
of how the Treasury actually worked. The war-time Treasury official was often 
and perhaps usually brilliant, but in a sense he was, as Sayers remarks, “træ 
ditionally the very shrewd amateur” (p. 379), not a seed-bed or a processing 
machine for statistics. The reader is explicitly and very fairly forewarned of 
these various characteristics in the preface, but they still plague him to the 
very last page. 

British financial policy in the war had two rather different components, in- 
ternal and international. In wartime the two are perhaps more nearly separa- 
ble than in times of peace, but there must surely still have been many connec- 
tions between them. Yet at most points they are here presented as though they 
were two independent sets of phenomena. The explanation is perhaps that 
much the same groups of men must have influenced the formation of the main 
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lines of policy in both areas, and have taken the central decisions; and that 
the actual existence of the cross-connect:ons was hence inherent in the opera- 
tional set-up itself. The outside reader, however, sometimes feels puzzled by 
the apparent compartmentalizatioz. 

The great problems of internal financial policy, which occupy roughly the 
first half of the book, were two: first, to get both the people at large, and many 
oversanguine officials of government itself as well, to realize how gigantic the 
task of carrying on the war was going to be; and second, of devising means to 
raise the necessary sums without serious contemporary inflation. During the 
first two years, of the “phoney war,” it was somehow thought that shortages 
of raw materials would soon hamstring tae Germans; and this optimism was 
reflected in the relatively moderate (by nindsight) increases in taxation and 
the reliance on “voluntarism” with respect to bond sales and other matters. 
The German invasion of Norway and Denmark, the fall of France, and Dun- 
kirk brought a rude awakening. Happily the intellectual ground had been 
largely prepared by Keynes’ celebrated articles on “How to Pay for the War.” 
Even his arithmetic was largely accented, and the general form of the 1941 
budget, once hammered out, was not matezially altered for the rest of the war. 
Overt inflation was avoided. Sayers’ acccunt of all this is clear, often dramatic. 
But one misses any substantial appraisal of the simultaneous problems of re- 
pressed inflation, of the distribution of the “real” burden of financing the war, 
and of the heritage left for the postwar period. 

International firancial policy was a far more complex thing, partly from its 
very nature but partly because Britain kad different attitudes toward and 
arrangements with almost every country. Moreover, whereas internal policy 
proceeded with assurance after 1941, international policy was an unending 
series of desperate struggles and hair-breadth escapes from catastrophe: strug- 
gles to keep armaments, materials and food flowing in; to maintain the eco- 
nomic functioning of the Commonwealth and the wider sterling area; to cope 
with the ominously swelling sterling balances and the constant threat of foreign 
exchange depreciation; and to save at leas: a little from the wreckage of the 
pre-1939 economic empire with which to make a new start after the war. These 
chapters are among the most gripping and most illuminating of all the pub- 
lished chronicles of the war. 

A considerable portion of them is naturally devoted to relations with the 
nited States. The thing that stands out here with painful clarity, however, 
at least to any American who had much ccntact with the other end of some 
of the same problems, is that despite enormcus effort and good will the British 
and the Americans involved never wholly succeeded in understanding one 
another’s standards and objectives. The British wished to regard the Lend- 
Lease and Mutual Aid arrangements as meaning, at bottom, financial pooling. 
We did not. Even apart from the tortuous problems of relative standards of 
living and of the “essentiality” of Lend-Lease exports (problems which are 
hardly mentioned), we regarded Lend-Lease as being basically a provision of 
marginal supplements, to be made only ajter the British had pretty well ex- 
hausted their own resources at each point în time. Again, they thought we 
should in effect compensate them for ai least some of the enormous and crucial 
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burdens they had carried before Lend-Lease began. We disagreed, tending 
rather to the view—however unreasonably—that the earlier phases of the con- 
flict had been none of our affair. Again, we were waging war in two major 
theatres, not in one alone, but the British never seemed to grasp the extent 
and effects of our economic and emotional pre-occupation with the Pacific. 
Many of our own officials, in turn, did not understand the defense for, and 
mistrusted, British concern over the postwar economic situation and their 
consequent urgent desire to maintain a reasonable volume of export trade even 
in wartime. The bitterness over the Export White Paper, the mutual suspicion 
and conflicts over South American markets, and the maddening American de- 
mands that Lend-Lease be cut whenever British hard-currency reserves in- 
creased a bit, were inevitable but almost tragic results of all this. The brutally 
sudden termination of Lend-Lease after V-E Day, against which many Ameri- 
can officials protested at the time, was simply part of the same pattern. 

Sayers sets out the British side of these struggles with great objectivity, and 
indeed with remarkable insight into at least a good deal of the American atti- 
tudes (often themselves only partly conscious); the passages beginning on 
page 376 are admirable. In the main, also, his presentation seems to me con- 
vincing. Even apart from considerations of whatever one may wish to describe 
as “justice,” and in terms merely of American self-interest, the postwar history 
of trade discrimination and of the urgent need for loans and renewed aid 
strongly suggests that in the long run a more generous Lend-Lease policy would 
have been cheaper for us, and might well have led to a much earlier solution 
of the problems of postwar reconstruction. 

James W., ANGELL 
Columbia University 


Studi di scienza delle finanze e diritto finanziario. Vols. I and II. By BEN- 
VENUTO GRIZzIOTTI. (Milan: A. Giuffrè. 1956, Pp. xl, 521; xin, 585. 
L. 3.000 each volume.) 

These volumes collect the independent essays of the late Professor Griziotti, 
one of the classical scholars in the Italian tradition of public finance. The 
separate contributions date from 1908 to 1954, and they cover a wide variety 
of subjects. Luigi Einaudi contributes a preface to Volume I. The late finance 
minister and author of the Vanoni plan for Italy’s economic development, Ezio 


Vanoni, a former student, contributes a preface for Volume II. A complete 


bibliography of Griziotti’s work appears in Volume I. 

Griziotti was born and reared almost within the shadows of his beloved Uni- 
versity of Pavia where he was-educated and where except for a very brief 
period, he did all of his work. He was instrumental in the efforts to preserve 
for public finance its status as an independent branch of scholarship in Italy. 
To Griziotti, the study of public finance must begin with a recognition of the 
separateness of the subject-field itself, and the study must encompass the vari- 
ous academic disciplines as they are relevant. He continued to oppose those 
who would reduce finance theory to applied economics, and he emphasized the 
importance of the politico-legal aspects of financial problems, Tn some respects 
he was close to the American institutionalists, notably Commons. 
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Although he was interested in the practical value of the study of public 
finance, there was little of the welfare econ>mist in Griziotti. He deliberately 
refused to construct norms for the distribution of the tax load or for the rela- 
tive share of resources to be devoted to colective uses. The requirements of 
the state were to be accepted as data, and fimance theory constituted the analy- 
sis of the fiscal structure to determine if these requirements are met in accord- 
ance with widely accepted ends of the social group. This positivistic approach, 
however sterile it may have proven to be, justified Griziotti’s defense of public 
finance as a science. 

The problems of tax capitalization and the comparative effects of taxes and 
public loans have toth been important topics in Italian fiscal theory. Space 
permits only brief discussion of Grizictti’s contribution to each of these. In an 
article written in 1918, he tried to refute the widely accepted doctrine that 
taxes can be capitalized only in so far as they are partial; that general taxes 
cannot be capitalized. This view, associated at that time with Seligman and 
Adams in the United States (and recently advanced anew by Stockfisch) holds 
that a general tax will reduce both the rate of return and the rate of capitaliza- 
tion and will, therefcre, leave capital values unchanged. Griziotti tried to show 
that the effects of a general tax upon tne rate of interest are not at all certain, 
and that tax capitalization could take place. In this, he supported the more 
articulate argument cf Einaudi, wita the result that essentially “correct” views 
on tax capitalization have characterized most recent Italian work in fiscal 
theory. 

Italian scholars have devoted much attention to the Ricardian proposition 
that extraordinary texes and public loans exert equivalent pressure on the 
economy. De Viti Dz Marco accepted and elaborated this proposition and 
opposed it to the so-called common view that public loans do involve a shift- 
ing of the tax burden to future generations. Griziotti arose to the defense of 
the common opinion in a 1917 article, stating that public debt creation does 
involve a shifting of tae burden forwarc in time. This long essay, if read hur- 
riedly and uncritically by almost any economis: trained within the last twenty 
years, would appear to be sufficient to relegat> Griziotti to the ranks of the 
confused and the unenlightened. But the theory of public debt is urgently in 
need of repair. When the dust of the current neo-Keynesian orthodoxy is finally 
cleared away, this Griziotti essay may zake its place alongside the works of 

—æBastable and Leroy-Beaulieu in helping to re-es:ablish what is, essentially, the 
“correct” classical formulation of deb? theory. 


James M. BUCHANAN 
University of Virginis 


Finances comparées. By H. LAUFENBURGER. (Paris: Recueil Sirey. 1957. Pp. x, 
490, 2.800 fr.) 

The literature of public finance in Eurcpe gives much more emphasis to 
comparisons of tax and expenditure systems of various countries than that 
of the United States anc Great Britain, Finances comparées is devoted entirely 
to this question, presenting a comparison of the systems of government finance 
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in France, the United States, Great Britain and the USSR. Professor Laufen- 
berger, who will retire in-the near future from the chair of public finance. in 
the Faculty of Law at Paris, enjoys a breadth of knowledge of the literature 
and practice of public finance of various countries that is almost unparalleled, 
and thus is particularly competent to prepare a work of this type. In a sense 
ihis is a third edition of a book which first appeared in 1944, but each edition 
has been changed so greatly from the previous as to constitute essentially a 
new book. Particular stress is given to recent developments, proposed reforms, 
and new literature; the material and statistical data are brought well up into 
1956, a remarkable accomplishment for a book which appeared in print early 
in 1957. l . 

The discussion is by no means equally divided among the four countries 
covered. The book is particularly useful to the American reader who wishes a 
survey of the French government financial system, to which greatest emphasis 
is given. However, the summary of the British and American systems is en- 
tirely adequate, and contains only a few minor errors (such as reference to 
a 26 per cent rate on capital gains in the United States). By contrast the dis- 
cussion of the USSR tends to be superficial and is derived almost entirely from 
a few secondary sources. The coverage is in some sections extended to addi- 
tional countries, particularly Italy and West Germany. 

The first part of the book is concerned with governmental budgetary systems, 
with emphasis placed on their relation to the national economic budgets, which 
are reviewed in some detail. The increasing importance of this relationship is 
attributed to the growing role of government finance in the economic system. 
From this discussion there follows an interesting, if not conclusive, analysis 
of the problem of the measurement of the relative tax burden in various coun- 
tries, together with some data for the countries discussed. The role of the 
governments in economic planning is developed, with emphasis on France 
since 1945, and on the intermediate position which it occupies in che field of 
economic planning between the USSR and the Anglo-Saxon countries. ` 

The remainder of this first part is devoted to more technical questions of 
governmental budgeting, with reference to the operation of the systems in the 
various countries, the relative role of the legislative and executive branches, 
the scope of the budgets, deviations from an annual basis, the treatment of 
trust funds and governmental corporations, and particularly the growing im- 
portance of the performance budget. This is attributed primarily to the in-—= 
creasing role of fiscal policy and economic planning. Budget reforms in the 
United States and France in the last decade are stressed. 

The second part is a straightforward comparison of the tax systems of the 
four countries, the bulk of the space being allocated to income taxation, with 
stress on the differences among the various countries, particularly in the treat- 
ment of corporate profits, and the inadequacy of the French personal income 
tax system. Attention is given to the various concepts of income, the treatment 
of capital gains, the general structure of the taxes (single or multiple personal 
taxes, for example), and deductions. The various approaches to the taxation of 
corporate profits are reviewed, as well as reform proposals, including a de- 
tailed analysis of the report of the British Royal Commission on the Taxation. 
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of Profits and Income, and various systems of accelerated depreciation. The 
section on sales taxation surveys this form of tax in the four countries, with 
emphasis on the French reforms in recent years which terminated in the adop- 
tion of the value-added tax. Brief reference is given to excise levies, and to 
state sales taxes ir. the United States. The book contains no systematic treat- 
ment of death duties, property taxes, or highway finance levies. 

The third section of the book is intended only as a summary of the question 
of government debt. In large measure it presents a review of theoretical ques- 
tions relating to the significance of government borrowing and national debt, 
without reference to particular countries; later sections note briefly the bor- 
rowing policies and debt structure of the four countries. 

The author’s approach is more descriptive than analytical, yet the book is 
much more than a bare recital of factual material, largely because the descrip- 
tion is organized in terms of an analytical framework, which gives it cohesion. 
The writing is simple and straightforward, unlike that of some of the author’s 
more philosophical works, which are not easily followed by a person whose na- 
tive language is not French. The author seeks to develop one central thesis, 
namely, that of the similarity of the systems of government finance in the four 
countries, including the USSR; and he concludes the volume with a statement 
that perhaps the similarities of financial techniques may aid in lessening the gulf 
between East and West. This emphasis on similarity has one unfortunate ef- 
fect; the different significance which taxes have in communist and noncommu- 
nist countries is not adequately developed. 

| Joan E. DUE | 
University of Illinois 


Kaufkraftibertragungen durch 6ffeniliche Finanzen—Ein Beitrag zur Theorie 
und Statistik der fiskalischen Einkommensredistribution. By GERHARD 
Ersner. (Winterthur: P. G. Keller. 1956. Pp. xvi, 128.) 


“Monetary transfers through public Gnance, a contribution to the theory 
and statistics of fiscal redistribution of income” is a doctoral dissertation, 
written under the distinguished ‘supervision of Professor W. Bickel of Zürich 
University. The book is a synthetic review and evaluation of doctrines and 
statistics of income redistribution. 

The first chapter, on the concept and process of redistribution, is the least 
satisfactory of the bcok. The author fails to identify clearly the notion and 
forms of income transfer. Some perplexing statements mar this introduction, 
e.g., the statement that the contribution of the State to national income is 
equal to the difference between its “real” (7.e., nontransfer) expenditures and 
its “real” receipts, or tp the deficit of the nontransfer account. 

In the statistical part, the author reviews the investigations made in Great 
Britain by Colin Clark, T. Barna, F. Weaver, A. Peacock and P. R. Browning; 
in the United States by C. Stauffacher, A. Conrad, R. Tucker; in Denmark by 
K. Lemberg, N. Ussing, F. Zeuthen; and in France by H. Brochier. These 
studies all concern the redistributive effects of fiscal policy. The author’s most 
original contribution is an attempt to compare internationally the results of 
the inquiries, by means of a set of coefficients. This leads to the following 
conclusions: (1) In the United Kingdom as well as in the United States, the 
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ratio of total fiscal revenues to national income is increasing; (2) The redistrib- 
wzive potential, or the extent to which total income can be further equalized 
vertically, is declining; (3) The income equalization effect of taxation and 
public expenditures is rather constant through time, and much the same in 
the United Kingdom and in the United States: only 20 to 30 per cent of pub- 
lic expenditures accrue to income groups which have not contributed their 
integral share of them; (4) The net redistribution of income is increasing in 
koth countries, not because of the greater progressivity in taxation and benefit 
scales, but because, with proportionately similar scales, a larger share of na- 
tional income passes through government. 

In the second part of the book, the author looks into economic doctrines for 
justifications of income redistribution. He surveys Benthamian utilitarianism, 
Paretian objections to interpersonal comparisons of satisfactions, and Keynes- 
lan oversaving worries. This excellent study of the history of thought leads 
to the conclusion that the extensive redistributions achieved by modern gov- 
emments are not sustained by any solid or unchallenged economic theory. The 
foundations of redistributive policies in democratic countries are rather to be 
- sought in ethical and religious ideas that are as old as humanity. 

It may be regretted that the impact of redistributive policies upon economic 
efficiency has hardly been hinted at. But even with its narrow scope, this book 
is a helpful contribution for those who look for an introductory survey of the 
subject. 

Rocer DEHEM 

University of Montreal 


International Economics 


A Proposal: Key to an Effective Foreign Policy. By Max F. MIŁLLIKAN and 
W. W. Rostow. (New York: Harper & Brothers. 1957. Pp. xi, 170. 
$2.75.) 

The heart of this book is the proposal that the United States, in coopera- 
tion with other developed countries, should assure every underdeveloped coun- 
try that it can have as much capital as can be used productively. The authors 
argue for their proposal on two grounds. First, the “most pressing interest [of 
the United States] is to help the societies of the world develop in ways that 
will not menace our security—either as a result of their own internal dynamics 
or because they are weak enough to be used as tools by others” (p. 39). Per- 
suasion toward this goal is a weak tool, and political intervention is likely to 
backfire. The United States should rely on effective economic support, neutral 
with respect to political issues, as its means—not particularly to recruit ex- 
plicit “allies,” but to develop political responsibility within the developing 
countries. “Under modern conditions some improvement in the standard of 
living, while not enough by itself, is . . . a necessary condition for the develop- 
ment of stable and peaceful societies, and for the survival of democratic in- 
stitutions” (p. 25). Such societies will not threaten U. S. security. 

Second, the United States is easily able to meet its reasonable share of such 
a program. The authors estimate the amount of additional capital that could 
be productively absorbed by the underdeveloped countries at $2.5 to $3.5 
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billion a year. The recent (1953) rate of flow of investment into these areas 
was about $3 billion, of which $1.3 bil‘ions came from Europe, and $1.7 bil- 
lions came from the United States. Suppose that practically all the added 
capital. flow came from the United States. Then our contribution would rise 
from $1.7 billions to $4.2 or $5.2 billions, or from 0.4 per cent of our current 
gross national product to 1.0 per cent or 1.2 per cent. Actually they think the 
maximum probabile burden on the U. S. Treasury would be no more than $2 
billion a year, over 80 per cent of which would be loans. 

. How do the authors obtain their estimate of $2.5 to $3.5 billion a year 
additional absorptive capacity for external capital? They apply a rough pat- 
tern, already presented by Rostow elsewhere and summarized in Chapter 5, 
that economic growth takes place in three stages. In the first stage, the pre- 
conditions of growth—in peoples’ attitudes, in organization, and in capital 
facilities—are set up. Absorptive capacity for capital is low. In the second, 
the forces for progress become decisive: average and (especially) marginal 
Savings expand, kev industries burgeon and earn profits which are reinvested, 
businessmen (private or public officials) become conspicuous, new techniques 
spread. Demand for foreign capital reaches its maximum. India is now proba- 
bly in this stage; Indonesia will be in a “ew years; certain parts of Africa, in 
a decade or more. In the third stage, grcwth is continuous if fluctuating, do- 
mestic savings grow abundant, and the reed for foreign capital falls. 

For all underdeveloped areas save Latin America, the authors assume that 
the maximum additional absorptive capacity for foreign capital (to be reached 
about three years aiter the program is begun) will be 35 per cent of what gross 
capital formation was in 1953 (p. 156—rot 30 to 50 per cent, as erroneously 
stated on p. 99). Fo: Latin America, the percentage applied is 14. These rough 
percentages assume that the former areas are, or in only a few years will be, 
largely in stage 2, and that some main Latin American countries are coming 
into stage 3, where domestic savings increasingly replace the need for foreign 
funds. 

With this maximum capital inflow of $3.5 billion a year, and assuming a 
“conservative”—that is, a kigh—marginal net-investment-output ratio of 3:1, 
they estimate that there would result a ger capita income growth of 1 to 2 
per cent a year. 

As qualifications to a generally very favorable reaction, I would list the 
following: (1) The authors believe that consumption cannot be reduced in 
underdeveloped countries in order to free resources for investment, “‘since their 
populations are at the margin of subsistence” (p. 97). The obviously large 
variations in average real income in these creas make one wonder what mean- 
ing can reasonably be given to “margin of subsistence.” In many an area the 
flow of resources into consumption could de cut considerably without a rise 
in mortality rates. I have been impressed in Ceylon by the fact that calories 
could be obtained by zhe population in the form of casava at a fraction of their 
cost in the form of the preferred food, rice—in recent years, at as little as one- 
sixth or one-seventh. I think the main, and sufficient, arguments against cutting 
consumption are different—the costs of changing peoples’ habits and the effects 
on incentives. (2) The data on income, income growth, and investment are of 
course subject to wide error. The marginal net-investment-output ratio, as- 
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sumed for the underdeveloped areas as a whole to be 3:1, in particular deserves 
a suspicious stare. The 2.3:1 figure of India’s second five-year plan, used by 
the authors as a benchmark, appears now to have been much too low; probably 
3:1 would also be clearly low, by India’s current experience. Hence, per capita 
income growth may well be appreciably lower than the authors estimate—and 
lower still if rates of population growth (p. 155) rise beyond expectation. (3) 
The criteria recommended (Ch. 7) for assuring that capital “will be produc- 
tively used,” do just that—and that is not enough. The aim should be that 
resources flow into channels of maximum productivity—not just that they are 
not wasted. One misses sharply here the notion of a schedule of priorities, in 
which projects are ranked in accord with their investment return—return be- 
ing appropriately defined and qualified by social considerations. 

These are minor qualifications to the unmistakable excellence of the book. 
It is well organized and well reasoned, tempered in its evaluations, very reada- 
ble and sometimes eloquent. It is a useful contribution in the good tradition of 
political economy. 

THEODORE MORGAN 

University of Wisconsin 


Problems in the International Comparison of Economic Accounts. Studies in 
Income and Wealth, Vol. XX. (Princeton: Princeton University Press, for 
National Bureau of Economic Research. 1957. Pp. x, 406. $3.00.) 


The six papers and comments of fourteen economists in this volume deal 
with a variety of problems of national income, balance of payments, index 
numbers and international comparisons of economic quantities. Only a selec- 
tion of these are discussed here. 

Morris Copeland seeks a system of accounts adaptable to the needs of all 
nations. He suggests that it be built upon tables of gross national product em- 
phasizing separate treatment of the corporate sector, inclusion of the financial 
components of savings of all sectors, subordination of savings and depreciation 
accounts for noncorporate sectors and elimination of the national income con- 
cept. 

Important advantages of this approach are: The emphasis on lending and 
on real investment rather than on savings facilitates the elaboration of the 
accounts into money-flow and balance-sheet studies. The streamlined treatment 
of noncorporate sectors aids the simplification of accounts where necessary,” 
since income items and also product entries may be combined without depreci- 
ation and savings complications. Finally lending is a cleaner, more objective, 
measure than savings, and more significant from the Keynesian standpoint 
which stresses the effects on demand of financial behavior rather than of sav- 
ings per se. 

Gerhard Colm believes that solution of the problems of measuring govern- 
ment product is implied in the distinction between production and consump- 
tion. Products such as services of the armed forces, which are substitutes for 
consumer goods whether the choice is made politically or individually, are 
final products. Products such as services for business, that are complemerttary 
in production, are intermediate. The problem of placing values on government 
products is handled similarly in terms of substitutability of products. If a 
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method of valuation makes a dollar of government product the alternative to 
output of a dollar of other final product, it is correct. Thus Colm finds that 
services of capital goods owned by governments should be counted in national 
product, and that the valuation of gocds in national income should include in- 
direct taxes. The argument is sound, but would benefit from distinction be- 
tween substitution from consumer and producer standpoints. 

Marilyn Young has provided excellent detailed explanations of the compu- 
tation of the government accounts by the Office of Business Economics and of 
the relations of these to government budgetary data. Particularly valuable is 
the information on accrual concepts used in timing receipts and expenditures. 
Most impressive perhaps is the explanation of how accounting for passage of a 
Navy ship through the Panama Canal is accomplished, a problem which would 
strain the most hard-bitten statistician. 

Herbert Woolley presents an 11 by 11 matrix of international transactions 
for the year 1951. Each entry is the exports in dollars of one of the eleven 
areas to another. In reconciling data, Woclley has found that asymmetrical 
treatments by countries of area definitions—particularly for foreign-flag ship- 
ping and for oil company transfers——cause serious discrepancies, These prob- 
lems and revealed patterns of world trade are bases for interesting discussions. 

Goods compared between times or places usually show modifications of 
specifications. Index-number compilers assume that price changes of artificially 
selected goods measure those for other goods. This can be justified by assump- 
tions regarding the substitutability of outputs in the production process. 
Dorothy Brady and Abner Hurwitz appear to be examining this approach, but 
they are also experimenting with an alternative based on substitutions in a 
consumer’s preference function. If commodities have similar demand curves 
of unit elasticity, the Paasche and Laspeyre price indexes are related so that 
the relative difference of the indexes equals the covariance of price relatives of 
individual goods and the reciprocals thereof. Since this is negative, the Paasche 
index is below the Laspeyre index to a degree, depending mainly on the dis- 
persion of price ratios among commodities. The writers attempt to apply this 
result by observing that arbitrary matching of goods will increase the disper- 
sion, since the price ratios will depend upon the choice of physical units used 
for measurement. This is not very successful, but the general approach is 
promising. 

Irving Kravis considers the proklem cf comparing production and income 
aggregates of countries of different cuiture and institutions and particularly 
the problem of imputing the values of services not entering the market. To 
determine whether or not a nonmarket activity is product or consumption— 
work or play—one may consider the effects of rates of pay, using an elasticity 
coefficient expressing the change in time spent on any activity produced by 
change in rates of remuneration. The rule is this: 


Since economic activittes are sensitive to changes in reward in alternative 
activities, they are characterized by high time-allocation elasticities. On 
the other hand leisure-time activities, which do not respond readily to 
possibilities of gain in other activities have low time-allocation elasticities 
(p. 379, author’s italics). 
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The usefulness of the rule is doubtful. If rates of pay go up, one may give up 
horseshoes for golf. Possibilities of substitution anong leisure activities render 
them sensitive to rewards. 

This problem would be clearer if defined in terms of economic theory. The 
traditional basis of value theory, that of alternatives, provides a theoretical 
solution of imputation problems. Household activities for which nothing would 
be paid to others for performance, such as sleeping and making love, are leisure 
activities. Others, such as housecleaning and nonworking time itself, for which 
something would be paid, have value at prices somewhere below the costs of 
purchase of such services in the market. Statistically this is difficult, theoreti- 
cally not. This problem, involving choices actually made by individuals, repre- 
sents one type of problem of international comparisons. Other problems arise 
when artificially conceived comparisons are sought, such as consumer behavior 
of transported persons, production under altered circumstances of tastes, trade 
barriers, population and the like. 

The general impression of the volume may be stated in such terms. Mean- 
ingful answers to arbitrary questions of comparisons can probably be given 
when the questions are well defined. The workings of the economies themselves 

+ provide answers to other questions. 
Pau B. Simpson 

University of Oregon 


United States Imports and World Trade. By Henry G. AUBREY., (New York: 
Oxford University Press. 1957. Pp. x, 169. $3.40.) 


Aubrey has attempted in this study a rather brave forecast of the value of 
U.S. imports in the mid-’seventies. Building up from individual commodity 
volume and price estimates, which comprise about two-thirds of the projected 
total value, he arrives at some clue to the possible balance of payments for 
this country, and thus an indication of the probability of any long-lasting 
“dollar shortage.” 

Most of his estimates have ranges, for both price and quantity, with a 
“most likely” middle figure. In 1953 dollars, Aubrey sees our imports almost 
doubling to about $20 billion. Six commodities account for five-sixths of the 
anticipated increase: petroleum, coffee, iron ore, newsprint, nickel, and alumi- 
num. While not spelling out the geographical implications in too great detail, 
it is quite clear that Aubrey expects the major part of the additional outflow 
of dollars to acrue initially to the Western World, especially Canada, Brazil, 
and Venezuela. Hence, Western Europe, to improve its dollar position, would 
find it necessary to expand exports particularly to third areas, a by no means 
easy task, since, among other adjustments required, would be a reversal of its 
current import surplus with Canada to a sizeable export surplus. Direct ex- 
pansion of European exports to this country is not expected to account for a 
major share of any hoped-for increase in the dollars going to that region. 

For quantity estimates of both U.S. imports and domestic production and 
requirements, Aubrey has leaned heavily on the findings of the Materials 
Policy (“Paley”) Commission, modified by later revisions of population pro- 
jections. When in doubt, Aubrey has preferred the more conservative—lower 
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- —import estimete, Price estimates were obtained through discussions with in- 
formed members of the trade, using the 1953 dollar as a base, so that the 
price movements are relative only. No significant tariff changes were assumed. 
As a result of drawing an these various sources, Aubrey’s estimates are usually 
in three levels—low, most likely, and high—and sometimes for each of these 
there are three estimates, suck as when both the price and volume have three 
possible projected figures. 

To assess the probable accuracv of such a study is to enter, of course, into 
comparative guesswork. It is certainly interesting to get some idea of the’ 
magnitude of our trade two decades from now. Obviously, if the signs point 
to a volume almost twice the current rate, the adjustment of the rest of the 
world will be far more easily achieved than if the total is a shrinking one. And 
Aubrey does indicate a substantial rise in the over-all figure. 

It is also of interest that most of the anticipated increases will accrue to a 
very limited number of the world’s traders—mainly, the Western Hemisphere. 
Hence, we have some indication of the type of effort other areas must make to 
obtain the needed dollars through multilateral trade, e.g., by emphasizing ‘‘de- 
velopment goods” (machine tools, electronics, and turbines). And, as already 
indicated, this will not be simple even in the expanding milieu anticipated— 
although Aubrey is somewhat more hopeful than this reviewer. 

On the other hend, despite the tremendous amount of work that went into 
the study, the reviewer is left with an uneasy feeling regarding the unforsee- 
able—yet no estimator can be expected to bring such a feeling into his esti- 
mating procedure. Considering the dynamic nature of our economy and the 
rate of technical progress, however, cne wonders whether new developments 
may not shift trade more drastically than the author has allowed for. True, he 
does recognize this inferertially, for he states that very little of the now un- 
known is likely to become a sizeable factor twenty years from now. Yet, with 
company after company reporting that much of their sales come from prod- 
ucts not produced a decade before, one wonders whether such foresight is as 
precise as implied. 

Nevertheless, this criticism can be made of any long-range forecast. Hence, 
the reviewer can only applaud Aubrey’s willingness to undertake a difficult 
task, and admire the thoroughness with which he has accomplished his mission. 

EDWARD Marcus 
> Brooklyn College 
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Marketing; Accounting 


An Introduction to Operaticns Research. By C. W. CHURCHMAN, R. L. ACK- 
oFF and E. L. Arnorr. (New York: John Wiley. London: Chapman & 
Hall. 1957. Pp. x, 645. $12.00.) 

Although this book has not been written by economists nor for economists, 
the authors have rendered a valuable service to the economic profession: the 
publication of this vclume increases by some 50 per cent the quantity and by 
somewhat more the quality of existing textbooks on operations research. 
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Operations research is not a branch of economics.! It consists, according to 
the authors (p. 18), in “the application of scientific methods, techniques and 
tools to problems involving the operations of a system so as to provide those 
in control of the system with optimal solutions to the problems.” This defini- 
tion is quite acceptable, if one is willing to include in the “problems involving 
the operations of a system” the problems raised by the structure of the sys- 
tem itself: operations research today provides us with “operational” ways of 
studying structures as well as “operations.” (If anything, the authors have 
overemphasized the usefulness of operations research techniques for regulating 
the operations of a system, and underemphasized the usefulness of these tech- 
niques for improving upon the structure of a system.) 

The “problems” referred to are “executive-type problems encountered in 
all areas of administration.” The fact that “executive-type problems” typically 
involve the “balancing of at least two conflicting aspects of the system” does 
not reduce all such problems to economic dimensions—but it indicates that 
many aspects of the theory of the firm are susceptible of being analyzed by the 
techniques of operations research. It is, therefore, not surprising that tae bulk 
of the analytical results contained in the book consist in deriving, for specific 
situations, the precise (mathematical) nature of the “marginal ccnditions” of 
the economist. Here lie the interest and significance of this new feld for 
economists. Short of being completely satisfactory, the account of that field 
given in the book under review is a substantial improvement on previous 
attempts. 

It is not surprising that the quality of the book should be very uneven, since 
it contains contributions by 15 different authors which were originally used as 
lecture material for the “Short Course in Operations Research” taught at Case 
Institute of Technology. Actually, we are offered two separate books under 
one cover. What I shall call Book I is made up of Parts I, II, ILI, IX, and X 
—some 300 pages altogether; it is primarily addressed to “prospective con- 
sumers” of operations research; it deals almost entirely with methodology, 
and it was written primarily by the three authors whose names eppear on the 
cover of the book; no special mathematical training is required from the 
reader of these parts. What I shall call Book II is made up of Parts IV to 
VIII, #.e., some 400 pages; it is primarily addressed to “potential practi- 
tioners” of operations research; it deals with standard tools and techniques of 
operations research and it was mostly prepared by other authors; an elemen- 
tary knowledge of calculus, and occasionally of matrix algebra, is required for 
the understanding of these parts. 

Although most of Book I is of little interest to economists qua economists, 
it does provide a broad coverage of the main methodological i issues encountered 
in applied operations research, Such an attempt, in a field that is not yet 20 
years old, is at the same time meritorious, ambitious, and bound to be only 
partially successful. 

Two sections of Book I are more likely to interest economists, Pages 174-84 


* The overlap with R. G. D. Allen’s new book, Mathematical Economics (New York, 
1957), is limited to 2 chapters out of 22: those on linear programming and on the theory of 
games. 
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give a brief description and illustration of the Monte-Carlo technique.? Chap- 
ter 6 outlines a procedure for assigning relative values (utilities) to a set of 
objectives. This procedure, like the early attempts of Fisher and Frisch, is 
based on an additivity assumption (the utility of A and B is equal to the sum 
of the utility of A and the utility of B). It provides an iterative procedure for 
ranking objectives on an “ordered metric scale’* and is, therefore, distinct 
from the cardinal utility approach of modern economics. Surprisingly enough, 
no attempt is made at assessing the normative implications of a theory of 
choice from the standpoint of a firm. The discussion of the choice of a deci- 
sion function in the face of uncertainty (pp. 123-28) is brief and formal. 
Utility theory is referred to—but not done justice*—in a note at the end ot 
Chapter 6, where some of the econcmic literature is also quoted. Here, as 
elsewhere in the book, one has the feeling that a more systematic coverage of 
published material and less reliance on specific studies made by members of 
the staff of Case Institute of Technology would have enhanced the quality of 
the product. 

Book H provides the reader with a fairly accurate picture of what opera- 
tions research models are, and of what they can do. It does not, however, pro- 
vide him with a complete summary of results, nor does it contain important 
new developments—with one exception later to be mentioned. Essentially, five 
types of models are discussed: lot-size formulae’ (Part IV); linear program- 
ming (Part V); queuing theory® (Part VI); replacement formulae’ (Part 
VII); and game theory (Part VIII). 


*“The Monte-Carlc technique is a procedure by which we can obtain approximate 
evaluations of mathematical expressions which are built up of one or more probability 
distribution functions; .. . In essence, tke Monte-Carlo technique consists in simulating 
an experiment to determine some probabilistic property of a population of objects or 
events by the use of random sampling applied to the components of the objects or events” 
(p. 175). 

This concept has been used extensively by C. H. Coombs; see, e.g., his papers in 
Decision Processes, R. M. Thrall, C. H. Coombs, and R. L. Davis, ed. (New York, 1954). 


*The reader is left with the wrong impression that utility theory is inadequate because 
it assumes complete agreement between objective and subjective probabilities. The authors 
avoid the basic problems raised in that connection by resorting to nonoperational measures 
of utility and probability. Such a position does not seem to be tenable when probabilities 
have to be estimated, not by the “decision-maker” himself, but by his agents. 

5 Lot-size formulae are used to compute the quantities of one or more items that should 
bë procured in order to: (1) meet given rejuirements, that may either be known with 
certainty or be estimated; (2) minimize a total cost function, including such elements as: 
fixed and variable procurement costs, inventory carrying costs, run-out costs, etc.; (3) 
eventually respect such constraints as a fixed storage capacity or a fixed production 
capacity. 

° Queuing theory is concerned with the cperations of facilities for which the demand is 
randomly distributed over time and of which the output is subject to random fluctuations, 
Typical problems that have been studied include: (1) the determination of the optimal 
number of service facilities; (2) the determination of the optimal load for a service facility; 
(3) the sequencing of operations to be performed by service facilities. 

* Replacement formulae aim at guiding investment and maintenance decisions in such 


respects as the timing of renewals and the selection of the most profitable investment 
alternatives. 
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Parts V and VIII are very poor introductions to the important theories with 
which they deal. The trouble lies mostly in the fact that too much space is 
devoted to computational aspects, whereas practically none is devated to ana- 
lytical results. For instance, Part V presents two alternative procedures for 
sclving the transportation model; explains the simplex technique, and discusses 
in detail a method of solution for the assignment. problem. Yet, no mention is 
made of the basic theorem stating that the number of “activities” in an: opti- 
mal solution to a linear ae problem. need not exceed the number of 
constraints.® 

Part VIII contains a chapter on “bidding models” in which new material 
is presented with regard to a significant problem. The chapter deals with opti- 
mal behavior in auction and closed bidding situations. This is an interesting 
topic, but unfortunately its treatment is not very satisfactory, because it rests 
on highly. unrealistic tacit assumptions, namely: that the probability of a 
particular closed bid being successful does not depend upon the amount of the 
bid (p. 564), or that the bids submitted’ ea by various competitors 
are uncorrelated (p: 568). 

Part VI (queuing theory) is probably the. best ae the book. It strikes an 
elegant balance between the conflicting objectives of theoretical considerations 
and empirical illustrations. This result:'is due ‘in large part to Chapter 15, 
which reprints a “classic” of operations research: L..C. Edie’s “Traffic Delays 
at Toll Booths.” This paper has the further merit of going into the matter 
of estimation of cost’ parameters, maung ape the nature of the approxi- 
mations tsed in the study. 

Parts IV and VII (lot-size and replacement formulae) are perhaps best 
suited as indicators of where operations research stands today. On the one 
hand, formal solutions to many general problems have been derived. On the 
other hand, manageable solutions to special problems are ‘available. It is left 
to the ingenuity of the researcher to reconcile:as much as he can his idealized 
models with the situation he faces while still retaining the advantages of 
manageable models. In’so far äs lot-size and replacement formulae go, the 
book illustrates neatly the possibility: of improving upon current business prac- 
tices by means of analytical reasoning and-numierical methods, and it implicitly 
stresses, for the benefit of the reader who-has some Eada of the feld, the. 
need for further theoretical developments. 

There are several important results and’ iee which have not fouñd 
place in Book II. The most obvious examples ‘are: the theory of téams, the 
theories of employment and production. scheduling over time, dynamic and 
nonlinear programming. In so far as problem-areas. go, the main shortcomings 
are probably in the fields of organization: and communication theories’ and 


€ This is only intended as an “example, typical of- the main ‘defects of Parts V and VIII. 
It is fair to add, however, that many operations research techniques, and Hear program- 
ming in particular, are more powerful in securing ‘numeriéal than in securing analytical 
results. This stems oe from the framework in which these techniques have been 
developed. 


*These two topics are briefly discussed in haute Ase, R 
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financial analysis. The omission of the former area is justified by the fact that 
it would deserve another whole book by itself. That of the latter area is more 
regrettable, since “internal rates of return” are used in several connections in . 
the book. No systematic approach to their determination is presented—for 
the simple reason that operations research has not yet studied this problem 
carefully. This is one area where joint work with economists is called for. 

More generally, one may regret the lack of emphasis in the book on prob- 
lems of parameters-estimation. Such concepts as costs, revenues, capacity, 
etc. ..., play an important role in applied operations research studies. Their 
nature has always interested the economist, their determination the business- 
man. Both will, unfortunately, learn relatively little in that respect from the 
book under review. 

This is not the place to discuss the important issues raised by the relations 
of operations research to economics; yet the book throws a vivid light on 
several aspects of that broad questicn. 

First, although it is becoming clear that the methodology of operations 
research—with which this book deals in as systematic a fashion as is possible: 
today—should not be of immediate cancern to economists, operations research 
techniques are just as useful to provide microeconomics with empirical content 
as statistics is in connection with macroeconomics. 

Second, although there is ncthing in existing operations research results 
that contradicts directly the basic propositions of the theory of the firm, 
operations research theory and practice indicate strongly that the significance 
of these propositions is much more normative than descriptive—and familiarity 
with this new field makes an. economist much more careful in his statements 
and applications of the traditional model. Qualifications to that model, aiming 
mostly at dealing with such corstrairts as joint costs, fixed factors, indivisi- 
bilities, capital rationing, etc., are likely to be emphasized in operations re- 
search work much more than taey have traditionally been (with a few ex- 
ceptions) in economic writings. 

Third, the participation of eccnomists in operations research studies, which 
is viewed by scholars coming from other disciplines as desirable and important, 
is likely to. lead to significant new developments in economics. Not only will 
new models of the firm emerge, that will give more precise content and more 
realism to existing theories, but one may expect their implications for macro- 
ecdnomics and for economic policy tc fill important gaps in our knowledge. 

Fourth, the appiied operations research literature is a valuable source of 
information about business practice. The insights thus provided will be the 
more abundant the more those engaged in operations research will be inter- 
ested in economic problems. As for the economist, he will, find in the book 
under review an opportunity to assess the potentialities of operations research 
from the viewpoint of empirical information, For this reason alone, the book 
is a significant contribution to the economic literature. 


Jacques H. DREZE 
Carnegie Institute of Technology 
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Effects of Price Level Changes on Business Income, Capital, and Taxes. By 
RALPH COUGHENOUR Jones. (Columbus: American Accounting Associa- 
tion, Ohio University. 1956, Pp. xvi, 199. $4.00; paper, $3.25.) 

This book represents an effort to pierce the veil of original cost accounting 
and to reveal what has happened to the income and’ wealth of business firms 
25 a result of inflation. Its concern is to show changes in income and wealth 
by adjusting nominal wealth and income data for changes in the general pur- 
chasing power of money. Jones attempts to do this by “showing in abstract 
or mathematical terms what necessarily happens under different sets of as- 
sumed conditions ” (p. iii, our italics). He does not use empirical data to test 
these implications; instead he selects four firms to illustrate his main points. 

Jones shows that accounting conventions are blocking an understanding of 
what happens during inflation, and his attack on original cost accounting 
enables him to clear the way to better understanding. He correctly emphasizes 
a fundamental distinction that has been ignored in accounting practice: the 
distinction between monetary and real assets (or liabilities). Manetary assets 
are those whose prices are contractually fixed in money units, while real assets 
are those whose prices are not so fixed in money units but are market-deter- 
mined. Thus bonds, accounts payable, or money, are money assets or liabilities; 
the number of dollars due or receivable is specified in the contract or in the 
asset. Jones asserts that monetary debtors gain and monetary creditors lose 
through inflation. He does not test this implication nor does he refer the 
reader to any evidence that supports it. 

Furthermore, he deduces that business firms are much greater net monetary 
creditors than many of us have supposed. He deduces this by treating a large 
class of monetary debt as if it were real debt. In this way he underestimates the 
extent of monetary indebtedness of business firms. Paradoxically, the pitfall 
which has trapped Jones is his acceptance of accounting convenzions which he 
initially set out to expose. This is his insistence on recognizing wealth incre- 
ments only when realized at the time of a sale and conversion to money. Thus, 
he argues that it would be ridiculous for DuPont to recognize capital gains in 
the price of GM stock held by DuPont until these capital gains are realized 
by sale: “First, there is no intention to sell the stock. Second, it is unthinkable 
that a block of sixty-three million shares could be sold on the market at a 
price determined by the purchase and sale of a few hundred or a few thousand 
shares. And third, it is a convention of accounting not to recognize unrealized 
gains as income” (p. 27). It is indeed hard to expose errors in old conventions 
if one at the same time reveres them. And it is this dogma of realization that 
leads Jones into error when deciding which assets to classify as monetary and 
which as real. He classifies extremely long-term, or permanent monetary debt 
as real. There is no intention or possibility of retiring it now when prices have 
risen. Therefore the gains accruing to monetary debtors cannot be realized. 
Only short-term is a monetary debt because only it is realizable during infla- 
tion. This means that long-term debt and preferred stock must be treated as 
nonmonetary debt. Hence the extent of monetary debts of business firms is 
underestimated; which leads to his conclusion that holding common stock is 
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much more like holding bonds than many of us had supposed, Jones offers no 
empirical evidence to test that Implication, nor does he refer to available 
evidence. 

Income tax laws require a treatment of depreciation that overstates taxable 
income during infiation. Jones is clearly aware of this. But in his illustration 
of this point he makes another error whica again overestimates the extent to 
which a business firm is a net monetary cre-litor—that is, holds more monetary 
asset claims than monetary debts. He writes: 


Assume that an asset installed at a cost of $100,000 has a service life of 
ten years with no scrap value and thar it produces annual revenue of 
$20,000 before deducting the depreciation charge of $10, 000. If the value 
of the dollar remains constant, half the revenue each year will represent a 
return of capital and the other half will be net income. According to ac- 
cepted accounting practice this will be true even though the replacement 
cost of the particular asset may rise or fall. Suppose, however, that the 
dollar loses half its purchasing power every year. This extreme rate of loss 
is assumed merely to make the computations easy. If conventional ac- 
counting practice is followed, half the anrual revenue will still be reported 
as a return of capital and half as net income, even in this extreme case. In 
terms of real capital or purchasing power, the relationship between revenue 
and depreciation quite obviously is very different. It takes all and not 
merely half the revenue of the first vear to return the purchasing power 
equivalent of the capital exhausted. During the second year the total reve- 
nue is equal to only half of the purchasing power represented by the de- 
preciation charge (P. 46). 


Jones seems to have assumed that the valus of the output of the machine is 
independent of the price level. He therefore treats a real asset as if it were a 
monetary asset. This overstates the magnitude of monetary assets of the firm. 
Both of his analytic errors lead to overestimates of the net monetary asset 
status of the firm. 

Inflation raises market value of assets over their book value, a point which 
Jones occasionally neglects. The economic value of used assets, for which the 
gap between market and book value has widened, is greater in the market than 
it is for the original user. This is true becaus2 new users can depreciate on the 
basis of market price not original cost. This kas been of considerable relevance 

= for business policy in recent years and must have had some role in creating 
‘purchases and sales of assets that would otherwise not have occurred. 

From the point of view of the Treasury, assets can only be depreciated on 
the basis of original cost. However this does not imply that stockholders lose 
the difference between the purchasing power of the dollars originally expended 
and the purchasing power of the dollars “realized” through depreciation allow- 
ances. Clearly the replacement of assets must be economically justifiable by 
a rate of return after taxes based on current costs. But the costs of new and 
second-hand assets are related. Therefore if the stock of capital is maintained, 
this implies that the vield on old assets must be related to their current values 
as agents of producticn, not original costs. This means that the yield of these 
assets, out of which depreciation allowances are “realized” must be larger 
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than it would have been in the absence of inflation. Therefore the money 
available to be set aside is larger. 

In the second. and third parts of the book Jones illustrates how corporate 
income accounting based.on original costs for real assets and inventories leads 
to overestimates of current profits and taxable income. He illustrates this for 
various rates of inflation, permissible depreciation policy and growth rates of 
the firm. . 

One of Jones’ four firms which he investigates to illustrate his analysis is a 
public utility. He argues that its rates are set on the basis of original cost rather 
than replacement cost. Therefore although this utility has an enormous debt, 
the stockholders are not allowed to keep the wealth lost by the bondholders, 
because these gains are transferred to the public utility’s customers via prices 
that are lower than costs. He describes this case by creating the classification 
of quasimonetary assets which are assets that are real but which are monetary 
from the point of view of their yield. This makes inflation a negative sum game 
between creditors and debtors and a positive sum net gain game for public 
utility customers. It seems more direct -to say not that stockholders do not 
gain at the expense of bondholders, but that the public utility commission does 
not permit them to keep the gains. "This argument is not applicable to nonrate- 
regulated industries. 

His main recommendations are that business firms iaa classify their 
accounts in balance-sheet reporting into monetary and real accourts. This is 
indeed a sensible but possibly premature suggestion. Greater conceptual clarity 
and empirical validation would be helpful. He also recommends that deprecia- 
tion accounting be based on replacement costs and offers suggestions as to 
how this could be done. In sum the author has tackled an important problem, 
he has perceived an important distinction in asset classification, but accounting 
conventions have been given too much reverence. The consecuent mixture of 
penetrating insight and economic analytic error is a bit disturbing tc the careful 
reader. Of primary critical importance however is reliance upon assumption 
and logic to derive papheavens that, with actual data, are illustrated instead 
of tested. 

ARMEN ALCHIAN 
REUBEN KESSEL 
ET of California, Los ene ' | 
University of Chicago . >. 


Price Level Changes and Financial Statements—Case Studies oj Four Com- 
panies. By RALPH C. Jones. Price Level Changes and Financial State- 
ments—Basic Concepts and Methods. By Perry Mason. (Columbus: 
American Accounting Association, Ohio State University. 1955-1956. 
Pp. 179; 28.) 

These publications of the American Remus Association, together with 
Effects of Price Level Changes on Business Income, Capital, and Taxes, by 
Ralph C. Jones (also reviewed in this issue, p. 1051) are the product of four 
years of research into’ the effects of general price level changes on reported 
business capital and income and represent essentially three facets of the same 
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theme so are treated in this review as one work, Their objectives were’ to: 
(1) develop techniques for preparing supplementary financial statements ex- 
pressed in constant-value units; (2) compare the results of uniform-dollar 
statements with conventional, historical-dollar statements for specific firms; 
and (3) provide information for evaluating uniform-dollar statements. In 
seeking to meet these objectives they have essentially followed the path 
identified with H. S. Sweeney whose book Stabilized Accounting (New York, 
1936) recommended converting each acccunt into current values by means of 
a general price index. Sweeney’s work, in turn, was based on his study of 
German methods of accounting during the inflation of the 1920’s. The publica- 
tions here reviewed have carried the uniform-dollar approach far enough to 
provide a basis for evaluating the index-adjustment solution to the problem 
of business financial reports in a world of changing monetary values. 

In brief, the authors are concerned with the fact that reported business 
income is the difference between sales—stated in fairly current dollars—and 
expenses which are partly (especially depreciation) measured by dollars of 
earlier periods. Also, the balance sheet cortains accounts that may be dollar- 
dated over a range of 20 years or more, As they point out, this is analogous to 
adding amounts stated in pounds, pesos, and francs to amounts in dollars 
without first converting the foreign currencies by appropriate exchange rates. 

The solution proposed in these books is to adjust all accounts in the income 
statement and balance sheet by an index number representing the general 
price level (the consumers’ price index is recommended), with the most re- 
cent period as the base. Each account is multiplied by the index value that is 
chronologically appropriate. A building acquired 5 years ago would have a 
different adjustment factor than a 10-year old building, and the depreciation 
on both would be adjusted accordingly. Thus income statements and balance 
sheets would be reported as if the dollar hed always been at its most recent 
value. 

The major conclusions from their case studies and theoretical analyses 
are these: (1) Fluctuations in the price level, e.g., the substantial inflation 
since the late 1930’s, considerably impair -he usefulness of financial state- 
ments based entirely on historical ccsts. (2) The major discrepancy between 
net income reported òy historical-cost methods instead of current dollars 
arises from the difference between depreciation based on original cost in his- 
‘torical-dollars compared to current-dollars. 13) Because depreciation deduc- 
tions are limited, for income tax purposes, to original cost in historical dollars 
real rates of taxation are raised above nominal rates during and after periods 
of inflation. (4) Management and investors are unlikely to realize, as accu- 
rately as they would if they used adjusted figures, that inflation makes a 
substantial part of reported earnings (based cn historical dollars) fictitious in 
a real sense; as a result management is likely to distribute through dividends 
part of the company’s capital. 

With most of the conclusions economists are familiar; for example, the role 
of inflation as a tax collector. However, the careful analytical and inductive 
research in these studies provides further support for their beliefs. One con- 
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clusion, however, will seem surprising to economists who believe that creeping 
infiation is generally helpful to business firms since sales dollars measured in 
current prices are matched against expenses incurred during previous periods 
of lower prices. If the samples studied in these reports are representative, 
business firms even during the exceedingly prosperous period of the 1940’s, 
failed to earn, after taxes, as much as 5 per cent on investors’ equity measured 
in real terms. It is worth questioning whether business firms can long con- 
tinue to attract risk capital if the real rate of return remains so low. 

The studies raise several questions, all of which are at least partly answered 
by the authors. Should all firms’ accounts be adjusted by a common index, 
measuring the general price level or should different indexes apply to different 
companies and different products? If a common index is used, should it be 
the consumers’ price index, the wholesale commodity price index, or the gross 
national product price deflator? Should purchasing power gains (or losses) 
on either monetary investments or nonmonetary investments be taken into 
consideration even though unrealized? 

One of the most fundamental questions is only implicitly raised. If the 
accepted accounting practice of using historical costs is abandoned, ac- 
countants could move to the half-way station described in these books, where 
the historical-cost approach is followed but the accounts are measured in a 
constant-value unit, or they can go further and adopt the economic view that 
the true worth of assets is the present value of their discounted future earnings. 
Conceptually this latter position is the more tenable, but accountants are 
understandably reluctant to use it since it involves so many arbitrary esti- 
mates. However, the constant-dollar adjustment device, when carefully ob- 
served, involves so many acts of judgment that it seems to be as susceptible 
to this criticism as the more extreme present-value approach, in which case 
the economic logic of the present-value approach might argue for its adoption 
if accountants are ever to abandon the present historical-cost method. 

Since management is presumably striving to maximize profit regardless 
of the value placed on the profit, the question arises whether uniform-dollar 
accounting is any more useful in helping management make gocd business 
decisions than historical-cost accounting. It might seem that management’s 
position is analogous to the bridge-player who will play his best whether the 
stakes at the end of the game are announced to be a penny or a half-penny a 
point. But Jones and his associates report that they found management 
decisions on such things as the amount of dividends, the price charged for 
the product (especially in regulated industries), and capita! structure were 
influenced by the numbers reported in accounting statemenis. Therefore, it 
seems that, for management purposes, adjusted financial statements would be 
useful if for no other reason than to alert the executives to the limitations 
of accepted accounting reports. l 

Finally, these studies raise a serious question about the :evel of the cor- 
porate income tax in real terms. During and after inflationary periods it is 
higher than the nominal rates; the opposite being true for deflation. The 
implications of this involve consideration of stabilization policy, growth 
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policy, and government fiscal matters that clearly deserve more attention. It 
is to be hoped these studies will encourage and provide part of the foundation 
for such tax analysis. . 
Joun P. SHELTON 
Claremont Graduate School 


Analysis for Production Management. By E. H. BOWMAN and R. B. FETTER. 
(Homewood, Ill.: Richard D. Irwin. 1957. Pp. xiii, 503. $6.50.) 


We are often advised to do good, rarely how to do good, or even what good 
to-do. Many would prefer to do well, but this know-how is perhaps as elusive 
as the other. In recent years, work in economics, applied mathematics, sta- 
tistics, operations analysis, managemert science and related fields has been 
directed toward producing know-how about what and how to optimize. Those 
interested in doing well do well to pay attention to these developments. The 
book under review is a text designed to present some of this recently developed 
how-to-do-it information to students of industrial management or industrial 
engineering. It is, as far as I know, the ‘rst of what is sure to be a long series 
of books of this general kind. As harbinger of the coming season, it perhaps 
deserves special notice. 

The book is aimed at students who have had an introduction to calculus, a 
course in statistics and a course in mathematics. Students who have had these 
courses, and remember no more of them than students generally do, should 
have no special difficulties because of deficiencies of background. 

The book is devoted to the application of formal analytical methods to the 
problems of production management, rather broadly conceived. The aim is to 
present methods rather than theory, and consequently the emphasis is on 
elucidating the methods and their uses, rather than on including many “meth- 
ods” in a single generally stated type of analysis. Thus, one finds something 
called “Total Value Analysis” and something else called “Incremental 
Analysis” presented as two different methods. The distinction between them 
is that Total Value Analysis involves maximizing some quantity such as 
profit by solving the equation obtained by setting its derivative equal to zero. 
The corresponding ‘Incremental Analysis” problem involves equating the 
derivative to zero directly without considering the function whose derivative 
it is. The authors, of course, suffer from no confusion about the relationship 

-between these two types of analysis; they evidently prefer to distinguish them 
as methods of analysis because they involve different concrete procedures 
when applied to a particular problem. This point of view may seem strange to 
theoretical economists, but it is widely held by students and particularly 
cherished by engineering students. On the other hand, economists are likely 
to find congenial the extensive use of examples, including numerical examples, 
as vehicles for presenting the methocs. These presentations are simply, directly 
and clearly written, though economists who suffer from terminological 
chauvinism will find small annoyances here and there. 

_ The book contains four main blocks of material. The first, called Orienta- 
tion,.tells what production management is all about, presents dicta on scientific 
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methods and gives an account of the standard graphical and schematic methods 
used by industrial engineers. This section occupies about 80 pages, of which 
about 40 deal with the engineering methods. In view of the spirit of the 
subsequent material it may be conjectured that this was included “pour 
épater le bourgeois.” 

The second major section presents mathematical programming methods. An 
exposition of the linear programming model and simplex method cf solution 
is given; the special case of transportation problems is presented. ‘The authors 
also give a brief introduction to dynamic programming in an example with 
discrete time. Some 70 pages are devoted to these subjects. 

The third major subdivision includes statistical material. Sampling inspec- 
tion and quality control are treated rather thoroughly as well as certain 
subjects involving the analysis of variance. Some 65 pages are devoted to this 
material. 

The fourth main section is called Economic Analysis and includes “Total 
Value Analysis,” “Incremental Analysis” (already referred to above) and 
“Equipment Investment Analysis.” The examples include the so-called eco- 
nomic lot-size problem, an inventory problem and a waiting-line problem. 
Some of the problems involve uncertainty. There is then a short discussion 
of the use of Monte Carlo methods, illustrated by a problem of maintenance 
policy. The final chapter of this section treats equipment replacement and 
presents the standard Lutz-Preinreich-Terborgh treatments. The presentation 
is clear and direct. The inadequacies of this mode of approach to the problem 
are not to be charged against a textbook in which they are correctly presented 
as the best available methods. Perhaps the authors are wise not to fill the air 
` with qualifying remarks concerning the theoretical adequacy of these methods. 
Students display a deplorable reluctance to devote hard effort to the mastery 
of useless things, as well as a tendency to leap like grasshoppers to the nearest 
visible conclusion. 

A collection of ten “cases” occupies the final 120 pages of tex:. Each case 
is a story of a business situation, told in great detail and with an effort to 
achieve realism. The case method and case materials are not widely used in the 
teaching of economics and so perhaps deserve an extra word here. These cases 
are presented so that the reader may see in the natural habitat instances of 
applicability of the methods presented in the text. The use of cases, as distin- 
guished from the problems, or exercises, found at the end of each chapter ii 
the text is, one imagines, designed to encourage the reader to acquire a sense 
of the chaotic complexity of problems as encountered in the raw. This experi- 
ence (perhaps it should be called shadow-experience) will, it is hoped, save 
the neophyte from mental paralysis in the face of a real live “case.” Real 
cases are required on the ground that “only God can make a tree.” Whether 
a stiff workout with stuffed animals will enable the trainer to deal more effec- 
tively with the raging lions is difficult to say. The effectiveness of the cases 
in this book will depend to a great extent on the students who use them. 
My own opinion is that they are likely to prove useful. Cases are different 
from mere problems and supplement them rather nicely in connection With 


e 
1053 THE AMERICAN ECONOMIC REVIEW 


material of the kind presented in this book. Teachers of economics might do 
weli to make more use of this kind of material. l 

The book concludes with some 30 pages of appendixes, including reprints 
of szatistical tables useful in connection with the text. 

In a market economy there is, perhaps, no higher praise to be offered to the 
authors of a commercial textbook than to adopt it for classroom use. I intend 
to try this one myself. 

STANLEY REITER 

Purdue University 


Marketing Behavior and Executive Action—A Functionalist Approach to 
Marketing Theory. By Wror ALpERSON. (Homewood, Il; Richard D. 
Irwin. 1957. Pp. viil, 487. $6.50.) 


Once in a while an author produces a book which is one of those happy 
marriages of information and insight. This is such a book. Alderson’s keen 
observation and analysis of contemporary marketing theory and practice 
stamps this book as an outstanding performance. In fact, its very vitality 
makes it hard to confine the volume’s ideas within the compass of a brief 
review, and consequently the present discussion may convey only a fragmen- 
tary notion of the book’s worth. ; 

Most salient is the freshness of the approach. It is an eclectic one in the 
best sense. Alderson combines psycholegy, economics, sociology, marketing, 
etc., both illustratively and substantively. He gives this approach a new label 
—Functionalism—not precisely distinguished, but why cavil? Distinguishing 
his approach from the more traditional commodity and institutional approaches 
of meérketing theory, Alderson defines his functionalism as “an aspect of a 
general theory of human behavior” (p. 24). For Alderson, marketing is an 
organ:zed behavior system with patterns of power and communication, inputs 
and outputs and internal and external adjustments. This is indeed almost a 
sociology of marketing. These ideas ara first examined in the preliminary 
chapters which relate marketing to the other behavioral sciences, and represent 
an attempt to establish the rationale of the functional approach. In Part II, 
the heart of the book, Alderson applies the conceptions developed in the open- 
ing chapters. Part II is captioned “The Theory of Market Behavior,” and 
it can pe summarized by using his own words (p. 99): 


~/- 


* The functionalist approach to competition emphasizes rivalry within and 
amoag behavior systems in the search for differential advantage. Negotia- 
tion is a major topic in the present view, accounting for what may be 
called the vertical relationships of behavior- systems as compared to the 
horizontal relationships constituting competition. The treatment of con- 
sumer motivation takes the household as the fundamental unit and con- 
siders aspects of its structure and functions which determine the course 
of ccnsumer buying. The discussion of exchange describes the four aspects. 
of sorting which produce economies in matching supply and demand. 
Price is discussed in *erms of the uses and limitations of the marginal anal- 
ysis. Some basic problems of price policy are also discussed, including 
the overriding problem of maintaining an integrated price structure. The 
possibilities of creative marketing in stimulating demand are considered 


eo 
+ 


~— 


BOOK REVIEWS 1059 


with respect to such processes as product innovation and advertising. The 
market transaction is analyzed to show how it has been modified to in- 
crease marketing efficiency. Finally, the dynamic character of modern 
markets is shown to rest on competitive efforts at market organization. 
(The italicized phrases indicate the subject matter of the eight chapters 
comprising Part IT). 


It can be seen from this, that this book attempts to recast marketing 
theory into a new mold. There is a profusion of novel insights into economic 
and marketing problems. For example, in discussing bilateral monopoly 
Alderson declares that agreements between manufacturers and distributors 
might well be productive of low prices to consumers rather than high prices 
as postulated by orthodox theory. In fact he states that he “has yet to see any 
real cases which would support the theoretical possibility . . .” (p. 135). At 
another point, in analyzing what he calls “Matching and Sorting: The Logic 
of Exchange,” Alderson contributes the interesting notion of technological 
distance between producer and consumer. This is the idea that goods are 
assorted (or matched) in accordance with market functions, each stage of the 
market producing different assortments, and the whole tied together into a 
smoothly functioning system by the channels of marketing (pp. 215-16). 
Many other illuminating ideas could be cited. 

Of greater interest to economists perhaps, would be Alderson’s discussion 
of marginal analysis, indifference and substitutability (Ch. 8). The theoretical 
level is neither high nor rigorous, but it must be remembered that this is a text- 
book in an applied field. This is not intended to belittle nor excuse. Alderson’s 
superior gifts of analysis and perceptive insight are evident on every page. In 
fact, perusal of even the brief critique of marginal analysis in the work may 
yet serve as a useful reminder to those theorists who, enamoréd of the logic 
of the graphs and equations they develop, come to believe that human beings 
may actually behave in accordance with their devices. Alderson comments: 
“Marginal analysis applies to elements which can somehow be reduced to a 
common quantitative basis. When this cannot be done, there are key manage- 
ment decisions which lie beyond the reach of the marginal approach” (p. 244). 

What does all this lead to? Part ITI attempts to furnish the answer. In this 
section, the previously developed concepts are utilized for the purpose of pro- 
viding a guide to executive action in the market place. The final chapter, for 
example, evaluates such maiters as the marketing approach to quality com 
trol; marketing analysis and organization problems; marketing and investment 
planning. In the closing pages of this chapter, however, Alderson philosophizes 
concerning the forces of change within our economy and our society. Here he 
is less successful than in the technical areas of discussion. In detailing the 
fate of our economy according to Marx, Schumpeter and Charles F. Roos 
(an interesting trinity!) he is somewhat diffuse and lacking in the bite and 
clarity which characterize the remainder of the book. It is possible that the 
mechanics of textbook production required its inclusion, but it is obvious 
that a subject of such magnitude cannot be adequately treated in a few pages 
relegated to the end of the book. . . 

Summing up, there can be no question that this book is worth many times 
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the price of admission, and as a text in marketing theory it is far superior 
to practically all that have gone before. 
DANIEL FEINBERG 
New York City Community College 
Brooklyn, N.Y. 


Industrial Organization; Government and Business; 
Industry Studies 


The Politics of Industry. By WALTON HAmittTon, Wiliam W. Cook Founda- 
tion lectures 1955. (New York: Alfred A. Knopf. 1957, Pp. xvi, 169. 
$3.50.) 


In recent times, as economists have become increasingly concerned with 
respectability, it-has come about that scme of the older generation seem very 
young in their surviving criticism and complaint, just as some of the younger 
seem very old in their amiable conformity. Walton Hamilton is less young 
in years than others. This book is based on lectures given at the University 
_ of Michigan where he studied under Fred M. Taylor, Henry C. Adams, and 
others when the century was still new. But throughout there is a fine, youthful 
exuberance which manifests itself in repeated assaults on the more comfortable 
clichés of free enterprise and a marked conviction that the economic world 
could still do with some remaking. The essays are also both lucid and learned 
as befits a man who hes combined a career as lawyer, public servant, economist, 
and instructor in medieval history. They are spiced with gay and wicked 
humor—he has Adam Smith observing that lawyers do not meet, even on the 
most innocent of occasions, without causing an increase in the price of re- 
tainers—and are altogether a delight. 

The author begins by attacking the notion that a sharp line divides the 
sphere and functions of the private firm from that of government—a notion 
that is at once so oversimplified as to be all but simple-minded and that rules 
in at least nine-tenths of our economic and political comment. For while the 
professional business orator proclaims the need for preserving the integrity of 
private enterprise in face of the inroads of public authority, the private corpo- 
ration has long been cccupied in appropriating the authority of the national 
state for its own purposes. It is Hamilton’s view that this tendency is proceed- 
ang at an accelerating rate and that we are by way of having a rebirth of the 
“honorable” trading company which reinforces ordinary functions with a 
de facto grant of public authority. The several lectures are concerned with 
various ways in which this power is won—by having control of the public 
regulatory process, as the railroads have, if not controlled, at least profoundly 
influenced the Interstate Commerce Commission; through skillful manipula- 
tion of the patent law; through international operations that, in effect, 
transcend national authority; and in many other less portentous ways. 

This description is the heart of the book. Through it runs a strong undertone 
of criticism—the sense that these things shouldn’t be. And in the last chapter 
the author has a few things to say about what might be done. Since he has 
already shown that the regulation of the regulators is an admirable device for 
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turning: public power to corporate purpose, he is a little handicapped when it 
comes to urging stronger government regulation. He has a nostalgic affection 
for the antitrust laws, but he is too realistic to regard the courts as an instru- 
ment of sweeping reform. And so it transpired that the author left Ann Arbor 
without offering any very solid proposals about the things that give him 
discomfort: That is a fault, but not a’ ‘fatal one. me an assault on pompous 
simplification this is more than a day’ S work. - 
SE i l ' J. K. GALBRAITH 
Harvard University ` Tag . 


The Cotton Industry in Britain. By R. ROBSON. (London: Macmilian & Co., 
Ltd. New York: St. Martin’s Press. 1957. Pp. xx, 364. $19.00.) 


This completely informed account of an historic industry—its organization, 
recent trends, and prospects—is by the Director of -Statistics of the Cotton 
Board, Manchester. It is of peculiar. and immediate value .to the trade, 
whether in Britain or in other countries where textile manufacture is estab- 
lished or contemplated. Besides this specialized use, the work has significance 
for international economic policy in many:departments. While the complica- 
tions of the subject. are recited, analysis leads to judicious conclusions which 
deserve to be pondered in industrial and official quarters. Statistical exhibits 
clarify, do not clutter. 

World developments in the period embracing the two wars and coming to 
the present are illustrated in this; appraisal of the mistress of manufactures. 
Agriculture, finance, commerce, labor.and standards of living in remote places 
are tied into the problems of Lancashire. This will remain true because, as 
this study is the latest to confirm, distance of cotton factory from cotton field 
is relatively unimportant. Since cotton, once ginned, involves little waste in 
fabrication, nearness of mill to market may balance the advantage of proximity 
of another mill to raw material. 

What may be called the textile complex is here explored—the advent of 
synthetic fibers as competitors and as complements to cotton. The benefits and 
perils of integration, particularly vertical integration, under a single firm are 
examined in a fashion meaningful for the United States where the project 
of combining every process from cotton to final customer of cloth has had a 
whirl. Productivity trends are explained, with assignment of causes and 
consequences. 

The last chapter, on “The Future of the Industry,” will attract the.eVe of 
every reader. This is projected against a background of declining percentage 
expenditure on clothing, due to income changes, increasing age of the popula- 
tion, high prices, and the attraction of other consumer goods in greater variety 
an formerly. The production of household textiles has likewise declined 
Fortunately, industrial uses demand a volume three times that of forty years 
ago. As the textile industry, technologically mature, may be easily established 
anywhere, it tends to drift to low-wage areas which begin to supply their owm 
home markets and enter export as well. For this reason lagging productivity in 
the British industry gives concern. Mr. Robson is sure that ‘protection. B 
required, but also urges that concentration and a high degree of specializatior, 
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serviceable in the past, may be detriments to new ideas and new entrants which 
a more decentralized industry may provice. 
fi BroAaDUS MITCHELL 


Rutgers University 


Concentration in Canadian Manufacturing Industries. By GIDEON ROSEN- 
BLUTH. (Princeton: Princetcn University Press, for National Bureau of 
Economic Research. Pp. xv, 152. $3.50.) 

Just as the cover of a book may be misleading so may its title, and it is a 
common experience to feel that an autho> has cheated by promising more in 
the title than the contents deliver. Rosenbluth’s book reverses this and contains 
considerably more than is implied in the title. His study, which started out as 
a Columbia doctoral dissertation, turns ou: to be not only a compilation of the 
Canadian figures on manufacturing concentration ratios but also a study of 
the forces making for high and low cencen:ration ratios. It is this latter aspect 
of the book that gives it generality beyord its title and justifies the fly-leaf 
claim that it “should interest not only thcse concerned with the problems of 
concentration and monopoly, but also students of firm size, economies of 
scale, industrial growth trends, the relation between plant and firms, and 
other aspects of industrial structure.” 

The major findings on the causes of high concentration are that it is a 
matter of big firms, in small industries, producing products having relatively 
low transportation -costs, and a high capital-labor ratio. It should be noted 
that size of firms is more important in causing high concentration than in- 
equality of firms size. The finding that the larger the industry the lower the 
concentration raises the question of whether or not industry growth generally 
brings with it a decrease in concentration. It also brings up the question of 
whether the definition’ of industry is consistent. Is a smaller industry one that 
has a finer classification of product? 

On the question of differences between plant and. company concentration 
Rosenbluth found that large compenies were more apt to have multiplant 
operations and their plants were apt to be larger as well. The existence of 
multiplant operations reflected either transdortation barriers or mergers. 

A comparison of 1947 data on U.S. industzies with the 1948 Canadian data 
finds that in general the pattern of concentration is very similar but the 
Canadian industries are more concentrated. This is of course consistent with 
the Importance of industry-size as a concom-tant of concentration. 

An analysis of time trends in concentration was handicapped by a lack of 
data. There were figures on over-all concentration in output and employment 
on a plant basis going back to the early 1920°s. Rosenbluth did what he could 
to separate the shifts in the relative importance of concentrated industries from 
the shifts in concentration proper but the results are sketchy. They support 
the optimistic view that the growth of the market proceeds faster than the 
technological and other forces making for larger plants, and that consequently 
the average level of concentration in industri2s has probably decreased with 
growth. The wartime “increases” in cor-centration seem to have been connected 
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with shifts in the relative importance of industries. This subject of growth and 
concentration needs further exploration with better statistical sources. 

No attempt has been made in this review to cover the research methods 
used. There is some methodological novelty but for the most part the work 
represents a careful study using standard techniques. One is tempted to com- 
ment that our profession needs more of this type of solid scholarly work and 
less of the grand argumentative discourses. This book, without question, adds 
to our store of knowledge and deserves a wide reading. 

CHARLES R. DEAN 

Schenectady, N.Y. 


United States Shipping Policy. By Wytze Gorter. (New York: Harper 
Brothers, for Council on Foreign Relations. 1956. Pp. xx, 230. $5.00.) 


This book is the product of extended and comprehensive study by a com- 
petent student of the problem. It deals with the development and present status 
of the maritime industries, including shipbuilding and ship operation. 

The policies of the federal government, both historically and current, affect- 
ing these industries are dealt with at two levels: analytically tc give the reader 
a complete background of the origin and development of the policies, and 
critically as a basis for the author’s suggestion as to revisions of policy which 
might be better designed to achieve the state goals of national policy in this 
field. 

The central core of the problem with which Gorter deals is reflected in the 
fact that the United States shipbuilding industry has been rescued twice from 
near extinction by large-scale war. Of the total output of ships from U. S. yards 
in the 41-year period 1914 to 1955, 86 per cent was produced in the nine years, 
1917-1920 and 1942-1946. 

The two fundamental problems in this area of national policy and action 
with which legislators have been attempting to deal and for which they appar- 
ently have not yet found a satisfactory solution are: (1) how to maintain a 
merchant fleet, either active or in storage during interwar periods, of sufficient 
size and quality to avoid the hastily improvised and costly construction to meet 
the exigencies of war conditions—characteristic of two past experiences, and 
(2:).how to maintain during “normal” world conditions, a U. S. flag merchant 
marine adequate to meet the assumed or real needs of American shipping at 
the lowest economic cost to the nation. 

There are three basic components of stated national policy designéd tc 
achieve these objectives, and two subsidiary lines of action or policies whick 
have a bearing on the effectiveness of basic policy. Gorter’s book describes in 
detail, both analytically and critically, each of these policies, and makes the 
following general findings and conclusions: 

1. Assistance to Shipbuilders. Gorter critizes the present policy on the follow- 
ing grounds: (a) It has not been so applied as to support the required mini- 
mum of shipbuilding facilities for military requirements. (b) The presert 
policy unwisely links the problems of construction and disposal. Since the 
Maritime Administration holds a large number of reserve ships and since tke 
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peacetime demand of American operators usually is not sufficient to maintain 
the essential nucleus, helping operators is not the best way to sustain the 
shipbuilding industry. (c) As an essential derense industry, shipbuilding should 
not depend largely upon the availability of private capital. The government 
should use the subsidy program to make up the difference between private 
orders and the essential nucleus of shipbuilding. If domestic ship orders exceed 
the national defense level, surplus orders to foreign yards should be allowed 
without American sżip operators losing the benefit of the operating subsidy. 

2. Ship-operating Subsidies. Based on available figures of military require- 
ments, Gorter concludes that in spite of the subsidy program the tonnage of 
merchant shipping falls short of satisfying the minimum defense needs by 
about 2 million deadweight tons, or about 1/5 of the active U. S. merchant 
marine. The commerzial results of the operating subsidy program are not pre- 
cisely determined, but probably it has improved the quality of the merchant 
marine. The cost of subsidies is modest in comparison with total government 
expenditures, vessel sperating revenue and vessel operating expense, but is 
large compared with the net operating profits of American operators. Subsidies 
are relatively inoffensive to foreign operators, are unlikely to invite retaliation, 
and retain the competition of the conference system. Gorter concludes that 
granting operating subsidies on essential routes leaves a substantial area of 
shipping to private competition free of government subsidies and is preferable 
to a general navigation bounty. 

3. Cargo Preference. The cargo-preference policy is of vital importance to 
ship operators, particzlarly to U. S. tramp operators, The present tramp fleet 
is to a great extent a creature of the 50 per cent provision. U. S. tramp opera- 
tors cannot compete effectively with their foreign counterparts because of high 
costs. The advantage of tramp shipping is its usefulness to the military. 
Trampers are flexible; their crews have wide experience. Most tramp ships, 
however, are liberty ships having large deadweight capacity but speeds (10 
knots) dangerously slow for convoy operations. The government might more 
cheaply modernize reserve libertys—and at the same time give some aid to 
U.S. shipbuilders—than retain cargo preference to keep middle-aged obsolete 
tramp vessels in operation. 

Subsidized liner companies favor cargo preference, which they allegedly need 
for adequate revenue. They state that without cargo prezerence most aid 
cargoes would move in zoreign flag vessels to save dollars and that discrimina- 
tion” against U. S. flag vessels by foreign countries would become intolerable 
without cargo preference. Gorter opposes this argument. Cargo preference 
itself, he says, is a form of discrimination, and the best way to remove it is 
through negotiation rather than through counterdiscriminatory measures. The 
elimination of cargo preference, Gorter suggests, might hurt foreign-trade liner 
operators less than their unsubsidized U. S. fiag competitors. 

Generally, Gorter concludes that cargo preference is inconsistent with the 
general aims of U. S. foreign economic policy and that it cannot be defended as 
an economical way to build up a nuclevs merchant marine for national defense. 
The effects of eliminating cargo preference legislation, however, should be 
evaliated in the light of defense requirements. 
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4. Shipping Conferences. Gorter believes that present policy is “best” in 
that it requires open conferences and fair rates without damaging our relations 
with other nations. 

5. Military Sea-Transporit Service. In view of national defense requirements, 
the government must operate a fleet over which it has full control, without 
danger of interruption from labor disputes or other sources. The MSTS policy 
of making full use of cargo space aboard its own vessels—-rather than dividing 
shipments between MSTS and American private vessels—is economically de- 
fensible. 

Gorter suggests the possibility of allowing greater use of foreign carriers, 
particularly of NATO country flag vessels, to reduce the cost of military 
shipping, to increase the strength of NATO countries, and as a bargaining 
tool to offer foreign nations advantages for which the United States may nego- 
tiate diplomatic concessions. 

Undoubtedly, some students of this problem will find that Gorter’s analysis 
emphasizes “internationalism” to the extent that, especially with reference 
to the “cargo preference” issue, it would appear to give heavier weighting to 
the objectives of international diplomacy than to the real or assumed economic 
interests of U. S.-flag vessel operators. Gorter’s book, however, represents the 
most comprehensive analysis of this highly controversial and important phase 
of national policy; it is well organized, well written, and is a scholarly treat- 
ment of the subject. : 

i CHARLES L, DEARING 
The Illinois State Toll Highway Commission 
Chicago, Illinois 


The Economics of European Air Transport. By STEPHEN WHEATCROFT. ( Cam- 
bridge: Harvard University Press. 1956. Pp. xxii, 358. $6.00.) 


- This book is, in the judgment: of the reviewer, the best economic analysis of 
air transport which has yet come into print. Mr, Wheatcroft’s study reflects 
the environment of the European air carriers, many of which have problems— 
notably political—fortunately not encountered by domestic carriers in the 
United States. Nevertheless, the analysis is so basic that it can well serve as a 
guide to understanding ‘the economics of air transport in any part of the 
world. In fact, students of American air transport economics would do well. 
to look to this book for such guidance. . 2 

Wheatcroft has made a careful study of European air transport operations 
outside the Iron Curtain, and has drawn heavily on studies made both in 
Europe and the United States, particularly by the Air Research Bureau, a 
research organization sponsored by six major European carriers. He has also 
used effectively operating and financial statistics of individual airlines, govern- 
ment agencies, and such international air transport associations as the Inter- 
national Air Transport Association and the International Civil Aviation Or- 


ye ate Because of the author’s training in economics and experience in 
/ thé airline business and in the International Air Transport Association, his 


research has resulted in a clear, accurate, and incisive analysis of the economics 
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One part of the book deals with the European airline industry, with particu- 
lar reference to the economics of short-haul air transport, which is so character- 
istic of European air transport operations, and its effect on economics of air- 
craft size, operational efficiency and casts, and rate structures. The second 
principal part of the book describes and analyzes the problems of competition 
and regulation, especially the problems created by the fact that most free 
European air schedules tend to be international in a geographic and traffic area 
smaller than the United States. The third part of the book summarizes the 
problems involved and offers various requirements for air transport progress. 
Wheatcroft concludes that the possibilities for lowering costs, increasing 
traffic, and strengthening European air transport depend upon greater gov- 
ernment and airline cooperation in this market. In fact, he finally recommends 
a regional organization for European Air Transport in the form of an effective 
and strong European Civil Aviaticn Conference, an organization toward which 
a start was made as the result of the Strasbourg Conference of 1954. 

From the standpoint of the economist, the first part of the book will provoke 
the greatest interest. Wheatcroft outlines and supports with data some rather 
significant economic principles of air transport. Since European stage lengths 
are approximately 250 miles, the suitability of an airplane for European opera- 
tions must rest very largely on its ability to operate efficiently at these ranges. 
He finds most aircraft in service are designed to operated most efficiently at 
much longer ranges, 2lthough competitive factors, under which large airplanes 
are more.attractive to passengers, explain in part the reasons for this ineffici- 
ency. However, Wheatcroft properly suggests that large airplanes could be 
designed for the short-haul market and these, by utilizing payload for pas 
sengers instead of fue., would be very much more efficient. 

The author also ccncludes that zhe higher costs of European air transport 
operations as compared to American experience arise not so much from the 
short hauls themselves, particularly if a suitable large airplane were to be de- 
signed, but rather from the low intensity of operations. Moreover, the problem 
of intensity can be changed by economic regulation, the implication being that 
joint political action of the countries of Europe might both limit the number 
of carriers and the proliferation of routes, and also might remove some of the 
political restrictions which make it Impossible for most European airlines to 
operate unrestricted frequencies. 

e fn his analysis of the size and efficiency of airline operation in Europe, 
Wheatcroft found in Europe what has been found by the reviewer and others 
in America. While there may be considerable differences in efficiency between 
the very small and the larger carriers, there is evidence that the economies of 
scale are fairly early offset by diseconomies of size, and the over-all cost curve 
tends to flatten beyond the scale of output of the medium-size airlines. This 
would indicate that profitability tends more to be associated with frequency of 
flights and density of traffic. This fmding argues, as Wheatcroft points out, 
toward some control cf number of comparies to eliminate the very small 
airlines, but does not support the proposal often made in Europe that there 
bea single amalgamated airline. 

Wheatcroft finds incr2ased support for cost reduction as the salvation of the 


+ 


/ BOOK REVIEWS 1067 


_ European airlines when he turns to his analysis of fares. In terms of existing 
costs, he finds that these airlines, especially with the increase in tourist traffic 
and decrease of fares, have underpriced their services. But, when compared to 
the cost of European surface carriers, the air fares are still too high to compete 
effectively for the mass market. Thus, despite the natural tendency for govern- 
ments (which subsidize or support most European airlines) to conclude that the 
way out of a loss situation is to raise fares, Wheatcroft comes to the sound con- 
clusion that the solution lies in intensified operations at lower costs and 
lowered fares. 

On the basis of his analysis, Wheatcroft concludes that some reduction in air- 
lines and route operations is necessary to get greater intensification of traffic 
and that more attempts should be made both by governments and tke airlines 
to cooperate in planning, investment programming, use of station facilities, 
passenger handling, and other areas where individual duplicated operations are 
inefficient. He believes that much of the answer for economic health of the 
European airlines is a kind of cartelization of air transport under a central 
regulatory agency w:th powers to effectuate unified route and service planning 
and to encourage or enforce coordination. 

While this kind af united effort in Europe might solve many of the prob- 
lems Wheatcroft so ably analyzes, this reviewer is not as happy with his pro- 
gram as with his eccnomic analysis. One of the primary reasons why European 
air transport costs are high is the common international practice of limiting 
frequency of flights between key centers. This practice seems to be based upon 
the idea that the transportation market is a piece of pie to be cut up and 
distributed. It overlooks the fact, which the American airlines have found, that 
increased frequency of operation reduces costs which in turn makes possible 
lower rates, and this, in turn, along with the convenience of high frequency, 
makes for higher traffic densities. One cannot help but be disappointed that 
an exceptionally able economic analysis comes, to some extent, to the con- 
clusion that increased regulation is a better medicine than increased freedom. 

Harotp Koontz 

University of California, Los Angeles 


International Civii Aviation Organization. By Jacos SCHENKMAN. (Geneva: 
E. Droz. 1955. Pp. viii, 410. 40 sw. fr.) 


The student of air transportation, international economic organization, or 
political science will find Captain Schenkman’s study of the International Civil 
Aviation Organization a scholarly piece of research, rich in information on 
this interesting experiment in international governmental cooperation, and 
thorough in its treatment. Undertaken under the auspices of the Graduate In- 
stitute of Internazional Studies in Geneva, the study is primarily historical in 
nature, although the author does deal in detail with the anatomy and 
physiology of this aviation agency of the United Nations Organization. While 
the emphasis of the research is primarily on the history and nature of ICAO, 
some attention is given to technical and economic problems of international 
cooperation in aviation. At the same time the book would have been more 
valuable had the author utilized his vast research to make more analyses 0: 
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the problems invalved and draw sharper conclusions of use to those studying 
international cooperation and internation aviation. 

Of the three parts, the first is a political history of international civil avia- 
tion, with particular reference to the international conferences, commissions, 
and other agencies which treated civil aviation prior to the establishment of 
ICAO shortly after the end of the second world war. The author skillfully 
brings together the many diplomatic experiments designed to effectuate inter- 
national cooperation in the air and provides an excellent summary of the 
Chicago Conference on International Civil Aviation in 1944, 

The second part of the book deals with the evolution, nature, structure, and 
functions of the International Civil Aviation Organization. This agency, which 
came into permanert being in 1947, is a kind of United Nations for civil avi- 
ation and has had an extraordinarily important role in developing rules and 
mechanisms for assuring safe and effective international civil aviation. While 
its influence has been felt primarily in the areas of safety, operating practices, 
and air navigation services, it has had same impact on air transport economics, 
but this has been primarily through the provision of international machinery 
for effective and safe air operations. 

The third part of the book describes and, to some extent, analyzes the work 
of ICAO in the technical, economic, ar:d legal fields. Schenkman has succeeded 
well in summarizing a large volume of conference and committee reports and 
the many studies made of the operations of this international government 
agency. 

Since Schenkman’s book is designed to be a political analysis of international 
cooperation in aviation as this has been brought to fruition through the 
establishment and operation of ICAO, it should, perhaps, not be critized 
because of the lack of economic analysis of its operations. The book does repre- 
sent the distillation of many reports, otficial documents and publications, and 
studies previously made concerning ICAO; and since it is well documented and 
has a complete biblicgraphy of sources from over the world, it should prove 
a valuable reference work to those interested in the international aspects of 
aviation, as well as those interested in finding patterns and lessons for inter- 
national cooperation in other fields. 

HAROLD Koontz 

University of California, Los Angeles 


“Furniture Marketing—Product, Price and Promotional Policies of Manu- 
facturers. By KENNETH R. Davis. (Chapel Hill: School of Business Ad- 
ministration, University of North Carolina. 1957. Pp. xvi, 224. $5.00.) 

“The objective of this book has been tp describe and appraise marketing 
management among household furniture manufacturers” (p. 195). The topic 
is, however, examined in its economic setting, and economic theory is freely 
employed. At the risk o7 some unfairress to the author I shall review the book 
in terms of its general interest to economists. 

Furniture is an important durable consumer good, equaling eee and 
outstripping radio and television sets combined in the postwar period. Except 
ior a Federal Trade Commission proceeding in 1923, there has been no govern- 
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mental. prosecution or special investigation of the industry. Studies of such 
industries are both more important, as antidotes to bias among economists, 
and more difficult, because of paucity of data on competitive relationships. 
Since his sources are general governmental ‘publications, trade journals, inter- 
views with insiders, and some personal experience; Davis must rely on eco- 
nomic theory to fill j in gaps in the data. The choice of a penecly competitive 
model is, for this reason, the more in need of critical scrutiny... 

The multitude of firms, low concentration, absence of bigh geographical 
barriers, and ease of entry are consistent with perfect competition, but also 
with moriopolistic competition. Product differentiation is, thus, the key issue. 

Even when narrowed to wood and upholstered, household furniture is a 
broad: product classification that encompasses numerous differences in kinds 
and quality, is subdivided into three major style-groups (traditional, modern, 
and commercial), and undergoes annual style changes of varying degree within 
each group. Davis correctly avoids equating differences with differentiation, 
but there is evidence of genuine differentiation, particularly at higher quality 
levels; e.g., a Fortune article is quoted which states that some firms “make a 
distinctive line that certain stores insist on having” (p. 156). Also, differentia- 
tion appears to be increasing. At lower levels, differentiation is weakened by 
lack of brand consciousness among consumers (many retailers remove labels), 
but these ranges also contain some of the best-known firms and largest adver- 
tisers. Since quotations from furniture manufacturers suggest pockets of oli- 
gopoly determined by geography and quality differentials, different segments 
of the industry may well fit any industrial classification short of sharply dif- 
ferentiated oligopoly. 

Davis does not explicitly recognize any industrial classification between 
perfect competition and monopoly. Oligopoly is nowhere mentioned and mon- 
opolistic and imperfect competition only incidentally in quotations from 
Chamberlin and Robinson. The criteria for classification are extreme; whether 
product differentiation and independence in pricing are so great that firms can 
“disregard the actions of competitors” (pp. 58, 136). The conclusion that the 
industry is “somewhat like . . . the economists’ model of perfect competition” 
is, therefore, essentially a rejection of monopoly. 3 

After this classification, Davis proceeds to his major task of the analysis of 
marketing policies, during which he inferentially traverses the range between 
industrial extremes. For product, price, and promotional policies the rationale 
is first developed, essentially for strong oligopoly. By conirast furniture 
manufacturers are shown to have limited freedom in formulating policies, a 
typical conclusion being: “Few firms hope to make substantial gains through 
exploitation of price elasticity” (p. 145). Davis never does review all the 
evidence and state how close an approximation he believes perfect competi- 
tion to be. Viewed broadly, the industry looks to me like a classic case of 
monopolistic competition. 

The analysis of specific marketing policies and nee economic implications 
is often very astute, but the over-all treatment suffers from the unresolved 
dilemma that marketing policies are in strict logic inconsistent with perfect 
competition. In order to discuss marketing, the model must. be obscured by 
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vague qualifications, and strict logical inferences must be ignored. Elsewhere 
Davis gives the impression of generally seeking to minimize deviations from 
perfect competiticn rather than subjecting them to discriminating. scrutiny. 
Sloping demand curves are implied but never explicitly acknowledged and 
analyzed; implications of strategic interdependence in quotations are over- 
looked; no attempt is made to distinguish subgroups of different competitive 
shading. A broader theoretical perspective would have added clarity and con- 
sistency, and it might well have modifed both the choice of data and the 
conclusions, 

Despite this shortcoming, Davis has done a competent job of bringing the 
industry into focus and contributing much-needed knowledge of the small-scale 
industry. The book is short, interesting, generally well written and organized, 
and suitable for supplementary reading in undergraduate courses in industrial 
organization. 

DANIEL C, VANDERMEULEN 

Claremont Graduate School 


Public Control of Business, An International Approach, By Pulire C. NEW- 
MAN. (New York: Frederick A. Praeger. 1956. Pp. iv, 500. $14.00.) 

The provision of case materials for courses in industrial organization and 
regulation poses problems that can never be completely solved. For one thing, 
the field is too broac. for any but a small part of it to be covered by detailed 
study of individual situations. Some casedooks are therefore confined fairly 
rigidly to a single major field, like antitrust or public utilities; others range 
more widely. Related to the problem of scone is that of intensity; the choice of 
a casebook involves a nice balancing of breadth and depth, and of both with 
expense. The standard legal texts—Oppenneim, Schwartz, Handler, Bowie— 
are encylopedic and expensive. On the other hand, Stelzer’s Selected Antitrust 
Cases, which is probably the best availatle compromise for undergraduate 
textbook purposes, is confined to the antitrust field, and to sometimes rather 
skimpily excerpted judicial opinions. Finally, there is the problem of finding 
the appropriate balance between legal documents and economic materials, both 
of which are surely essential. Here again most casebooks tend to be of one 
type or another—collections of industry studies like Adams’ The Structure 
of American Industry, or of court decisicns, like Stelzer on the one hand or 

«Oppenheim on the other. 

In almost all these respects, Newman’s book defies classification. The 
uniqueness of its scope and content constitutes at once a drawback and a 
virtue. It is obviously too expensive to use as a supplementary undergraduate 
text, but it is not an adequate substitute for collections like Oppenheim; on 
the other hand it contains materials that heve not been collected elsewhere, 
and that many teachers will want to make available to their students, both 
graduate and undergraduate. 

The materials fall into six categories: private international. cartels; inter- 
governmental commodity agreements; legislation of various countries; judicial 
opinions; enforcement techniques; and international proposals to deal with 
the monopoly problem. This paraphrased table of contents suggests the major 
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respects in which the compilation is more or less unique: its approach is com- 
parative and international; and it combines a wide range of original source 
material with the more familiar judicial opinions. 

To illustrate these overlapping attributes: The approximately one-third of 
the book treating of international cartels consists mainly of the texts of such 
agreements—between du Pont and Imperial Chemical Industries, General Elec- 
tric and Krupp, Standard of New Jersey and I. G. Farben; of the steel, rail 
makers, potash, sulphur, copper, and air transport association cartels; of inter- 
governmental agreements in wheat, tin, tea and rubber; and fascinating first- 
hand accounts of the organization and operation of the Canadian newsprint 
industry and of the “as-is” agreement between the major international petro- 
leum companies. Another 135 pages contain the major statutes governing car- 
tels and monopolies of eight leading countries (though unaccountably omitting 
the 1950 amendment to Section 7 of the Clayton Act). The final section of the 
book includes the text of the famous Dusseldorf Agreement of 1939, the 
treaties constituting the European Coal and Steel Community, and the relevant 
chapters of the lamented Havana Charter—though one would have preferred 
to see here the Draft Articles of Agreement more recently proposed by the 
United Nations Ad Hoc Committee. The section or. enforcement contains the 
texts of a few antitrust consent decrees, Federal Trade Commission reports 
describing some of its work, and the very interesting conclusion and discus- 
sion of remedies from the report of the British Monopolies and Restrictive 
Practices Commission on the British Match Corporation. 

As with any other casebook, the price of including much that is novel is a 
skimping along other lines. The material on judicial interpretation and en- 
forcement is almost exclusively American. There is no adequate sampling of 
the rich and extremely interesting Reports of the British Monopolies Com- 
mission-—most of them strikingly illustrating the problems of reconciling the 
fears of wasteful and destructive competition, sc typical of the 1920’s and 
’30’s, with the more general commitment to competition of the 1950’s—or of 
the Canadian Commission set up under the Combines Investigation Act. As for 
the American antitrust decisions, while the selection is for the most part judi- 
cious, the excerpts satisfyingly complete, and the brief explanatory introduc- 
tions (here as elsewhere in the book) helpful, the cases included are necessarily 
few in number: the latest decision dealing substantively with price-fixing is 
Appalachian Coals; and there are no cases under Robinson-Patman or Sections 
3 or 7 of the Clayton Act, or involving open-price associations, basing points, 
patent agreements, or international cartels. In the field of public utility regula- 
tion we are offered only brief extracts from Muni v. Illinois end Hope Natural 
Gas; in the field of labor, only Hutcheson. ` . 

Finally, there is some real question in my mind about the teachability of 
much of the material incorporated. About 60 per cent of the book consists 
essentially of the texts of various internationa’ agreements, and of antimo- 
nopoly legislation. Except for the very welcome and interesting Civil Aero- 
nautics Board decision of 1946 that follows the text of the International Air 
Transport Association agreement, these excerpts are not accompanied by evalu- 
ative case material. It is difficult for me to see how one could put students 


Ld 


1072 THE AMERICAN ECCNOMIC REVIEW 


through these dry texts without giving taem the stimulus and help of addi- 
tional case material in each instance—for example, extracts from the du Pont- 
I.C.I. decision (and possibly some of the defenses of the agreements offered by 
the defendants). Perhaps these questions will be answered by the treatise that 
Professor Newman has been preparing, to which the present volume was 
originally intended to serve as appendix. 

Most teachers, I judge, will not find it possible to adopt Newman. But I 
think they will want to have copies within reach of their students; as a source 
book, pulling together documents that ere not readily available elsewhere, it 
represents a genuine contribution. 

ALFRED E, KAHN 

Cornell University 


Studies of Overseas Supply. By H. Duncan HarL and C. C. Wrictey. History 
of the Second World War, U. K. Civil Series. (London: H.M.S.O. and 
Longmans, Green. 1956. New York: British Information Services, dis- 
tributer. Pp. xi, 537. 37s 6d; $6.98.) 


Great Britain’s recent revolutionary shift to nuclear weapons, long-range 
missles, and air power as the primary means of defense in any future world 
conflict seems to make any study of Briiain’s global economic strategy in the 
second world war obsolete as a guide to Future action. But the value of this 
book as a stimulant to policy-making is no: destroyed by Lord Macmillan’s 
innovations in the spring of 1957. Those interested in the history of the British 
economy’s trans-Atlantic and Pacific supply sources during 1939-45 will be 
rewarded. Here is crisp, competent writing on various important problems that 
were outside the organizational framework or could not be adequately explored 
in North American Supply, Duncan Hall’s earlier study of the main factors 
determining the great flow of war material irem the United States and Canada 
to the United Kingdom and its bases overseas. The scope of the current volume 
is wider than its predecessor, since its chapters include treatments of the 
Combined Boards, the British supply organization overseas, Anglo-American 
scientific collaboration, and the muniticns supply from the Eastern hemi- 
sphere. 

The first four chapters analyze the major problems and developments of 
munitions supply from the United States and Canada. Their author, Mr. 
-Wugley, ranges from a survey of British needs and North American supplies 
of different kinds and quantities of munitions to a candid critique of the prob- 
lems of cash purchase, lend-lease procurement, allocations, and forward- 
planning. He stresses, rightly in my opinion, the historical importance of 
British orders for American machine tools, aizcraft} and tankers, and of British 
capital investment in American munitions piarts as together constituting the 
largest single factor in the tremendous increase of American munitions output 
before Pearl Harbor. To him the transition from cash-purchases to lend-lease 
would have been necessary even if British Collar resources had not been 
exhausted (p. 112). The practical difficulties of negotiating contracts and of 
winning the consent o? the United States government at every step in the 
supply-process were so enormous as to make some Anglo-American govern- 
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mental enterprise like lend-lease appear an inevitability. Although I cannot 
assent to this in all its details, I agree that lend-lease was certainly desirable 
from the viewpoint of conserving limited British financial resources: and of 
expediting the Anglo-American war effort. . 

The comments by Wrigley and wartime British officials on certain American 
governmental practices and positions add spice to this narrative. Arthur B. 
Purvis, that great pioneer in Anglo-American munitions production and pro- 
curement, wrote across a “Note for Henry Morgenthau” on the inferiority of 
American aircraft to British in 1940: “This is dynamite .. . not given to 
H.M.” (p. 93). Wrigley points out the dislike of British officials for the Ameri- 
can officials’ rigid, elaborate statistical planning of lend-lease munitions supply. 
‘British administrators regarded the planning of war supply as an art rather 
than an exact science.” They had little faith in the precision of forecasts of 
requirements or production and considered it folly to allow no deviations from 
a program based upon these forecasts. To them some of the Ametican requests 
for detailed data on British requirements seemed a of “planning run 

mad”. (p. 203). 

Most of the second half of this volume deals with the creation, powers, aai 
problems of the Combined Boards (especially those concerned with taw ma- 
terials, munitions assignments, and production and resources}, and of the 
British War Organization in North America. Mr. Hall explains their varied 
functions and fortunes with considerable clarity and skill. One of his three 
packed chapters is devoted to the Combined Raw Materials Board in order to 
illustrate the processes which created the Combined Board system. He succeeds 
in his objective, but fails to give full credit to the achievements of the Com- 
bined Production and Resources Board. Nor does he portray adequately the 
role of Canada in the Combined Boards, On the other hand, Hall rewards his 
readers by many astute observations; e.g., on the difference between the team- 
work of British officials and the disunity of competing American agencies 
(pp. 237-38), and on the rough and ready principles for atone resources l 
utilized by the C.R.M.B. (pp. 272-73). 

The last two chapters by J. D. Scott and C. © Wrigley respectively, are 
devoted to Anglo-American scientific-collaboration and war supplies from the 
Eastern Hemisphere. Scott, co-author of a companion volume, The Administra- 
tion of War Production, reveals that the principle of complete scientific inter- 
change was established at least a year before Pearl Harbor. He also describes, 
lucidly and judiciously three major “fruits of collaboration” in the develop- 
ment of radar, the jet engine, and the atomic bomb. The chapter by Wrigley 
brings out the important contributions of Australia, New Zealand, South 
Africa, India and the British dependencies in the Eastern Hemisphere at 
certain critical places and periods during the war. Statistically their munitions , 
contribution was only 1.6 per cent of the total war supply of the British Com- 
monwealth forces, But strategically, in terms of specific place and time utility, 
the Eastern Hemisphere’s supply was of vital importance in British Common- 
wealth and Empire defense, particularly before 1942. 

This volume will satisfy most economic historians, but ‘one regrets the 
failure of the co-authors to engage in the kind of theoretical’ and statistical 
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analysis of war problems to be found in A. J. Brown, Applied Economics 
(1948), D. N. Chester, ed., Lessons of the British War Economy (1951), or 
Lionel Robbins, The Economic Problem in War and Peace (1947). Thoughtful 
readers will discover much that will repay taem for going through these studies 
in British wartime economic history. 
SIDNEY RATNER 
Rutgers University 


Land Economics; Agricultural Economics; 
Economic Geography; Housing 


The New Revolution in the Cotton Economy. By James H. STREET. (Chapel 
Hill: University of North Carolina Press. 1957. Pp. xvi, 294. $5.00.) 


Why was mechanization so late in cotton growing, how and why did it 
eventually take hold, and what are likely to be its social results? In pursuing 
his inquiry into these questions, the authcr has regarded the subject both 
broadly and intensively, and makes use of many researches by others into 
numerous aspects and periods of the cotton economy. 

Part I deals with the historical and cultural setting of the problem, tracing 
it in bold strokes from the earliest days through the second world war. Part II 
analyzes the technical aspects of the subject. It describes the special nature 
of the agricultural cbstacles to mechanization in cotton picking, the long series 
of attempts to develop a practical cotton harvester, and the regional differences 
which affect its performance. Part IIT discusses the population movements 
incident to recent national economic growth, the question whether the cotton 
growers did, or do, face a labor shortage, and the probable effects of mechani- 
zation on such matters as farm size and labor. The book includes a valuable 
bibliography and an index. 

The author is particularly successful in weaving together the numerous 
influences which affected the introduction of more efficient technology in a 
sector in which the stimuli either to resist or to accept change were far from 
simple. The cotton economy of the Southeast, established during the early 
technological revolution initiated by the invention of the cotton gin and of 
cotton weaving and spinning machinery, became for more than a century, 
unlike most of the national economy, particularly resistant to innovation and 
„the cultural changes that usually accompany it. Yet by 1955 almost one-fourth 

of the American crop was mechanically harvested, and in California, the lead- 
‘Ing state, two-thirds of the crop was picked by machine. This new cotton 
revolution, the author believes, cannot be halted. 

Between the early backwardness and the eventual victory of machinery lie 
such varied circumstances as the slave economy—slaves being at once a major 
investment and a reservoir of controlled labor—the attitude that went with 
this situation, the credit system, especially after the introduction of tenancy 
and sharecropping, changes in the market for the product, the effects of soils, 
climate and labor supply in the more recently developed regions suitable for 
cotton, the difficulty cf designing effective harvesting machinery, the lack of 
stifnulus for mechanizing any part of cotton growing unless virtually all the 
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processes could be mechanized, and the concurrence of new achievements in 
plant breeding, weed control, plant defoliation, and ginning—all necessary ac- 
companiments for efficient mechanical harvesting. 

Mechanization, the author believes, since it is not the result of a labor 
shortage, will push agricultural workers out of cotton growing. It will not 
raise the income per head from cotton relative to other incomes, but will 
increase it absolutely. It has already diminished the demand for child labor 
and thus has enhanced educational opportunity. All social gains to be expected 
will depend on a high level of employment in the rest of the economy. Mecha- 
nization will favor large farms and render untenable small acrezges on mar- 
ginal lands—unless price supports, not needed by the more efficient, encourage 
the small growers to continue the struggle for existence in a basically inefficient 
operation. These conclusions are persuasive. . 

As a whole, the study seems to rest on thorough research; it is well organized 
and well reasoned. As a careful examination of a particularly striking case, it 
should help in the endeavor to round out a theory of economic growth. While 
resisting the temptation to oversimplify an immensely complex process, the 
author does not hesitate to express his opinions. 

One minor point, largely irrelevant to the main body of the argument, may 
be questioned. Is it true (p. 7) that the labor scarcity resulting from the 
invention of the cotton gin in 1793 “was met by the greatly increased importa- 
tion of African slave labor”? Surely this was not the case for long, since the 
smuggling of slaves after the foreign slave trade was legally forbidden in 1808 
did not provide more than a small fraction of those obtained by domestic 
breeding. 

GEORGE SOULE 

South Kent, Connecticut 


Localisations et rythmes de lVactivité agricole. By GILBERT RULLIERE. (Paris: 
A. Colin, 1956. Pp. x, 348. 1.300 fr.) 


This work emphasizes the relationship of man to the land conceived as a 
complex of interrelated forces which reveal tendencies both to stability and 
to change. The analysis is broadly segregated into spatial and temporal aspects. 
The spatial analysis is based on the work of Von Thiinen as elaborated by 
Brinkmann and Lösch. This schema is, however, too simple as a basic tool for 
handling the factors determining the location and the utilization of factars 
of production in the agricultural structure. It is based largely on the single 
factor of transport costs and certain simplifying assumptions which do not 
permit an adequate establishment of the functional relationship between dis- 
tance and other factors. Accordingly the function “‘revenue—net-distance” is 
developed on the basis of Losch’s functional relationships as an improvement 
in the analytical model. Even so it is not possible to deduce more than a simple 
schema because too many factors are operating. 

Introduction of temporal factors brings new complications with respect to 
both the demand and the supply of agricultural products, in the form of 
development, instability and the forces working in national systems of agricul- 
ture. Adjustment to the changing scene requires a degree of flexibility amongst 
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the factors of production working within the agricultural structure if undue 
reductions in revenue accruing to agriculture, government interference and 
overcrowding and malexploitation of the inherent resources in the land are to 
be avoided. 

Throughout the work M. Ruiliére repeatedly warns that the complexity of 
agricultural problems is often unsuspected: and that the influence of a large 
number of underlying factors is delimited with difficulty. At the same time 
he demonstrates tkat the basic tools of economic analysis are capable of deal- 
ing with the subject-matter, given zdequaie data, the proper approach and a 
not too great insistence upon rigoraus or formal conclusions. The book goes 
a long way towards a cataloging of the relevant factors which must be taken 
into consideration in such a study. 

The work is developed largely at the theoretical level with frequent refer- 
ence to experience. Part IIT dealing with the national scene is largely devoted 
to illustrative material from the economic history of the United Kingdom, the 
United States, Bulgaria, Brazil and Denmark. It is unfortunate that more of 
this type of material was not incorporated into the work. There is a great need 
for a general study of the international distribution of resources in agriculture 
and the necessary adjustments which have taken place in relation to world 
markets since the first world war, not only as a result of economic factors, such 
as the trade cycle znd technological change, but also as a result of the two 
world wars which cave profoundly affected agriculture. It is hoped that in 
the future Rulliére will be able to apply his analysis to this important field. 

_ ‘Maurice FE. PERKINS 

Washington, D.C. 


American Housing and Its Use. By Louis Winnicx. A Census-Social Science 
Research Council Monograph. (New York: John Wiley. London: Chap- 
man & Hall. 1957. Pp. xiv, 143. $5.50.) . 


This volume is one in the Census Mcnograph Series. In the foreword, the 
director of the Censuz and the president cf the Social Science Research Council 
state that the purpoze of these volumes is to analyze and discuss the social 
and economic relationships and trends discernible among the voluminous 
census data. They are to include broad explorations of new questions suggested 
by new information and are also to narrow the elements of doubt and con- 

«trgversy on old questions. Winnick has succeeded in meeting these objectives 
admirably. He has contributed several important new concepts to the field of 
housing analysis. At the same time, he has tested and strengthened prior 
theories, has shown kow the theories have worked in actuality, and in some 
cases, has corrected commonly held errors whick arose from failure to examine 
the. proper data. 

This volume demonstrates that housing analysis has been weakened by a 
failure to consider adequately the amount of space in terms of rooms (or per- 
haps size and quality of rooms) that families desire and use. It is not sufficient, 
as has too often been done, to analyze space merely in terms of occupied or 
vacant dwelling units. For as market demand for rooms alters, a given amount 
of space may be split ug or recombined into widely varying numbers of dwelling 
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units. The disparity between these two types of space-demand helps to explain 
the low level of residential construction in the 1930’s, the unusually high level 
of construction demand in the decade after the second world war, and perhaps 
the recent weakness in this market. 

The largest part of this volume consists of an analysis of the variables 
influencing this use of space, the changes over time in these variables, and the 
resulting utilization of the housing stock. Winnick has used his data with 
ingenuity and has presented the results with clarity and admirable readability. 

The major variables affecting demand for rooms appear to be: family size; 
income; costs; race; and geographical location. Family size is the most im- 
portant. Larger families demand more rooms, but their demand does not in- 
crease as rapidly as the family. As a result the larger a family, the less space 
available per member. There appears to have been a 15 to 20 per cent fall in 
the ratio of persons per room since 1900. This plus other data convince the 
author that housing space standards have improved at a far slower rate than 
most other items in our national standard of consumption. Discovering the 
reasons for this lag is important for future forecasts and policy determination. 
Even so, the United States standards are far above those of other countries, 
and there is far less deviation around the average standard than is true for 
most other goods. 

In addition to its very positive analytical contributions, this work may play 
a still more significant role if it leads the Census to re-examine the present 
inadequate methods of making data available for research purposes. The 
author is forced to apoligize on the average of every five or six pages because 
the census data cannot really be used to test adequately the theories presented. 
In his words, “an attack on the problem via census data can be made only with 
the aid of bold assumptions and catch-as-catch-can technique” (p. 42). As he 
points out, a family’s utilization of space is the result of many independent 
and interdependent causes. The Census, however, only publishes data concern- 
ing highly aggregated groups of families. Rarely can the effect of more than 
ore or two economic variables be analyzed from ceusus data. Only through 
urusual skill, insight, and imagination is Winnick able to obtain his results. 
He accomplishes this by drawing upon a wide variety of diverse (frequently 
noncensus) and basically insufficient data. l 

i SHERMAN J. MAISEL 
University of California, Berkeley e œ 


Mecanización de la Agricultura Méxicana. By Luis YANEZ-PEREZ. (Mexico, 
D. F.: Instituto Mexicano de Investigaciones Economicas. 1957. Pp. xvil, 
419. P30.00; $3.00.) . 

This is the first study issued by the Instituto Mexicano de Investigaciones 
Económicas, an organization set up by, but apparently independent of, the 
Banco de Mexico, the Nacional Financiera, and the Banco Nacional de 
Comercio Exterior. Its purpose is to determine to what degree Mexican agri- 
culture should be mechanized in relation to the growing rural population of 
the country. The point of view is that of economists concerned with develop- 
ing -the basis of national policy. The result is a very broad study of certain 
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aspects of agriculture in Mexico (while by-passing such sticky questions as the 
future of the ejido). 

The opening chapters survey the characteristics of the Mexican population 
and its rate of increase (using previously published data), the distribution of 
land by size of holding and type of tenure (ejidal and private), and man-hour 
labor inputs per hectare. Figures are given on a national basis, by regions, and 
by states for the eighteen principal agricultural products produced in the 
country accounting for about 95 per cent of all cultivated land. 

Output per hectare and per man-hourz is given for each of the crops studied. 
Productivity is defined in physical terms, but fortunately, also given in value 
terms since comparisons are drawn between different crops. This data is of 
considerable interest both for those concerned with the specific case of Mexico 
and as a picture of agricultural productivity variations in similar under- 
developed areas. Value of output per man-hour, for example, was less than 
.8 pesos in the important bean crop and 5.2 pesos in export crops such as 
cotton and oranges. 

A comparison of the difference between average yields per hectare i 
productivity per man-hour on one hand, and yields and productivity achieved 
on the most mechanized holdings gives a figure for the increase in output 
possible from mechanization. Add to this estimates of the total area “mechaniz- 
able,” assumptions as to the area an average tractor can work and its labor 
requirements, and finally projections as to the rate of population growth in 
agriculture, and one can (and the study does) derive answers to a series of 
important questions, e.g., the potential output gains from mechanization, total 
labor requirements and the possibility of absorbing the growing labor force, 
the number of machines required and ihe cost of mechanization. 

Nothing is more startling to the cautious academic economist in the United 
States than the willingness of writers in the underdeveloped areas to launch 
proposals for large-scale economic anc. social changes on the basis of admittedly 
uncertain data and broad assumptions as to the behavior of crucial variables. 
The pressures of poverty are, however, compelling and make necessary deci- 
sions today rather than tomorrow, when presumably the statistics will be 
better and the eccnomics of progress understood. 

On the basis of their data, the authors advance with many qualifications 
a proposal for mechanizing Mexican agriculture. They propose a 24-year 
program of equipping it with tractors, and the complementary equipment such 
as drills, harrows, and plows. They also propose an increase in the area under 
cultivation by bringing into use cultivable areas not presently in use (there 
is considerable vagueness as to what, in economic terms, “cultivable” means). 
They propose to decrease the cultivated land left out of production each year, 
e.g., fallow, from 50 per cent of total cultivated land today to 19 per cent of 
the increased total cultivated land. The total area cultivated each year will 
thus be increased from 19 million hectares to about 27 million hectares. At 
the end of the 24 years most (about 80 per cent) of the land would be worked 
with tractors and complementary equipment. The increase in the agricultural 
population would be absorbed, tke average size of holding would be increased 
(but the balance between ejido and private holding is left undisturbed) and 
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there would_be a substantial migration from the overcrowded central plateau 
to the north and southeast sections. 

One might approve the program on the grounds that, (1) though the 
underlying data are highly unsatisfactory and the projections subject to 
enormous range of error, the need as Mosk has pointed out, is, to develop 
agriculture if industrialization is to proceed at recent rates, and (2) that the 
- absolute magnitude of goals can be adjusted over the course of 24 years as 
more experience is. gained. The suggested program could be taken as a maxi- 
mum effort. The cost calculations are another thing, however. The total cost 
of the program is obtained by multiplying average cost per unit of equipment 
today by the total 24-year increase in their numbers. The cost of the program 
for its initial year thus calculated would have been only 0.64 per cent of 
national product at factor cost in 1956 and a decreasing fraction thereafter. 
No estimates are made of the investment costs of producing tractors, or of the 
foreign-exchange problems if the tractors are imported, or the costs of re- 
location, or training of labor. Some of these problems are recognized by the 
authors, but one gets the feeling that they do not consider them crucial. The 
least one can say is that some further studies are indicated before it is legiti- 
mate to start calculating the cost as a per cent of national product. Then it 
may be time to discuss the project in terms of alternative uses of Investment 
allocation. 

ROBERT R, EDMINSTER 
University of Utah - 


Labor Economics 


The A.F. of L. in the Time of Gompers. By Puitrp Tarr. (New York: 
Harper & Brothers. 1957. Pp. xx, 508. $6.75.) 


The appearance of the first volume of Professor Taft’s new history of the 
American Federation of Labor is a notable event. In making this study, the 
author has had the cooperation of the Executive Council and senior officers 
of the A.F. of L. and he has had access to a vast collection of published and 
unpublished material. The result is a massive, richly documented work of 
scholarship which will long remain a standard source of reference. 

Inevitably, comparison will be made with Lewis L. Lorwin’s earlier history 
of the A.F. of L. and with Samuel Gompers’ Seventy Years of Life and Labor. 
Taft’s account of the A.F. of L. under Gompers is more detailed and more 
methodical than that given in these earlier works, but it does not evoke the 
interest of the reader in the same memorable fashion. In failing to bring his 
subject to life, the author leaves the reader without a rounded picture of 
Gompers as a man, and without any clear conception of the A.F. of L. as an 
institution. Just why was the Federation successful? What made it “tick”? 
To what extent did the A.F. of L. really influence the pattern of social evolu- 
tion in the United States? Was it merely, or mainly, the dynamic energy, 
self-confidence and shrewd bluff of its determined, rather pompous little presi- 
dent that made the A.F. of L. a great national institution? Taft provides no 
direct answer to questions such as these. This may be due to his method of 
exposition, which is to examine each major facet of the Federation’s activities 
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separately, or it may be that the euthor is leaving a full critical assessment of 
the Federation to a ‘ater volume. 

The manner of the A.F. of L.’s coming in-o existence has been told in many 
books, most notabiy by Samuel Gommers himself, in his fascinating auto- 
biography. Taft does not devote much space to the forerunners, but he does 
indicate that the conception upon which the Federation was founded marks 
if off from any previously established national labor organization. The princi- 
pal reason for the creation of the A.F. of L. was to support the self-defense 
of the separate unions, in the first place against the dangerously irresponsible 
activities of the Knights of Labor and, in the second place, against the em- 
ployers and allies in federal and state governments. Sweeping ideological ob- 
jectives were eschewed in favor of a pragmatic program of rapidly achievable 
goals. The fundamental tenet of the A.F. of L.’s organizational structure was 
the autonomy of the constituent unions. Ir. both these features, the A.F. of L. 
differed sharply from its contemporary rival, the Knights of Labor, and from 
earlier attempts to create a powerful, nation-wide labor organization. 

The British Trades Union Congress, founded eighteen years before the 
A.F. of L. finally emerged in 1886 a3 a fully fledged organization, was, as Taft 
shows, cited as the example which American unions ought to follow. Though 
Taft does not compare the two orzganizacions, it is of interest to make this 
comparison, since it deepens the perspective from which the development of 
the A.F. of L. might be viewed. Like the A.F. of L., the Trades Union Con- 
gress also differed quite significantly frcm its several predecessors. It was, 
however, in contradistinction to the A.F. of L., established to achieve objec- 
tives that were primarily political. The immediate cause of the holding of the 
first T.U.C. meeting was a rather trivial insult to the trade unions from the 
middle-class Social Science Association. But the unions were also faced with 
the need to win from a hostile Parliament a statute which would free them 
from dangerous decisions in the courts by Her Majesty’s judges. Previous 
attempts to set up a nation-wide organization had foundered because they 
either sought utopian goals, or attempted to supersede the individual unions 
by the creation of one big organization. The T.U.C. left domestic trade union 
problems severely alone and concentrated on lobbying Parliament for legisla- 
tion that would avor labor interests. 

Though the cbjectives of the British T.U.C. were mainly political, its 
@nergies were, until 1890, chiefly confined to securing changes in the law that 
would remove discrimination against wege earners. Attempts to persuade the 
T.U.C. to adopt, for example, a policy in favor of the legal regulation of 
hours of work were bitterly resisted. The decisive change in the attitude of 
the unions toward state intervention to protect workpeople came with the 
organization of the unskilled workers in the 1890’s. Since the A.F. of L. was 
still primarily an organization of craft unions at the time of his death, it is 
perhaps not surprising that Samuel Gcmpers remained throughout his life a 
strong opponent of social security provided by legal regulation. 

Perhaps the most important function of the A.F. of L. was to assist the 
member. unions to build up their organizations and to help them resolve their 
jurisdictional conflicts, The British T.U.C. fought shy of such responsibilities 
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for many years; when it ultimately established machinery to settle inter-union 
conflicts it never sought to impose, as did the A. F. of L., a policy of exclusive 
jurisdiction. Nor did the T.U.C., until it adopted a new ‘constitution in 1921, 

make any serious attempt to define its powers in relation to its affiliated unions. 

Taft might have pointed out that British trade unionists reversed the com- 
pliment which the Americans had paid to the T.U.C., when a section of them, 
dissatisfied with the role which the T.U.C. had for long played, cited the A.F. 
of L. as the example which henceforth ought to be followed. The critics of the 
T.U.C. and of its Parliamentary Committee at this time sought two objectives: 
(1) to bring into existence a political party based on the trade unions; (Z) to 
create a Federation of Trade Unions that would assist the unions to organize 
to fight the employers, especially by the aid of a central strike fund, and to 
direct the strategy and tactics of the whole trade union movement. Both cbjec- 
tives were achieved at the turn of the century, but the General Federation of 
Trade Unions, which its founders thought they were modeling on the A.F. 
of L., failed to supersede the T.U.C. It also failed to persuade the unions to 
abrogate their autonomy and, in practice, it only survived by the acceptance 
of the principle upon which the A.F. of L. had been founded. 

By a curious stroke of fortune, the General Federation of Trade Unions 
became the representative British body in the international trade ‘union field, 
from its foundation until the end of the first world war, when it was ousted 
by the T.U.C. Though the A.F. of L..exchanged fraternal delegates only with 
the T.U.C., it had contact with the G.F.T.U. through its international activi- 
ties. It is clear, however, that Gompers and his Executive Council were never 
properly aware of the relative significance of the two organizations in relation 
to the British labor movement; this was to be partly the cause of the A.F. 
of L. becoming intimately involved i in the bitter quarrel between the T.U.C. 
and the G.F.T.U. 

During the first world war, the A.F. of L., until 1917, maintained relations 
with both the British and the German trade union movements, and it proposed 
that a conference of labor organizations should be held at the same time and 
in the same city as the peace conference at the end of the war. This proposal 
was rejected in 1916 by both the T.U.C. and the G.F.T.U., who were, at this 
stage, not prepared to consider meeting the German trade union leaders, This 
was the last time, however, that the T.U.C. and the G.F.T.U. were to be in 
harmony on international affairs, The T.U.C. and the G.F.T.U. were already 
in conflict over domestic issues, and when the Parliamentary Committee 
decided to support the Labour Party’s declaration of war aims, the rift 
widened. The G.F.T.U. sought the support of the A.F. of L., which, under 
Gompers’ direction had, with the entry of the United States into the war, 
adopted an uncompromising anti-German attitude. Britain had already been 
in the war two and a half years, and the appalling casualties had left the 
great majority of trade unionists in no mood to listen to jingoes. It seemed 
offensive to. many of the T.U.C. leaders that the A.F. of L. should dare to 
question their patriotism and will to win the war because they had supported 
President Wilson’s fourteen points. Nothing-could have been more ironic 
than the spectacle of British labdr adopting Wilson as their hero, whilé at 
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the same time the American labor movement was giving support to the anti- 
Wilson policies of Lloyd George. l 

The British Prime Minister and the minority of die-hard labor men who 
supported his “fight to a finish” policy, had skilfully used the A.F. of L. to 
bolster their views, and they flattered Gompers into making a personal trip 
to Britain in 1918 in the hope that he would discredit Henderson. Though 
Gompers, as his autobiography reveals, completely failed to understand the 
developments that were taking place in the attitudes of the British trade 
unions, he was brought to realize by events before he left Britain that the 
G.F.T.U. represented only a tiny minority of trade union opinion. However, 
although—in his aztobiography—the leader of the A.F. of L. gives the im- 
pression that his tour was a triumph of powerful labor statesmanship, it was, 
from the point-of-view of changing the policy of the T.U.C., a complete failure. 

It is a pity that Taft has not explored the international activities of the 
A.F. of L. much more deeply, since the attitudes and policies which emerged 
in this period have persisted to the present day. To the British trade unionist, 
the approach of the Americans tə international problems often appears crude 
and unsubtle, and the way in which they present their views often dogmatic, 
boastful and bullying. On the ozher side, the A.F. of L. have often felt with 
Gompers that the British were always ready to secure an advantage by the 
unscrupulous sacrifice of principle for expediency. Perhaps the remarkable 
thing is that the two organizations have maintained close and friendly rela- 
tions without a real break for over sixty years, in spite of fundamental dif- 
ferences in tradition. Credit for laying the foundation of this cooperation must 
go to Gompers. 

B. C. ROBERTS 
The London School of Economics and 
Political Science 


Die 40-Stunden-Woche. By HEINz HALLER, GERHARD KROEBEL, and Hans 
SEISCHAB. Lebendige Wirtschaft. Vol. XVI. (Darmstadt: C. W. Leske. 
1955. Pp. 275. DM 9, 80.) 


A generation ago United States economists debated the merits of the 40-hour 
week, Today Europeans are discussing the same problem, while we are tackling 
the economic consequences of the 36- and even the 32-hour week. 

- The crux of the problem in the United States is likely to be the effect on 
prites and profits of the extra costs of time-and-a-half after 36 hours. Euro- 
peans, however, hope to offset higher wage costs per hour of work by increased 
productivity. Continental businessmen take a quid pro quo attitude and ask 
for some kind of return from tke workers for their concessions or, less fre- 
quently, exert greater efforts themselves. 

There is some real possibility of raising productivity in man-paced work 
when the work week is reduced from 48 to 40 hours. Below that point, how- 
ever, it is unrealistic to expect general improvement. It might even be argued 
that output per man-hour is likely to fall, since the number of two-job 
workers, already sizeable, would increase, and some leisure-time activities are 
more fatiguing than work. 
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This, then, appears to be essentially the contrast between the European 
and the American attitude toward shorter hours of work: European business- 
men still think they can offset the cost rise by getting the workers to work 
harder. American businessmen know that any offsetting increase in productivity 
is more likely to come through better methods and better machines. From the 
viewpoint of the workers themselves, it might be added that increased leisure 
is probably more important to the European than to the American. 

This book contains the proceedings of two conferences held by the German 
Economic Society in a series of seminars in 1955, and is one of a series of 
volumes on “The Living Economy.” The text is made up of the edited tran- 
script of the papers and discussions of seminar participants, including repre- 
sentatives from industry, labor, government, the universities, and special in- 
stitutes for research on this problem. 

The point of view of the “Living Economy” series is stated as antitheoreti- 
cal—the cares and requirements of life are exposed.” It is antidogmatic— 
“all points of view are discussed.” It is pragmatic, recognizing the necessity 
for “adaptation to circumstances.” 

This volume is all these things, but like so many German publications it 
is prolix, detailed, repetitious, and couched in extravagant language. A num- 
ber of the contributions remind one of the old American gag about doctorate 
theses: “Big words, small print, no sale.” 

Of the four principal papers, the one least deserving of this criticism and the 
most refreshing is that of Gottlieb Duttweiler, president of the very successful 
Migros Stores. He says frankly that the basic problem in Switzerland is not 
whether the work week will be reduced from-48 hours to 44, but only the 
timing of the reduction. If employers fight the reduction, he believes, they will 
probably lose, since technical progress is bound to lead to shorter hours. 

H. Haller of Kiel University gives his blessing to the reduction with 
reservations. It would be a good thing, he says, to have a shorter work week 
provided “productivity” (not defined) rose proportionately. And he would 
have the change proceed for “small groups,” with an agreement that con- 
stant total wage payments would be maintained only to the extent that 
productivity per hour increased. This, he holds, would provide a brake. If the 
work week is reduced without a corresponding increase in productivity, he 
says, the inevitable result will be higher prices, which might cause a serious 
economic situation, especially in view of Germany’s defense commitmertss 
At one point, however, he appears to concede that the difference might come 
out of profits. 

Dealing with the applied-economic aspects of the 40-hour week H. Seischab 
of Hamburg University advocates continuation of the 48-hour week “as a 
historic necessity,” at least until its beneficial effects can be passed on to 
everyone, Further, he states, the adverse effects would be the greater, the 
greater the rise in the rate of wages and reduction of hours, the more labor- 
intensive the products, the greater the required expansion of capacity and 
overtime. 

While the two theoreticians seem to be overly pessimistic in the light.of 
experience and narrow in their theoretical postulates, the labor-union expert, 
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Gerhard Kroebel, seems overoptimistic. He presents a long list of alleged 
advantages of the shorter work week ard concludes with an appeal for more 
courage in experimenting. Among the numerous discussants the only extended 
experience presented is from the coal mining industry, which offers some con- 
tradictory data and opinions. Unfortunately nowhere is an attempt made to 
summarize and distill all the different points of view, and the result is a great 
miscellany of facis that are no more an operational framework of analysis 
than a collection cz different-sized bricks is a house. 
ERNEST DALE 
Cornell Univers: ty 


Womanpower: A Statement by the National Manpower Council with Chapters 
by the Council Staf. (New York: Columbia University Press. 1957. 
Pp. xxxiii, 371. $5.00.) . 

This report is likely to have the widest audience of the Council’s three 
studies of selected problem areas ir: manpower, partly because a wider variety 
of policy issues is necessarily involved end partly because there are differences 
of opinion on the interpretation of available information and on appropriate 
policies. The subject-matter therefore lends itself extremely well to the Coun- 
cils technique ot clarifying currer.t issues in a problem through conferences 
‘and consultation, and of supplementing policy recommendations by analysis of 
historical trends and interpretation of the findings of recent studies. Viewed in 
historical perspective, the argumert about women’s work outside the home is, 
like work in the home, “never done.” Ferhaps one should add that, despite the 
argument, women appear to have accomplished what is called a “revolution” 
in gainful employment. 

The outstanding features of the revolution are sketched in terms of in- 
creased labor-force participation, particularly by married and older women, 
and the interrelationships of these developments with changing patterns in 
such varied influences as the levels of family income, standards of living 
including education, or the age of marriage and child-rearing. While the ratio 
of workers to nonworkers in the popu-ation has not changed much since 1890 
there has been a marked change in the composition of the two groups. Women 
have replaced men who have retired from or delayed entrance to the labor 
market, and married and older women have replaced and added to the supply 
of younger women. Since 1947, a period of high levels of employment and of 
intermittent labor shortages in same occupations, women have accounted for 
most of the growth of the nation’s working population. There has also been 
an increase in the number of part-time jobs, particularly in the service in- 
dustries where a variety of schedules that appeal to married women appear to 
be feasible. | | 

About a third of all employed women hold full-time jobs and work through- 
out the year, another third work full-time but for only part of the year and 
the remainder hold part-time joks for varying periods. Intermittency of work 
experience therefore characterizes a substantial majority of women workers 
over their life-span. Nevertheless, it is estimated that “today’s school girls 
may spend 25 years or more in work outside the home.” 
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The report discusses the effect of such influences on women’s attitudes to 
work careers, their education and vocational guidance, and the hiring practices 
of employers. Alleged differences between men and women in labor turnover 
and absenteeism, in rates of pay and earnings, and in qualifications for pro- 
motion.are considered. Despite the opening of a wide variety of occupations 
to women in recent decades, the report notes their concentration in traditional 
fields of employment and the persistence of conventional attitudes in the “sex- 
labeling” of many jobs. 

There are chapters devoted to a consideration of women as workers in 
business and industry and in the armed forces and professional pursuits; and 
labor shortages of clerical workers, nurses, teachers, and social workers are 
also discussed at some length; in fact, almost all aspects of women’s work 
outside the home are considered in an appropriate setting. The reader who ~ 
_ desires to be brought up to date on a variety of issues, trends, and new de- 
velopments will find this volume a useful compendium. 

The Council indicates that many issues of both public and private policy 
re unresolved and that more -research is needed on the problems posed by 
recent developments. It also recommends improvements in the training and 
counseling of the labor supply, changes in personnel practices looking toward 
more effective utilization of women, and greater flexibility in work schedules. 
Both the recommendations and the analysis are broad in scope, and the report 
should find a place on the desks of all personnel managers, guidance counselors, 
and labor economists. The technicians in labor-force analysis, who usually 
prefer more supporting data or are inclined to discount conclusions they can- 
not readily check, should read this report for the stimulus of the ideas it 
presents. 

Giapys L. PALMER 

University of Pennsylvania 


Population; Welfare Programs; Standards of Living 


Population Theory and Policy. Edited by Josera J. SPENGLER and OTIS 
Duprey Duncan. (Glencoe, Ill.: The Free Press. Pp. x, 522. $7.50.) 


To those of us who have attempted to give courses in population to students 
or economics, this book of readings, like its companion volume (Demographic 
Analysts: Selected Readings), is almost a godsend. The volume under review 
contains some 38 pieces, mostly by American economists and sociologists. The 
editors have provided short and useful introductions to various sections of the 
book, and a good classified bibliography. Although the level of the articles 
reprinted differ, most of them are suitable for seniors or first-year graduate 
students. 

How should one review a book of readings? Are the selections optimal 
given the resources of the editors? Not knowing the resources constraints 
involved I cannot really judge. While many of the selections: are excellent 
there are a few that are, at best, marginal. 

The first two papers are reviews of doctrine. Of these, the one by A. B. Wolfe 
(1928), covering the decade beginning with 1918, though excellent in its 
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way, is somewhat dated. The other is an extract from a United Nations volume.’ 
The anonymous UN authors apparently felt that they had to be all-inclusive, 
and yet reasonably terse. As a result some 29 ages of text are followed by 
some 20 tightly packed pages of citations and notes. 

Three of the pieces are of a broad mezhodological nature. At least two, 
and perhaps all three, were presidential addresses at the Population Associa- 
tion of America meetings. While these somewhat exhortatory pieces are of 
interest as after-dinner speeches to fellow professionals, they are probably of 
marginal value to the beginning student. . 

Five of the papers, and they are very good cnes for the purposes at hand, 
are by J. J. Spengler. This is almost inevitable since Spengler has written and 
contributed so much in this area. He probably bent over backwards not to 
include more of his own writings. 

The pieces by economists fall into three groups: The first consists of articles 
of a broad nature that consider the general relations between economic and 
demographic variables. Kenneth Boulding’s interesting piece, “Toward a 
General Theory of Growth,” falls under this rubric. Also Alan Peacock’s 
excellent exposition, in modern terminology, of the Malthusian model is in this 
category. The second group has to do with the relation between population 
and the business cycle, and the third deals with the connection between popula- 
tion growth and economic development. 

There are two long sections, containing about seven contributions each, on 
“The Socio-Cultural Context of Population Dynamics,” and on “Population 
Policy.” 

On the whole the pieces are balanced, often judicious, and exceedingly 
useful for the student. However, in one sense “his collection is not especially 
well balanced. One misses in it the heat of the “population debate,” and the 
spirit of controversy that so often surrounds discussion and writing in this 
area. Also, I believe that the value of this volume would have been increased 
had the editors found it possible to publish at least a few translations of the 
numerous contributions that have appeared in languages other than English. 

. . HARVEY LEIBENSTEIN 

University of California, Berkeley, California 


*The Determinants and Consequences of Population Trends (New York, 1953). 


Economic and Social Security: Public and Private Measures Against Economic 
Insecurity. By Jonn G. TURNBULL, C. ARTHUR WILLIAMS, JR. AND 
Earr F. Caer. (New York: Ronald Press. 1957. Pp. vii, 539. $6.00.) 


For the past few years the need for an adequate social security text has 
been growing. Eveline M. Burns’ The American Social Security System, 
though still valuable as an exposition of basic social insurance principles, is 
out-of-date with respect to provisions of the system. Gagliardo’s American 
Social Insurance iacked the qualities of an authoritative work. As a result, 
social security course instructors kave had to lean heavily on official infor- 
mational brochures and the general literature of the field. These are abundantly 
available and very useful but make for difficulties at the introductory level. 
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The instructional problem will be alleviated by the present book which has 
a number of excellent characteristics. It covers both public and private meas- 
ures for meeting the problems of death, old age, unemployment, occupational 
and Henoceapenonal disability and sickness, as well as “substandard condi- 
tions”-—all this compressed into only 527 pages. Each program is preceded 
by able presentations. of the nature and extent of the particular security 
problem, which are, in a way, the best parts of the book. In each area, the 
authors prove themselves well informed on the important studies and leading 
developments. The footnotes offer excellent jumping-off-points for the enter- 
prising student. The writing, despite the technical nature of the material, is 
clear and interesting. 

Two serious criticisms, however, may be offered. First, the detailing of the 
various programs is generally too thin, and second, the book is rather too 
opinionated for an avowedly introductory text. 

In regard to the first, the authors deliberately play down factual detail. 
They hold that “detailed presentation” does not serve “the purpose of a text 
whose aim is analysis and evaluation” (p. 193). They seem to have been 
concerned that their work would turn out to be “a statistical compendium 
of facts and figures on social security” (p. 4), and one that would become 
obsolete all too rapidly. 

Surely a more solid factual base, short of such an extreme, should have 
been feasible. The most substantial problem confronting the social security 
instructor is that of imparting understanding of how the complicated social 
security systems operate. This is not especially aided by a text which suggests 
(p. 194) that he spend a week on his own state unemployment insurance law, 
and, for other state laws, refers him to the basic Bureau of Employment 
Security document on the subject. Social security instructors, no less than 
the authors, have discovered these expedients, and there is a question as to 
what contribution the text is making at this point. 

One also wonders why no fewer than three chapters, amounting to a sixth 
of the volume, were expended on “substandard conditions,” including labor 
supply and demand curves, child labor laws, Fair Labor Standards Act, hours 
regulation, etc. These topics are amply treated in the texts of labor problems 
courses, which are generally prerequisite to a social security elective, The 
authors’ contention that “economic insecurity is inherent in substandard work- 
ing conditions” (p. 7) does not justify such overlapping, especially af tbe 
expense of the traditional social security areas. 

On the second criticism, the authors cap dearth of fact with excess of 
evaluation of a fairly special brand. Government, according to the authors, 
“serves its most useful function in providing a ‘basic layer’ of protection upon 
waich private supplements can be built.” They “prefer to see, within the 
gcvernmental framework, a maximizing of the area in which private a 
can operate” (p. 26). 

This viewpoint is provocative and challenging, but overstressed in a text- 
book. The authors’ approval of the governmental sector of social security 
sometimes appears almost conditioned on no further liberalization taking 
place. Thus, they question even the need for increasing the maximum weekly 
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unemployment benefit amount so that average benefit rates may keep up with 
average wage rates on a 50 per cent basis, They are, in this instance, not 
impressed with either the views of most social insurance students, or the wide- 
spread bipartisan acknowledgment of the need for. the proposal. Their analysis 
of the problem as “fundamentally one in economic choice: scarce resources 
against unlimited wants” (p. 209) is too far-fetched a criterion to justify 
abandonment of a basic principle of unemployment insurance. 

The authors are “bluntly uncertain about the desirability. of social medical 
expense insurance,” and favor “a wa‘t-and-see attitude in this area” (p. 302). 
Yet the reader is not reassured by their own description of the confusing 
diversity of voluntary, private accidental injury and sickness plans. The 
authors themselves concede that this field is “so complicated that relatively 
few insureds understand it well enough tc make intelligent decisions” (p. 362). 

There is no question that the book has been carefully planned and skillfully 
put together. Yet this reviewer cannot help but. wish that the authors had been 
a little less fearful of substantive fact and a little more fearful of embarking 
in an introductory text on evaluation of the whole congeries of private and 
public security programs. More concern for the pedagogical needs of the 
social security course, and less wrestling with the problem of the future of 
social security wou:d have been in order. 

HARRY MALISOFF 

Brooklyn College 


Consumer Economic Problems. By E. BRYANT PHILLIPS. (New. York: Henry 
Holt and Co. 1957, Pp. viii, 480. $4.75.) 


This well-organized and generally attractive book is an important addition 
to the existing textbooks in the field of consumer economics. It is scholarly in 
approach, and shows evidence of careful research; but it is not the pedantic 
type of text. In a field as broad as the economics of consumption where 
concepts are sometimes vague and values difficult to measure, Professor 
Phillips has done an excellent job of presenting specific facts, and organizing 
seemingly unrelated data into easily understood areas of discussion. The 
subject is presented, from the. consumer viewpoint and a reader-centered atti- 
tude is maintained throughout the work. Supporting material in the form of 
tables and charts is kept to a minimum and the statistics and factual informa- 
tion are up-to-date, pertinent, znd well selected from government reports and 
surveys of leading organizations in eccnomic and marketing research. 

_ Part I deals with consumer demand and is highly technical, introducing a 
multitude of ecanomic terms in the first chapter. The second chapter con- 
tinues the discussion of economic theory in relation to the consumer. The 
interrelation between production and consumption is clearly explained but the 
treatment of the propensity to consum2 and income flow lacks clarity and the 
money-flow diagram seems unnecessarily complex. The chapter concludes 
with a very practical and thought-provoking discussion of consumer budgeting 
and the need for education along this line. 

Part II, consisting of eight chapters, covers purchasing problems which the 
consumer has to meet. Chapter 3 is a comprehensive presentation of the 
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economic theory of price determination. Chapter 4, dealing with nonprice 
competition, is less technical, although a large number of distributive systems 
are described in the eighteen pages. Chapters 5 through 10 discuss advertising, 
sales promotion, personal services, consumer credit, consumer aids, and war- 
time consumption. The text becomes progressively more interesting and in- 
formative. In fact the reader finds himself intrigued with descriptions of 
advertising devices and selling schemes, This material is handled with frank 
impartiality, analyzing without subjective comment the blessings and evils 
of modern organized selling. l 

Part III, discussing consumer interest in the political economy, is a new 
and effective approach to the consumer’s stake in political-economic issues of 
our times. Chapters 11 through 16 are devoted to government services, housing 
programs, the farm problem, medical assistance, social security, and resource 
conservation. The consumer interest is skillfully linked to each of these areas 
by first describing the individual consumer activity and then showing the 
effects upon it of a particular governmental or social program. Chapter 17 
leaves the domestic scene and describes the relations of the more important 
present-day aspects of international trade and finance to consumer affairs. The 
final chapter is an excellent comparative description of consumer welfare in 
communistic economies and in several foreign noncommunistic economies. 
In all of Part III Phillips has continued his unbiased attitude in presenting 
both sides of the issues. 

With the exception of the technical discussion in the first three chapters, 
every consumer will find much of interest in the book, and it can be highly 
recommended for general reading as well as for the classroom. 
© Janet L., WESTON 
University of Illinois 


Erratum 


The review of The Theory and Working of Union Finance in India, by R. N. 
Bhargava, on page 740 of the September 1957 number of this Review, carried 
the imprint of George Allen and Unwin, London, but omitted the American 
publisher The Macmillan Company, New York. 
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Bur. Bus. and Econ. Research, Univ. of South Carolina. 1957. Pp. 58.) 


Ramsay, G. D. English overseas trade during the centuries of emergence. (London: Mac- 
milian. New York: St. Martin’s Press. 1957. Pp. x, 279. $6.) 

“The expression ‘centuries of emergence’ I have used, for lack of any other, to describe 
tae period between the close of the middle ages, somewhere in the late fifteenth century, 
and the series of revolutions, political and economic, that ushered in the modern world 
some three hundred years later.” (From the foreword.) 


SCAMMELL, W. M. International monetary policy. (New York: St. Martin’s Press. London: 
Macmillan. 1957. Pp. xiv, 402. $9.) 


Von BeckeraTH, E., Meyer, F. W., ann Mitrrer-Armack, A. Wirtschaftsfragen der 
Freien Welt. 2nd ed. (Frankfurt: Fritz Knapp. 1957. Pp. xi, 633.) 


von Mancorpt-Rerotot, H. K. Wahrungspolitische Probleme der europdischen Wirt- 


schaftsintegration. Kieler Vorträge, n.F, 12. (Kiel: Inst. f. Weltwirtschaft, Univ. of Kiel. 
1957. Pp, 18.) 


Werner, J. Die Wirtschafisverbinde in der Marktwirtschaft. St. Galler Wirtschaftswissen- 
schaftliche Forschungen, vol. 12. (Zurich: Polygraph. Verlag. 1957. Pp. xii, 231.) 

ZUPNICK, E. Britain’s postwar dollar problem. (New York: Columbia Univ. Press. 1957. 
Pp. xv, 256. $5.50.) . 

Administration and operation of customs and tarif laws and the trade agreements program, 
Overseas conference. Hearings before the Subcommittee on Customs, Tariffs and Recipro- 


cal Trade Agreements of the House Committee on Ways and Means, 84th Cong., 2nd 
sess. Pt. 4. (Washington: Supt. Docs. 1957. Pp. 373.) 


Economic aid and technical assistance in Africa—report of Senator Theodore Francis Green 
on a study mission. (Washington: Supt. Docs. 1957. Pp. 34.) 


European integration and social security. Pub. no. 23. (Brussels: European League for 
Econ. Co-op. 1957, Pp. 57.) 


Foreign aid program—compilation of studies and surveys prepared under the direito oj 
the Senate Special Committee to Study the Foreign Aid Program. (Washington: Supt. 
Docs. 1957. Pp. 1582.) 
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The foreign aid program. Hearings before the Special Senate Committee to Study the 
Foreign Aid Progren, 85th Cong., Ist sess., Mer, 20-Apr. 15, 1957. (Washington: Supt. 
- Docs. 1957. Pp. 745.1 

Foreign trade of Honduras, 1945-1951. Internat. zrade the American states, bull. no. 2. 
(Washington: Pan Am. Union. 1957. Pp. 66.) 

Government competition with private businzss—1957. Hearings before a subcommittee .of 
the Senate Select Committee on Small Business, 85th Cong., Ist sess, Apr. 16-May 22, 
1957. (Washington: Supt. Docs. 1957. Pp: 104.) 

The importance of foreign trade to the United States economy. (New York: U.S. Council, 
Internat. Chamber cf Commerce. 1957. Fp. 36. 33¢.) 

International bibliography of public administration. (New York: UN, Technical Assistance 
Program. 1957. Pp. 101.) 

International trade—1956, GATT/1957-2. ‘Geneva: General Agreement on Tariffs and 
Trade. 1957. Pp. 27&. $2.) 

The fifth annual report prepared by zhe GATT secretariat: Part I is an analysis of 
recent developments m the structure and patterr of international trade. Part II examines 
developments in commercial policy. Pazt III sets out the principal activities of the con- 
tracting parties to the General Agreement during the period under review—particularly 
the business completed at their 1ith session, Oct. 11 to Nov. 27, 1956. 

The Mutual Security Act of 1957. Pt. 1, Report of the Senate Committee on Foreign Re- 
lations. Pt. 2, Minority views; sutplemenitary views of Mr. Long. 85th Cong., Ist sess. 
(Washington: Supt. Docs, 1957. Pp. 64; 12.) 

. Hearings bejore the Senate Committee cn Foreign Relations, 85th Cong., Ist sess. - 

Pt. 2. (Washington: Supt. Docs. 1987. Pp. 27.) 

. Hearings before the Hause Committee on Foreign Affairs, 85th Cong., Ist sess., 
May 28, 29 and June 5, 1957. Pts. IL, ILI, IV and V. (Washington: Supt. Docs. 1957. 
Pp. 169; 229; 141; 353.) 

The Mutual Security Program: fiscal yecr 1958—a summary presentation June 1957. 
(Washington: Supt Docs. 1957. Pp. v, 149.) 

Regulations concerning dealings in gold and foreign exchange in France. 18th suppl. (in 
French). (Basle: Eank for Internat. Settlements. 1957. Pp. 160. Sw.fr. 15.) 

Regulations issued Sy Switzerland regarding its payments with various countries. 10th 
suppl. (Basle: Bank for Internat. Settlements. 1957. Pp. 110. Sw.fr. 10.) 

Report on United States customs, terif, and trade agreement laws and their administra- 
tion. By the Subcommittee on Customs. Tariffs, and Reciprocal Trade Agreements of 
the House Committee on Ways and Means. (Washington: Supt. Docs. 1957. Pp. 223.) 

The strategic trade control system, 1948-1956. Mutual Defense Assistance Control Act of 
1951, 9th rept. to Congress by the director of the International Cooperation Administra- 
tion. (Washington: Supt. Docs. 1957. Po. v, 115.) 

The United Nations specialised agencies. Report of the Subcommittee on International 
Organizations and Movements of the House Committee on Foreign Affairs, 85th Cong., 
Ist sess., July 1, 1957. (Washington: Supt. Docs. 1957. Pp. 51.) 

The World Bank—tolicies and operations. (Weshington: Internat. Bank for Reconstruc- 
tion and Developrzent. 1957. Pp. 129.) 








Business Finance; Investment and Security Markets; Insurance 


Lors, G. M. The battle for investment survival. (New York: Simon & Schuster. 1957. 
Pp. 311. $3.95.) 

Parrerson, E. W. Essentials of insurance law—an outline of legal doctrines in their rela- 
tions to insurance practices. 2nd ed. (New York: McGraw-Hill. 1957. Pp. xiv, 558. 
$7.50.) 


TERBORGH, G. Corporate profits in the decade 1947-56. (Washington: Machinery & Allied 
Prod. Inst. 1957. Fp. 27. $1.25.) 
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Cost of flotation of corporate securities 1951-1955. Securities and Exchange Comm., Div. 
of Trading and Exchanges. (Washington: Supt. Docs. 1957. Pp. 76.) 

SEC legislation. Hearings before a subcommittee of the Senate Committee on Banking 
‘and Currency, May 20-24, 27, 29, 85th Cong., Ist sess. (Washington: Supt. Docs. 1957. 
Pp. 272.) 


Business Organization; Managerial Economics; Marketing; Accounting 


BercretD, A. J., Eartey, J. S., and Kwosroca, W. R. Pricing for profit and growth. 
Consultant repts. on current business problems. (New York: McGraw-Hill. 1957. 
Pp. 188, l.) 

BERLINER, J. S. Factory and manager in the USSR. (Cambridge: Harvard Univ. Press. 

1957. Pp. xv, 386. $7.50.) 

Corserc, M. R, Braprorp, W. C. anb Att, R. M. Business economics—principles and 
cases. Rev. ed. (Homewood, I.: Irwin. 1957. Pp. x, 537. College price $6.95.) 

Dantects, L. M., comp. Studies in enterprise. A selected bibliography of American and 
Canadian company histories and biographies of businessmen. (Boston: Grad. School 
Bus. Admin., Harvard Univ. 1957. Pp. xiv, 169.) 

Myer, J. N. Accounting for non-accountants—key to an understanding of accounting. 
(New York: New York Univ. Press. 1957, Pp. ix, 235. $5.) 

Niswixawa, K. Origin of “cash method bookkeeping” in Japan. Econ. ser. no. 11. (Tokyo: 
Div. Econ. and Commerce, Sci. Council of Japan. 1957. Pp. 23. Gratis.) 

Nose, H. S. ann Niswoncer, R. Accounting principles, 7th ed. (Cincinnati: South- 
Western Pub. 1957. Pp. x, 742. $6.) 

Oars, C. L. Managing suburban branches of department stores. Bus. research ser. no. 10. 
(Stanford: Grad. School of Business, Stanford Univ. 1957. Pp. v, 89. $2.50.) 

Tuomrson, R. B. A selected and annotated bibliography of marketing research. (Austin: 
Bur. Bus. Research, Univ. of Texas. 1957. Pp. v, 41. 50¢.) 

Market research methods in Europe. European Productivity Agency, Project no. 261. 

_ (Paris: O.E.E.C. 1956. Pp. 189.) 

Proceedings of the Operations Research Conference, 1956. (New York: Soc. for Advance- 
ment of Management. 1957. Pp. 168.) 


Textile Fiber Products Identification Act. Hearings before a subcommittee of the House 
Committee on Interstate and Foreign Commerce, 85th Cong., Ist sess, April 4, 5, 11, 
12, and 29, 1957. (Washington: Supt. Docs. 1957. Pp. 261.) 


Industrial Organization; Government and Business ; Industry Studies 


Apams, W. anb Henpry, J. B. Trucking mergers, concentration, and small business—an 
analysis of Interstate Commerce Commission policy, 1950-56. Report prepared for the 
Senate Select Committee on Small Business, 85th Cong., ist sess. (Washington; Supt. 
Docs. 1957. Pp. v, 154.) °° 

Basu, S. K. Place and problems of small industries. (Calcutta: A. Mukherjee & Co. 1957. 
Pp. 97. Rs 4/—.) 


BORCHARDT, K. AND FIKENTSCHER, W. Wettbewerb Wettbewerbsbeschrankung Marktbeherr- 
' schung. Abhandlungen aus demn gesamten Handelsrecht, Bürgerlichen Recht und 
.- Konkursrecht no. 24. (Stuttgart: Ferdinand Enke. 1957. Pp. viii, 84. DM 7,80.) 


Dais, J. H. Hydroelectricity and industrial development—1898-1940. (Cambridge: Har- 
vard Univ. Press. 1957. Pp. xii, 269. $5.50.) 

GLAESER, M. G. Public utilities in American capitalism. (New York: Macmillan. 1957. 
Pp. xiii, 624. $7.50.) 


Hacve, D. C. The economics of man-made fibres. (London: Duckworth. 1957. Pp. 315. 
30s.) 
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Lenmann, R. Zur Problematik der Integration der europäischen Hlektrizitatswirtschaft. 
Beiträge Wirtschaftstheorie, Seminar Univ. Kiel no. 2. (Tübingen: J. C. B. Mohr 
(Paul Siebeck), 1957. Pp. 120. DM 6,25.) 


Perro, V. The empire of high finance. (New Yors: Internat. Pub. 1957. Pp. 351. $5.50.) 
Reynotps, A. R. The Daniel Shaw Lumber Co:ntany—a case study of the Wisconsin 
lumbering frontier. (New York: New York Univ. Press. 1957. Pp. x, 177. $5.) 


Rosson, R. The cotton industry in Britain. (New York: St. Martin’s Press. London: 
Macmillan. 1957. Pp. xx, 364. $10.) 


TAYLOR, F. S. A histery of industrial chemistry. (New York: Abelard-Schuman. 1957. 
Pp. xvi, 467. $7.50.) 

To amend section 2 of the Clayton Act. Hearings before the Subcommittee on Antitrust 
and Monopoly of tae Senate Committee on the Judiciary, 85th Cong., 1st sess, Mar. 
27-29, Apr. 2-5, 1957. Pt. 2. (Washington: Supt. Docs. 1957. Pp. 790.) 


Concentration in American industry. Repart o? the Subcommittee on Antitrust and 
Monopoly of the Senate Committee on the Judiciary, 85th Cong., ist sess. (Washington: 
Supt. Docs. 1957. Pp. 756.) 


Distribution practices in the petroleum industry. Hearing before Subcommittee No. 5 of 
the House Select Committee on Small Business, 85th Cong., Ist sess, Apr. 16, 1957. 
Pt. I. (Washington: Supt. Docs. 1957. Pp. 126.) _ 


Economic concentratisn measures—uses and abuszs. A session of the 41st annual meeting 
of the Conference Board, New York Citv, May 17, 1957. Stud. in bus. econ. no. 57. 
(New York: Nat. Indus. Conf. Board, 1957. Pp. 55.) 


Government competition with private business—i957. Hearings before a subcommittee of 
the Senate Select Committee on Small Business, 85th Cong., Ist sess., Apr. 16 and 
May 22, 1957. (Wasaington: Supt. Docs. 1957, Pp. 104.) 


Natural Gas Act amendments of 1957. Report of the House Committee on Interstate and 
Foreign Commerce, 85th Cong., Ist sess. (Washington: Supt. Docs. 1957. Pp. 62.) 


Prospects for economic nuclear power. Stud, in bus. policies no. 83. (New York: Nat. 
Indus. Conf. Board. 1957. Pp. 77.) i 


Report of the Antitrust Subcommittze of the Eouse Committee on the Judiciary, 85th 
Cong., Ist sess, authorizing the Committee on the Judiciary to conduct studies and 
investigations relating to certain matters within its jurisdiction on the television broad- 
casting industry, Mor. 13, 1957. (Washington: Supt. Docs. 1957. Pp. 148.) 


Report on industrial concentration and product diversification in the 1,000 largest manu- 
facturing companies—1950, (Washington: Fed. Trade Comm. 1957, Pp. 656.) 

Small Business Act. Hearings before the House Committee on Banking and Currency, 
85th Cong., Ist sess. (Washington: Supt. Docs. 1957. Pp. 297.) 


The Small Business Administration. Pt. 2, Apperdix to hearings before Subcommittec 
No. 2 of the Housz Select Committee on Smell Business, 85th Cong., 1st sess. (Wash- 
ington: Supt. Docs. 1957. Pp. 158.) 


Susfage transportation (ratemaking Jegisiation). Hearings before a subcommittee of the 
House Committee on Interstate and Foreign Commerce, 85th Cong., Ist sess., Apr. 2-5, 
10, 11, 1957. (Wash-ngton: Supt. Docs. 1957. Pp. 487.) 





Land Economics; Agricultural Economics; Economic Geography; Housing 


CARSKADON, T. R. AnD Sours, G. USA in new dimensions-—the measure and promise of 
America’s resources—a survey. (New York: Macmillan, for Twentieth Century Fund. 
1957. Pp. 124.) ; . 

CHAPIN, F. S., Jr. Urban land use planning. (New York: Harper. 1957. Pp. xv, 397.. $8.) 

CuHurcH, R. J. H. West Africa—a study of Bie environment and of man’s use of it. 
(New York: Longmans, Green. 1957. Pp. xxvii, 547. $8.75.) 


‘DeHaven, J. C. asp HIRSHLEIER, J. Feather River water for Southern California. 
P-1034-RC. (Santa Monica: RAND Corp. 1957. Pp. 27.) 
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Gramm, W. S. Electric power and development of Northern California—report prepared 
for Assembly -Interim Committee on Conservation, Planning and Public Works. Com. 
rept. XHI (18). (Sacramento: Calif. State Assembly. 1957. Pp. 176.) 


Horton, D. C. Patterns for farm financial structure—a cross-section view of economic 
and physical determinants. Stud. in agric. fin. no. 2. (Princeton: Nat. Bur. Econ. Re- 
search, Fin. Research Program. 1957. Pp. 185.) 

JAWETZ, M. B. Farm size, farming intensity, and the input-output relationships of some 
Welsh and West of England dairy farms—a study in the application of marginal and 
some more advanced economic analysis. (Aberystwyth: Dept. Agric. Econ., Univ. Col- 
lege of Wales. 1957, Pp. 84. 7s 6d.) 

Kroun, H.-B. Die Futtergetreidewirtschaft der Welt 1900-1954—Eine Untersuchung diber 
die Entwicklung von Angebot und Nachfrage in der getretdeverwertenden Veredlungs- 

_ produktion im wirtschaftlichen Wachstumsprozess. n.F., no. 165. (Hamburg: Paul Parey, 
1957. Pp. 144. DM 10,—.) 


Kuo-Cutn, C. Agrarian policies of Mainland China—a documentary study (1949-1956). 
(Cambridge: Harvard Univ. Press. 1957. Pp. xiii, 276, mimeo.) 


Purpy, R. J. Farmers—what now? (New York: Pageant Press. 1957. Pp. 76. $2.50.) 


ScHorr, L. H. A new outlook and a new culture for rural America. (New York: Teachers 
College, Columbia Univ. 1957. Pp. vii, 38. $1.) 

SHIDELER, J. H. Farm crisis—1919-1923. (Berkeley: Univ. of California Press. 1957. 
Pp. x, 345. $5.) 

Turvey, R. The economics of real property—an analysis of property values and patterns 
for use. (London: Allen & Unwin. 1957. Pp. 150, 16s.) 


Woopwarp, G. M. Commercial fisheries of North Carolina—an economic analysis. (Chapel 
Hill: Bur. Bus. Serv. and Research, Univ. of North Carolina. 1956, Pp. xix, 153. $2.) 


The availability of raw cotton in Western Europe. (Manchester: Internat. Fed. of Cotton 
and Allied Textile Indus. 1957. Pp. 23.) | 


The disintegrating village—report of a socio-economic survey conducted by the University 
of Ceylon. Pt. I. (Colombo: Ceylon Univ. Press Board. 1957. Pp. xvi, 83.) 


The implications of technical change in agriculture—proceedings of the Ninth Inter- 
national Conference of Agricultural Economists, held at Teekkarikyla, Otaniemi, Finland, 
19-27 August 1955. (New York: Oxford Univ. Press. 1956. Pp. xiti, 571.) 


Labor Economics 


Apams, L. P. anb Aronson, R. L. Workers and industrial change—a case study of labor 
mobility. Stud. in indus. and labor relations, vol. VIII. (Ithaca: New York State School 
of Indus. and Labor Relations, Cornell Univ. 1957. Pp. xi, 209. $4.50.) 

A study and analysis of the experience of workers in Auburn, New York, following the 
shut-down of the works of International Harvester Company in that city in 1950. The 
study was designed to examine the process by which workers adjust to major t&pe» of 
industrial change, to evaluate the effectiveness of various means of helping workers adjust 
to loss of jobs, and to test the validity of some earlier findings on worker mobility. 


BECKER, G. 8. The economics of discrimination. (Chicago: Univ. of Chicago Press, 1957. 
Pp. x, 137. $3.50.) 

Brank, D. M. ano STIGLER, G. J. The demand and supply of scientific personnel. No. 62, 
gen. ser. (New York: Nat. Bur. Econ. Research. 1957. Pp. xix, 200. $4.) 


Crecc, H. A. AnD Cuester, T. E. Wage policy and the Health Service. (Oxford: Basil 

Blackwell. 1957. Pp. viii, 141. 18s 6d.) 

“The purpose of this study is to try to answer two questions: Can the Whitley system 
of the National Health Service be improved? and: Does the centralized system of de- 
termining wages and salaries in the National Health Service shed light on the possibility 
and desirability of a national wage policy for Britain?” (From the Introduction.) e 
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Fourastié, J. Productivity prices and wages. Project no. 235. (Paris: European Produc- 
tivity Agency, OEE. C. 1957. Pp. 113. $1.50.) 

“Professor Fourastif . . . has developed his own method for measuring long-term 
productivity trends. His very original approach bypasses the statistical problems of 
‘matching’ production and employment figures, which form the main difficulties en- 
countered by those who take the more orthodox approach. The procedure he uses may 
perhaps be termed the ‘indirect method,’ since he starts with the ratio between output and 
input, which is the direzt definition of productivity. 

“Tt is still too early to pass any final judgment on the theoretical significance or the 
practical usefulness of the methods developed by Professor Fourastié. His underlying 
assumption is clearly that prices and wages are both determined solely by the. state of 
technical progress. In the long run this may be a plausible assumption, but for shorter 
periods it is obviously an over-simplification, which, nevertheless, might yield results 
deepening our understanding of the problems involved.” (From the preface by Roger 
Grégoire.) 

JoHANNESSEN, E. The Hawcitian labor movemeni—a brief history. (Boston: Bruce 

Humphries. 1956. Pp. 181. $3.75.) 


Leirer, R. D. The Teamsters Union—a study of its economic impact. (New York: Book- 
man Assoc. 1957. Pp. 304. $5.) 


Levitan, S. A. Federal assistaxce to labor surplus areas. A report prepared at the request 
of the chairman of the Hous2 Committee on Banking and Currency, 85th Cong., Ist sess. 
(Washington: Supt. Docs. 1957. Pp. iv, 89.) 


Nyveccer, A. Die wirtschaftliche Bedeutung der Allgemeinverbindlicherklaerung von 
Gesamtarbeitsverircegen in der Schweiz, (Zurich: Polygraphischer Verlag. 1957. Pp. 198. 
12.45 Sw-fr.) 


Reper, M. W. Labor in a growing economy. (New York: John Wiley. London: Chapman 
& Hall. 1957. Pp. xii, 534. $6.50.) 


Ssurciirr, A. W., comp. Labor in Cuba. BLS Foreign Labor Information ser. ee 
ton: Supt. Docs. ‘1987, Pp. 26.) 


Analysts of work stoppages, 1956. BLS bull. no. 1218. (Washington: Supt. Docs. 1957. 
Pp. 35.) 


Costs, operations and procedures under the Workmen’s Compensation Law of the State of 
New York—report by the Commissioner. (Albany: Comm. to Study, Examine and 
Investigate the Cost of Workmen’s Compensation under the Workmen’s Compensation 
Law of the State of New York. 1957. Pp. 142.) 


Effective utilization c7 engineering personnel. Proceedings of a conference sponsored by the 
Michigan State Univ. ; Labor and Indus. Relations Center and College of Engineering 
and the Michigan Ser: of Professional Engineers, at Michigan State Univ., Mar. 29 and 
30, 1957. (East Lansing: Labor and Indus. Relations Center, Michigan State Univ. 
1957, Pp. ii, 53, $1.) 


Emplayment and economic stctus of older men and women. BLS bull. no. 1213 (rev. bull. 
ho.%1092). (Washington: Supt. Docs. 1957. Pp. 41.) 


His Royal Highness ihe Duke of Edinburgh's Study Conference on the Human Problems 
of Industrial Communities within the Commonwealth and Empire, Oxford, 1956. 
Vol. I, Report and proceedings. Vol. II, Background papers, appendixes and index. (New 
York: Oxford Univ. Press. 1357. Pp. xii, 328; xv, 339. 425 net.) 

The papers preserted at the Conference were on such topics as: The Impact of In- 
dustrialization, The Varying Pattern of Industry—A General Survey, The Human Prob- 
lems of Industry. There are also several papers on similar problems in other countries 
of the Commonwealta. Volume IT contains 24 background papers—mainly on problems of 
labor, economic development, and industricization in various countries of the Common- 
wealth. 

Introduction to work study. Meee: Internat. Labour Off. 1957. Pp. xv, ae n 50.) 


+ 
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Investigation of improper activities in the labor or management field. Hearings before the 
Senate Select Committee on Improper Activities in the Labor or Management Field, 
85th Cong., 1st sess. Pt. 7. (Washington: Supt. Docs. 1957. Pp. 587.) 


Organisation of occupational health services in places of employment. Internat. Labaur 
Conf., 42nd sess., rept. VI(1). (Geneva: Internat. Labour Off. 1957. Pp. 53. 50¢.) 


Report of the Director-General. Pt. I. Automation and other technological developments 
—labour and social implications. Internat. Labour Conf., 40th sess. Rept. 1(1). (Geneva: 
Internat. Labour Off. 1957. Pp. ix, 105. $1.) 


~ Report relative to means of absorbing the labor surplus in older age groups. (Boston: 
Wright & Print. Co. 1957. Pp. 64.) 


Second injury funds—standards and patterns in state legislations. BLS bull. no. 190. 
(Washington: Supt. Docs. 1957. Pp. 61.) 


Studies of the economic effects of the $1.00 minimum wage. Interim report prepared by 
the Wage and Hour and Public Contracts Divs. (Washington: Supt. Docs. 1957. Pp. 109.) 


Studies of the effects of the $1. minimum wage—locality studies. BLS rpt. no. 114. 
(Washington: Supt. Docs. 1957.) 


The use made in French. industry of inter-firm comparisons carried out in the United 
States and in France. Spec. no. Productivity Measurement Review, April 1957. (Paris: 
O.E.E.C. 1957. Pp. 50. 50¢.) 


Welfare and pension plans legislation. Hearings before the Subcommittee on Welfare and 
Pension Plans Legislation of the Senate Committee on Labor and Public Welfare, 35th 
Cong., Ist sess., May 27, 29, June 6-28 and a 1, 1957. (Washington: Supt. Docs. 
1957. Pp. 727.) 


Population; Welfare Programs; Standards of Living 


Bocuse, D. J., Serrvocx, H. S., JR, AND Hoermann, S. A. Subregional migration in the 
United States, 1935-40, Vol. I, Streams of migration between subregions—a pilot study 
of migration flows between environments, Stud. in population distribution no. 5. (Ox- 
ford: Miami Univ. 1957. Pp. vi, 333. $5.25.) 


Coontz, S. H. Population theories and the economic inter pretation. (New York: Humari- 
ties Press. 1957. Pp. 200. $5.) 


Fzrpman, F. L. The family in a money world. (New York: Family Ser. Assoc. of Am. 
1957. Pp. iv, 188. $2.50.) 


Lz, E. $., MILER, A. R., BRATNERD, C. P., AND EASTERLIN, R. A. Population redistriba- 
tion ond economic srowth—United States, 1870-1950. Vol. I, Methodological considera- 
tions and reference tables. (Philadelphia: Am. Phil. Soc. 1957. Pp. xix, 759. $5.) 

This is the first of a two-volume study prepared by the University of Pennsylvania 

Studies of Population Redistribution and Economic Growth under the direction of Pro- 

fessors Simon Kuznets and Dorothy Swaine Thomas, 


Srassart, ‘J. Malthus et la population. Coll. sci. no. 6. (Liège: Faculté de Droit, niv. 
of Liége. 1957. Pp. 342. Bfr. 250.) 


Treavcoitp, D. W. The great Siberian migration—government and peasant in resettlement 
from emancipation to the First World War. (Princeton: Princeton Univ. Press. 1957. 
Pp. xiii, 278. $5.) 

Consumer services of the State of New York. Pt. I, How much legal protection does New 
York State give the consumer? Pt. Il, Consumer laws in action. (Albany: Consumer 
Counsel to the Governor. 1957. Pp. 58; 79.) 

Social welfare expenditures and their financing—New York City. (New York: Bur. Com- 
munity Stat. Serv., Community Council of Greater New York. 1957. Pp. x, 136. $3.) 
Systems of social security--Great Britain. (Geneva: Internat. Labour Off. 1957. Pp. xi, 

73. 60¢.) 
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Related Disciplines 


CLEVELAND, H., anD Manconr, G. J. ed. The art of overseasmanship—Americans at work 
abroad. (Syracuse: Syracuse Univ. Press, 2957. Pp. xvii, 150. $3.) 

Downs, A. An economic theory of democracy. (New York: Harper. 1957. Pp. viii, 310. 
$4.50.) 

FrrzsımmĮmons, T., ed. RSFSR—-Russian Soviet Federated Socialist Republic. Vols. I. and 

. IL. Country survey ser. (New Haven: Human Relations Area Files. 1957. Pp. xii, 310; 
iii, 350. $9.75.) 

Gisss, H. A. R. ant Bowen, H. Islamic society and the West—a study of the impact of 
western civilization on Moslem culture in the Near East. Vol. I, Islamic society in the 
eighteenth century, pt. 2. (New York: Oxford Univ. Press, for Royal Inst. Internat. 
Affairs. Pp. v, 285. $5.60.) 

Harris, G. L., ED. Egypt. (New Haven: Human Relations Area Files, Yale Univ. 1957. 
Pp. xii, 370, $8.) 

Kine, F. H. H. The new Malayan nation—a study of communalism and nationalism. 
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Bytunp, H. B. and Baxer, R. L. Consumer survey versus store data for determining egg 
consumption. Jour. Farm Econ., Aug. 1957. Pp. 8. 


CRAWEON, M. Economic size of forestry operations. Jour. Forestry, July 1957. Pp, 6. 


DeHaven, J. C. AND HAIRSHLEIFER, J. eater River water for Southern California. Land 
Econ., Aug. 1957. Pp. 12. 


Guirmot, J. Le problème des stocks de houille excédentaires, Annales de Sci. Econ. 
Appliquées, July 1957 Pp. 32. 


Hartoc, F. Het werelamarktpriispeil van groadstoffen. De Economist, May 1957. Pp. 14. 

Hayakawa, M. On the distribution of the cultivated land in Japan before end after the 
land reform in 1946. L'industria, Apr.-June 1357. Pp. 22. l 

Heapy, E. O. AND Scunitrxer, J. A. Application of input-output models to agriculture. 
Jour. Farm Econ., Auz. 1957. Pp. 14. 

Hutton, R. F. anp McAtexanper, R. H. A simplified feed-mix model. Jour. Farm Econ., 
Aug. 1957. Pp. 17. 
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Jounson, L. L. Price instability, hedging, and trade volume in the coffee futures market. 
Jour. Pol. Econ., Aug. 1957. Pp. 16. 


Jorricu, W. G. Some economic aspects of the application of artificial fertilizers in Indian 
agriculture. Indian Econ. Rev., Feb. 1957. Pp. 11. ° 


LabEyINSKY, W. Carrot and stick in rural China. For. Affairs, Oct. 1957. Pp. 14. 


Leeman, W. A. Crude oil prices in the United States at the Gulf Coast. Jour. Indus. Econ., 
July 1957. Pp. 12. 


Marcos, J. Secondary benefits, external economics, and the justification of public insest- 
ment. Rev. Econ. Stat., Aug. 1957. Pp. 8. 


. Welfare criteria, pricing and decentralization of a public service. Quart. Jour. 
Econ., Aug. 1957. Pp. 16. 


Newman, D. K. Building in metropolitan areas, 1954-56. Mo. Lab. Rev., June 1957. Fp. 8. 


OLUWASANMOG, H. A. Land tenure and agricultural improvement in tropical Africa. Jour. 
Farm Econ., Aug. 1957. Pp. 8. 


Parsons, K. H. Land reform in the postwar era. Land Econ., Aug. 1957. Pp. 15. 
PEFFER, E, L. Less beef in the plate? Inter-Am. Econ. Affairs, Summer 1957. Pp. 33. 
Puriuips, T. L. Butter and margarine. Quart. Rev. Agric. Econ., Apr. 1957. Pp. 6. 


Pratt, S, Metropolitan community development and change in sub-center economic func- 
tions. Am. Soc. Rev., Aug. 1957. Pp. 7. 


SCHIFFRIN, H. Sun Yat-sen’s early land policy. The origin and meaning of “equalization 
of land rights.” Jour. Asian Stud., Aug. 1957. Pp. 16. 


SHASTRI, C. P. Labor utilization in Indian farming. Jour. Farm Econ., Aug. 1957. Pp. 11. 


Sreser, H. Die Bodenspekulation und ihre Bekimpfungsméglichkeiten. Wirtschaft und 
Recht, 1957, IX (2). Pp. 41. 


Spencer, D. L. anp Katxorr, V. Ching’s land transformation and the USSR model. Land 
Econ., Aug. 1957. Pp. 16. 


Tanc, A. M. Industrial-urban development and agricultural adjustments in the Southern 
Piedmont, 1940-50. Jour. Farm Econ., Aug. 1957. Pp. 19. 


Torrey, G. S. Labor market efficiency for agricultural processing. Jour. Farm Econ., Aug. 
1957. Pp. 19. 


WEBER, A. Landwirtschaft und Volkswirtschaft. Schmollers Jahrb., 1957, LXXVIT (3). 
Pp. 14, 

WENDT, P, F. Theory of urban land olies Land Econ., Aug. 1957. Pp. 13. 

The balance sheet of agriculture, 1957. Fed. Res. Bull., Aug. 1957. Pp. 9. 





Labor Economics 


Batpamus, W. The relationship between wage and effort. Jour. Indus. Econ., July 1957. 
Pp, 10. 


BeHrend, H. The effort bargain. Indus. and Lab. Rel. Rev., July 1957. Pp. 13. , 

Bays, M. Sui rapporti tra il salario reale dei lavoratori e la durata e la produttività del 
lavoro. I, II. Studi Econ., Feb.-Mar., May-Aug. 1957. Pp. 18, 29.. i 

Brau, P. M. Occupational bias and mobility. Am. Soc. Rev., Aug. 1957. Pp. 8. 

BURTLE, J. Automation, the guaranteed wage and hours of work. Internat. Lab. Rev., 
June 1957. Pp. 19. 

Carr, C. E. anp Durty, N. F. Recruitment in an Australian labor market. Indus. Lab. 
Rel. Rev., July 1957. Pp. 9. 

CHacén, G. B. Grandeza, crisis y renacimiento del laboralismo alemán. Rev. Facultad de 
Derecho de la Univ. de Madrid, 1957, I (1). Pp. 40. 


Cravew, V. D, Employment and residence in major matropoktan areas. Mo. Lab. Rev., 3 
Aug. 1957. Pp. 6. 
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DENA, L. Sugli aspetti sociali della disoccupazione. (With English summary.) Riv. Inter- 
naz. di Sci. Econ. e Com., Apr. 1957. Fp. 15. 

Fine, S. A. A reexamination of “transferability of skills” I, II. Mo. Lab. Rev., July 1957, 
Aug. 1957. Pp. 8, 11. 

Guxsman, J. G. Sovier labor and the question of Sroductivity. Mo. Lab. Rev., June 1957. 
Pp. 5. 

Jensen, V. H. Dispute settlement in tae New York longshore industry. Indus. Lab. Rel. 
Rev., July 1957. Pp. 21. 

Kenn, N. R. Labor froblems of Pakistan. Jour. Asian Stud., Aug. 1957. Pp. 16. 

Kumar, D. The transfer of surflus labour from the rural sector. Indian Econ. Jour., Apr. 
1957. Pp. 16. 

Lorwin, L. L., Barpvain, G. B., Franprers, A. Davison, R. B. AND OTHERS. Current 
issues in international labor relations, (17 artickes: 4 on international activities, 4 on 
new problems in labor relations, 4 on wage pol.cies and wage movements, 5 on labor 
problems in some uxderdeveloped countries.) Annals Am. Acad. Pol. Soc. Sci., Mar. 
1957. Pp. 181. 

MARCHAL, J. anD Lecartion, J. Les disparités de salaires entre branches et le comporte- 
ment des salariés. Rev. Econ., May 1957. Pp. 18. 

McCarrrer, K. M. Bargaining in the metal trades in the Northwest. Mo. Lab. Rev., July 
1957. Pp. 6. 

. Collective bargaining in atomic-energy construction. Jour. Pol. Econ., Aug. 1957, 
Pp. 16. 

Merman, S., Carperarz, A. Suris, J. Selective studies in alternative man-hour costs. 
Jour. Indus. Econ., July 1957. Pp. 14. 

PeriorF, H. S. Interrelctions of state income and industrial structure. Rev. Econ. Stat., 
May 1957. Pp. 10. 

RamesH, Mrs. M. S. Farvey Patti—a model labour colony in South India. Indian Jour. 
Econ., Jan. 1957. Pp. 4. | 

Rozerts, B. C. Nations: wage policy in the Netherlands. Economica, Aug. 1957. Pp. 14. 

SAKS, J. I. Labor implications of peaceful uses of atomic energy. Mo. Lab, Rev., Aug. 
1957. Pp. 11. 

Sxrinpo, T. Manpower Slanning in Norway, Internat. Lab. Rev., Aug. 1957. Pp. 15, 

WALKER, K. F. Arbitration in a new key. Econ. Record, Apr. 1957. Pp, 12. 

ZAWODNY, J. K. Grievance procedures in Soviet factories. Indus. Lab. Rel. Rev., July 
1957. Pp, 22. 

Arbitration of discharges and the reinstated worker. Two articles by A. M. Ross and J, F. 
Horry. Mo. Lab. Rev., June 1957. Pp. 12. 

Obstacles to labour mobility and social problems of resettlement: a survey by the European 
Coal and Steel Community. Internat. Lab. Fev., July 1957. Pp. 12. 

Los Salgrios durante los últimos veinte años. Moneda y Crédito, Mar. 1957. Pp. 12. 





Population; Welfare Programs; Standards of Living 


BASTOS DE Avira, F. s.7. The future of immigration to South America, Internat. Lab. Rev., 
July 1957. Pp. 17. 

MORTARA, G. Alcuni effetti economic: della diminuzione della mortalità. L'industria, Apr.- 
June 1957. Pp. 7. 

. Alcuni riflessi economici della diminuzione della mortalità in Italia. Giorn. d. 
Econ., Mar.-Apr. 1957. Pp. 14. 

QUENSEL, C.-E. Tendencizs in Swedish population dzvelopment. Skandinav. Bank. Quart. 
Rev., July 1957. Pp. 7. 


Roy, J. Population control in the rural sector. Indian Jour, Econ., Jan. 1957, Pp. 8. 
g 
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Sem, M. The development of social security in Burma, 1954-57. Internat. Lab. Rev., July 
1957. Pp. 14. 

Szutc, S. Demographic problems of Poland. Internat. Soc. Sci. Bull, 1957, IX (2). Po. 9. 

VAN DER VEN, J. J. M. Rechtswege zur sozialen Sicherheit. Zeitschr. f. die ges. Staatswiss., 
1957, CXIIE (3). Pp. 16, 


Related Disciplines 


Gates, K. Discriminant functions of socio-economic class. Applied Stat., June 1957. Pp. 10. 
Hansen, B. The Swedish National Institute of Economic Research. Skandinav. Bank. 
Quart. Rev., July 1957. Pp. 5. 
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NOTES 


Members who wish to make suggestions for officers of the American Economic Assoria- 
tion for 1958-59 are invited to place names with James Washington Bell, secretary of the 
Association, for transmission to the Nominating Committee when appointed by the incoming 
President. 


ANNOUNCEMENTS 


The next closing date for receipt of proposals in the Social Science Research Program 
of the National Science Foundation is February 1, 1958. Proposals received by that date 
will be evaluated in the spring and grants will be approved in time for work to begin in 
the summer or fall of 1°58. Inquiries about the program should be addressed to National 
Science Foundation, Wasiington 25, D.C. 


The Advancement and Placement Institute has arnounced the publication of their first 
annual World-Wide Graduate Award Directory. This guide is devoted entirely to advanced 
graduate opportunities available to educators and scholars in the United States and pro~ 
vides a central reference source of graduate awards. Copies of the publication will be in 
college and public librarisg or may be ordered from the Institute, Box 99E, Greenpoint 
Station, Brooklyn 22, N.Y „at $2.00 a copy. 


The problems of furthering research in Marxism and Leninism on an international basis 
were the subject of a recent conference of scholars from European countries and the United 
States. The meeting, which was held in Amsterdam from August 1 to August 3, 1957, 
continued discussions that had begun in January of this year in Berlin. The conclusion 
reached in these discussions was that there is a need for intensifying objective scientific 
research activities in the field of Marxism and Leninism. 


Deaths 


Harry P. Bell, professor of economics at Dartmouch College, died March 31, 1957. 
Sir Arthur Bowley died January 1957. 
Eph A. Karelsen, of New York City, died May 1956. 


William C. Kessler, head of the economics department of Colgate University, died August 
30, 1957. 


C. A. Kulp, dean of the Wharton School, University of Pennsylvania, died August 20, 
1957. 


Hazel Kyrk, professor emeritus of the University of Chicago, died August 8, 1957. 
Maurice E. Moore, of Chicago, Ilinois, died April 1, 1956. 

Raymond B. Pinchbeck, of the University of Richmond, died February 4, 1957. 
Arthyr Spiethoff, of Tübingen, Germany, died April 4, 1957. 

Norman Stocker, of Detrzit, Michigan, died January 27, 1957. 

Irving Tenner, of Chicago, Dlinois, died Decembez 25, 1956. 

Adolph Ullman, of Cambridge, Massachusetts, died January 1, 1957. 


Appointments and Reservations 


Doris G. Adams has been appointed assistart professor of economics at the Pennsyl- 
vania State University. 


Walter Adams has been reassigned to the Institute cf Research on Overseas Programs, 
Michigan State University, for the current academic year. 
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Warren G. Adams has returned from teaching in Iraq to serve as assistant professor of 
economics at Swarthmore College. 

Henry H. Albers, formerly of Iowa State College, has been ‘appointed associate pro- 
fessor of management at the State University of Iowa. 

Arthur J. Altmeyer, formerly U.S. Commissioner of Social Security, has been appointed 
lecturer in economics and social work at the University of Wisconsin for the current 
semester, 

Carl T. Arlt is on leave from Oberlin College to spend the current year with the Divi- 
sion of Research and Statistics, Federal Reserve Board, in Washington. 

J. L. Athearn, formerly of Ohio State University, has been appointed associate professor 
of insurance at the University of Florida. 

Sanford L. Bacon, Jr. has been promoted to assistant professor of accounting in the 
Wharton School, University of Pennsylvania. 

Nicholas Balabkins has been appointed assistant professor of economics at Washington 
and Jefferson College. 

‘Robert E. Baldwin has been appointed associate professor i in the department of economics, 
University of California, Los Angeles, 

Marto Ballesteros has been appointed instructor in economics at the University of 
Chicago. 

Warren E. Banks has been appointed instructor in the College of Business Administration, 
University of Arkansas. 

Arnold L. Barrett, formerly of King College, has been appointed associate professor of 
economics in the Schoo] of Commerce and Business Administration, University of Alabama. 

John F. Barron has been appointed assistant professor of economics at the University 
of California, Los Angeles. 

Carlisle W. Baskin has been promoted to professor of economics, and appointed chair- 
man of the department of economics, at Randolph-Macon College. 

Wiliam R. Beaton, formerly of Ohio State University, has been appointed assistant 
professor of economics at the University of Georgia. 

Mary Beeler, of Louisiana State University, has accepted a position with Dow Chemical 
Corporation, Baton Rouge, Louisiana. 

J. F. Bell has been appointed chairman of the department of economics at the University 
of Illinois, succeeding H. K. Allen, who has returned to teaching and research. 

Robert W. Bell has been appointed assistant professor of marketing in the College of 
Business Administration, University of Arkansas. 

Arthur Benjamin, of New York University, has been appointed instructor in economics 
at Lehigh University. 

Bernard Berelson has been appointed professor of behavioral sciences in the School o- 
Business and in the Division of Social Sciences, University of Chicago. 

Rexer Berndt has resigned from Kalamazoo College to accept a position as agsoslate 
professor of economics at Arizona State College, Flagstaff. 


Edwin Bishop has been appointed instructor in economics at Georgetown University. 

James H. Blackman is on leave for the academic year from the University of South 
Carolina, to direct a study on the Soviet economy at the University of North Carolina 
under the auspices of the U.S. Air Force. 

William T. Blaine, Jr. has been appointed instructor in insurance at the Wharton Schocl, 
University of Pennsylvania. 

Ronald Bodkin has been appointed instructor in economics at' the Wharton School, 
University of Pennsylvania. 


Joseph M. Bonin has been appointed instructor in economics at Louisiana State Uri- 
versity. 
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Philip J. Bourque, formerly of Lehigh University, has accepted an appointment as 
associate professor in ‘the College of Business Administration, University of Washington. 

Raymond T. Bowmen, formerly of the University of Pennsylvania, has been appointed 
professorial lecturer in the department of economics, Georgetown University. 

Joseph F. Bradley has been promoted to professor of finance at the Pennsylvania State 
University. 

J. Herman Brasseaux has been appointed instructor in accounting at Louisiana State 
University. , 

Wiliam L. Breit has been appointed instructor in economics at Michigan State Uni- 
versity. 

Dale G. Brickner, formerly of Cornell University, has been appointed lecturer in eco- 
nomics at Indiana University. 

Andrew Brimmer has been appointed lecturer at The City College, New York City. 

Edward L. Brink has been promoted to associate professor of marketing at the Wharton 
School, University of Pennsylvania. 

Anthony J. Bryski, on leave from the Pennsylvania Department of Labor and Industry, 
is assistant professor of economics at Lehigh University. 

Louis F. Buckley has been transferred to the Boston Regional Office of the U.S. De- 
partment of Labor, where he is serving as deputy regional director for the New England 
states. 

Harvey C. Bunke has been promoted to associate professor in the College of Commerce, 
State University of Iowa. 

Arthur E. Burns has resigned as dean of the School of Government, and has been ap- 
pointed dean of the Graduate Council, George Washington University. 

D. R. Burrus, formerly of the General Electric Company, is manager of marketing re- 
search at Texas Instrumen:s, Dallas, Texas. 

J. D. Butterworth has been appointed interim head of the department of marketing of 
the College of Business Administration, University of Florida. 

Gilbert R. Bythewood has been appointed assistant professor at the University of 
Houston. 

James E. Caldwell has been appointed instructer in business administration at Louisiana 
State University. 

Rondo E. Cameron has deen promoted to associate professor of economics and history 
at the University of Wisconsin. 

Vincent Cangelosi has been promoted to assistant professor of general business in the 
. Cellege of Business Administration, University of Arkansas. 

Philan D, Capen has been appointed instructcr, geography and industry department, 
Wharton School, University of Pennsylvania. 

T. G. Carpenter has been appointed instructor in economics at the University of Florida. 

Jro? J. Cauley is on leave from Indiana University this year to accept a visiting pro- 
fessorship of economics at the University of Texas. 

K. C. Chacko, economist for the Consulate General of India in New York, is also 
teaching at The City College. 

Lester Chandler has been appointed lecturer in finance at the Wharton School, Uni- 
versity of Pennsylvania. 

Pik Chau has been appoixted assistant professor of economics and business administra- 
tion at the University of Chattanooga. 

Walter A. Chudson, of the United Nations Bureau of Economic Affairs, is on a temporary 
mission as economic adviser to the U.N. Advisory Council for the Trust Territory of 
Somaliland under Italian Administration. 


Eugene Clark, formerly of Ohio Wesleyan University, has been appointed dean of the 
Schgol of Economics and Business at the State College of Washington. 
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Jere Clark has been promoted to associate professor of economics at the University of 
Chattanooga. 

Paul G. Clark has been granted a two-year leave of absence from Williams College to 
accept a temporary position with the economics division of the RAND Corporation, Santa 
Monica, California. 

Sherrill Cleland has been named chairman of the department of economics and business 
administration and has been promoted to associate professor at Kalamazoo College. 

Edwin K. Clickner has been appointed assistant professor of economics at Presbyterian 
College, Clinton, South Carolina. 

R. S. Cline has been appointed assistant dean of the College of Business Administration, 
University of Florida. > 

Robert W. Clower, of the State College of Washington, has been appointed associate 
professor of economics at Northwestern University. 

Harry E. Coggshall has been appointed instructor in finance at the Wharton School, 
University of Pennsylvania. 

Jerome B. Cohen has been named assistant dean in charge of graduate studies at The 
City College, New York City. 

Jobn R. Coleman is assistant head of the department of economics at Carnegie Institute 
of Technology. 

Robert Collier has been promoted to associate professor of economics at Occidental 
College. 

Carolyn C. Comings has been appointed research instructor in the Industrial Research 
Unit, Wharton School, University of Pennsylvania. 

Mary Conlon has been appointed lecturer at The City College, New York City. 

John Cornwall has been appointed instructor in economics at Tufts University. 

Kenneth D. Courtney has been appointed assistant professor of marketing at Los 
Angeles State College. 

Dudley J. Cowden, of the University of North Carolina, has received a Kenan leave of 
absence for the spring semester to lecture at the University of London. 

John F. Cox II has been appointed instructor in accounting at the Wharton School, 
University of Pennsylvania. 

Jean Crockett has been promoted to assistant professor of finance at the Wharton 
School, University of Pennsylvania. 

Howard A. Cutler has been appointed coordinator of the general education program at 
the Pennsylvania State University. 

‘Richard M. Cyert is assistant head of the department of industrial management, Car- 
negie Institute of Technology. 

Robert L. Darcy has been appointed assistant prefessor of economics at Oregon State 
College. 

John L. Davidson has been appointed instructor in business administration at Louisiana 
State University. % 

Kingsley Davis, Director of the International Urban Research Office, University of 
California, has been elected President of the American Sociological Society for 1959. 

Carl Dennler, Jr., formerly at the University of Maine, has been appointed assistant pro- 
fessor of accounting at West Virginia University. 

Thomas Dernberg has been appointed assistant professor of economics at Purdue Uni- 
versity. 

Frank T. de Vyver, recently returned from a Fulbright lectureship in Australia, has been 
named chairman of the department of economics and business administration at Duke 
University. 

Robert L. Dickens has been promoted to associate professor of accounting in the depart- 
ment of economics and business administration, Duke University. 
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Oliver D. Dickerson has resigned as associate professor of insurance at the Wharton 
School, University of Pennsylvania. 

William P. Dillingham has been promoted tc professor of economics at Florida State 
University. 

Sergei Dobrovolsky, formerly of Wayne State University, has accepted a position as 
professor and chairman of the department of economics at Rensselaer Polytechnic Institute. 

James ©. G. Drake has been appointed instructor in finance at the Wharton School, 
University of Pennsylvania. 

James A. Drayton has been appointed lecturer at The City College, New York City. 

Robert R. Edminster Has been appointed lecturer in economics, University of California, 
Berkeley. 

Leo M. Egand, formerly of Voorhees, Walker, Smith and Smith, has joined the perma- 
nent staff of the Cleveland Metropolitan Services Commission. 

Philip Elkin, of the University of Pennsylvania, has been appointed assistant professor 
of economics in the School of Business and Public Administration, Temple University. 

Hugh R. Elliott, formerly of the University oz Chicago, has been appointed instructor 
in economics at Wayne S-ate University. 

Bert E. Elwert has been appointed administrative assistant to the director, Bureau of 
Business Research, and faculty lecturer in business administration, School of Business, 
Indiana University. 

Emerson C. Erb, Jr. kas been appointed faculty lecturer in accounting, School of Busi- 
ness, Indiana University. 

Joseph R. Ewers has been appointed faculty lecturer in business administration, School 
of Business, Indiana University. 

Grant N. Farr has been promoted to associat professor of economics, and has been 
elected to a 3-year term as chairman of the depar-ment, University of Colorado. 

Alvin F. Farrar has Eeen appointed instructor in economics at the Wharton School, 
University of Pennsylvania. 

Martin T. Farris, formerly of Ohio State University, has been appointed assistant pro- 
fessor of economics and transportation at Arizona S-ate College at Tempe. 

Edward Fei has accepted a post with the Harvard-Pakistan Planning Board Project, 
and is now serving as economic advisor to the goverament of East Pakistan. 

William J. Fellner of Yale University has Leen appointed to the Irving Fisher Research 
Professorship in Economics for 1957-58, and is spending the year at Cambridge University. 

Eberhard Fels has been reappointed visiting assistant professor for the current academic 
year in the department of economics, University of California, Berkeley. 

W. J. Feuerlein has accepted a position with tke Ralph M. Parsons Company of Los 
Angeles as consulting econamist on a project in Pakis-an. 

Paul Fisher has been appointed lecturer in labor and industria] relations at Georgetown 
University. 

Waldo E. Fisher has been appointed professor emeritus of industry at the Wharton 
School, University of Pennsylvania. 

Leslie Fishman has been appoirted assistant professor of economics at the University of 
Colorado. 

Lyle C. Fitch is on leave from the Institute of Public Administration to serve as First 
Deputy City Administrator of New York City. 

E. I. Fjeld of The City College, New York City, is visiting professor of accounting 
at Los Angeles State College during the current ecademic year. 

Edwin B. Flippo, formerly of Miami University, has accepted a position as associate 
professor of management at Los Angeles State College. 


William A. Forbes has been appointed instruccor in economics at the School of Busi- 
ness and Public Administration, Temple University. 
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James W. Ford, of Vanderbilt University, has been appointed associate professor of 
economics at Ohio State University. 

Lawrence E. Fouraker has been promoted to professor of economics at the Pennsylvania 
State University. 

Harold G. Fraine, University of Wisconsin, is a member of the Wisconsin group helping to 
develop work in economics at the University of Gadjah Mada, Djogjakarta, Indcnesia. 

Andrew G. Frank has been appointed lecturer in economics at Michigan State University. 

Arthur Freedman has been appointed lecturer in finance at the Wharton School, Uni- 
versity of Pennsylvania. 

Cedric V. Fricke has been appointed instructor in economics at Wayne State University. 

Edward E. Furash has been appointed instructor in the department of mArkenng and 
foreign commerce, Wharton School, University of Pennsylvania. 

Paul Garfield, formerly of Miami University, is now employed by Foster Associates, 
public utility consultants, Washington, D.C. 

Morris E. Garnsey is at Harvard University on a Ford Foundation research fellowship. 
He recently served as special consultant to the Governor of Colorado in forming policy 
for the newly created Department of Natural Resources, 

Leonard J. Garrett has been appointed research instructor in industry at the Wharton 
School, University of Pennsylvania. 

Roth Gatewood has been appointed instructor in business administration in the School 
of Business, University of Kansas. 

T. W. Gavell, formerly at the University of Wisconsin, has been appointed assistant 
professor of economics at West Virginia University. 

Franz Gehrels, of Indiana University, has been awarded -a Fulbright lectureship for 
1957-58 at the University of Mainz. 

A. L. Geisenheimer has retired from the University of South Carolina. 

John M. Gersting has been appointed director of the department of economics and 
transportation, School of Business, Economics, and Government at John Carroll University. 

James Gilbert has been appointed lecturer at The City College, New York City. 

Floyd E. Gillis has been appointed associate professor of economics and industrial man- 
agement at Purdue University. 

Meredith B. Givens, of the New York State Department of Labor, is serving as execu- 
tive director of the New York State Interdepartmenta] Committee on Low Incomes. 

J. B. Glassburner, of the University of California, Davis, is a member of the California 
Field Staff, University of Indonesia, Djakarta. 

Gerald J. Glasser has been promoted to assistant professor of economics at New York 
University. 

Jay Goldfarb has been ta instructor in statistics at the Wharton School, Uni- 
versity of Pennsylvania. 

Gustavo R. Gonzalez is serving as research economist in the Division of Agricultural 
Economics, Ministry of Agriculture, Commerce and Industries, Republic of Panam& * 

Charles S. Goodman has been promoted to professor of marketing at the Wharton 
School, University of Pennsylvania. 

Thurston H. Graden has been appointed instructor in economics in the School of Busi- 
ness and Public Administration, Temple University. 

Warren S. Gramm has been promoted to assistant professor of economics and has been 
oe acting chairman of the department of economics at the University of California, 

avis. 

William D. Grampp, of the University of Dlinois in Chicago, has been appointed visit- 
ing professor of economics for the first semester at the University of Wisconsin. 

D. H. Granbois, formerly of the University of Ilinois, has been appointed instructor in 
marketing at the University of Florida. 
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David Granick has been appointed assistant professor of economics at Carnegie Institute 
of Technology. 


Melvin L. Greenhut has been appointed professor of economics at Florida State Uni- 
versity. 

Paul M. Gregory has been promoted to prefessor in the department of economics, School 
of Commerce and Business Administration, University of Alabama. 


John A. Gronouski, formerly of the University of Wisconsin, has been appointed assistant. 
professor of economics at Wayne State University. 


Eleanor M. Hadley has been appointed assaciate professor of economics at Smith College. 


Ivan Hall has been appointed instructor in the College of Business Administration, Uni- 
versity of Arkansas. 


Morris Hamburg has been promoted to associate professor of statistics at the Wharton 
School, University of Pennsylvania. 


Daniel C. Hamilton has been appointed lecturer in economics at the Wharton School, 
University of Pennsylvania. 


Arthur W. Hanson has retired from the faculty of the Harvard Business School, and is 
engaged in private business in Boston, 


John S. Harlow has been appointed assistant professor in the College of Commerce, 
State University of Iowa. 


James Harrington, Jr., formerly of Southern Methodist University, has been appointed 
assistant professor, College of Business Administration, University of Georgia. 


C. Lowell Harriss is serving as consultant on state taxation to the Temporary State Com- 
mission on the Constitutional Convention, State of New York. 


Joseph R. Hartley has been appointed essistant professor of transportation, School of 
‘Business, Indiana University. 


Rasool M. H. Hashimi has been appointed lecturer in economics at Michigan State 
University. 


Father Gerard Hebert is teaching courses in labor economics at McGill University. 


Harold J. Heck, on leave from Tulane University, is serving as commercial attaché at 
the American Embassy in Paris. 


Bruce C. Hemer has been appointed instructor in insurance at the Wharton School, Uni- 
versity of Pennsylvania. 


William M. Hench has been promoted to professar of economics at the Pansin 
State University. 


John P. Henderson, on leave from the University of Pittsburgh, is visiting associate 
professor in the Bureau of Economic and Business Research, University of Illinois. He is 
also executive editor of Current Economic Comment, published by the Bureau. 


John S. Henderson Las been promoted to the rank of professor in the department of 
economics in the School of Commerce and Business Administration, University of Ala- 
bama. 


E@ward S. Herman hes bén promoted to associate professor of economics at the Penn- 
sylvania State University. 


O. E. Heskin, who served with the State Department in Egypt for two years, has re- 
turned to the University of Florida as professor of econcmics. 


Forest G. Hill has resigned from the University of California, Berkeley, to accept a 
position as associate professor at the University of Buffalo. 


Seymour Himmelstein has been appoirted lecturer at The City College, New York City. 


L. Gregory Hines, of Dartmouth College, nas served as economic consultant to the 
United States Public Health Service for the past year. 


Abraham Hirsch is on leave from the College of William and Mary for the current 
academic year to teach economics at Robert College, eee 
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Stanley C. Hollander has been promoted to associate professor of marketing at the 
Wharton School, University of Pennsylvania. 

William C. Hollinger has been appointed assistant professor of economics at Williams 
College, 

Oswald Honkalehto, formerly of Massachusetts Institute of Technolog; y, is now senior 
research fellow in economics at Carnegie Institute of Technology. 

Calvin B. Hoover has resigned as chairman of the department of economics and business 
administration, Duke University. 

John K. Horner has been appointed lecturer in business and economics at the University 
of Maine. 

Willard Horwich has been appointed assistant professor of accounting at Los Angeles 
State College. 

Wayne E. Howard has been promoted to assistant professor of industry at the Wharton 
School, University of Pennsylvania. 

Willard Howard has been appointed instructor in economics at the University of 
Wyoming, 

John H. Huber, formerly at Syracuse University, is serving as an economic and pro- 
gram analyst with the U.S. Operations Mission (International Cooperation Administration) 
in Phnom Penh, Cambodia. 

J. R. T. Hughes is on leave from Purdue University for the current academic year to 
serve as visiting lecturer in the economics department at Columbia University. 

Fred C. Hung, formerly of Harvard University, has accepted an appointment as acting 
assistant professor of economics at the University of California, Davis. 

John M. Hunter has been named acting head of the department of economics, Michigan 
State University. P 

Clyde L. Irwin has been appointed instructor in commerce at the University of Kentucky. 

Frank H. Jackson has been appointed assistant professor of economics at Florida State 
University. 

Arthur T. Jacobs, Director of Administration of the Union of American Hebrew Con- 
gregations, has also been appointed Administrative Secretary. 

Henry R. Jaenicke has been appointed instructor in accounting at tig Wharton School, 
University of Pennsylvania. 

Ralph James has been appointed instructor in the Industrial Relations Section, Massa- 
chusetts Institute of Technology. , 

Joel E. Jensen has been appointed instructor in industry at the Wharton School, Uni- 
versity of Pennsylvania. 

David B. Johnson, formerly with the Atomic Energy Commission, has been pointed 
assistant professor of economics at the University of Wisconsin. 

Dudley W. Johnson has been promoted to assistant professor of economics at Lehigh 
University. 

Margaret Johnson has been appointed instructor in the College of Business Adminjstra- 
tion, University of Arkansas. 

William E. Jones is an instructor in accounting in the School of Business Administration, 
University of South Carolina. 

Stanley Kaish has been appointed instructor in marketing and foreign commerce at 
the Wharton School, University of Pennsylvania. 

Benjamin J. Katz has been appointed associate professor of economics at New York 
University. 

Robert A. Kennedy has been appointed assistent professor of finance in the College of 
Business Administration, University of Arkansas. 

Charles C. Killingsworth has resigned as head of the department of economics to become 
director of the Labor and Industrial Relations Center, Michigan State University. 
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Robert L. King, formerly of Michigan State University, is assistant professor of market- 
ing in the School of Business Administration, University of South Carolina. 

Robert K. Kinsey, formerly of Columbia University, has been -appointed instructor in 
the department of economics, Rutgers University. 


Himy B. Kirshen, formerly of the University of Maine, has been appointed dean of 
the Schoo] of Business Administration at the University of Massachusetts. 


Philip A. Klein, on leave from the Pennsylvenia State University, is with the National 
Bureau of Economic Research. 


Sidney Klein, formerly of Columbia University, has been appointed assistant professor 
in the department of economics, Rutgers University. 

Frank H. Knight, of the University of Chicago, will be the inaugural visiting scholat at 
the Thomas Jefferson Center for Political Econamy, University of Virginia, from January 
through June 1958. 

Ernest Kohn has been appointed lecturer at The City College, New York City. 

Richard F. Kosobud has been appointed instructor in economics at the Wharton School, 
University of Pennsylvaria. 

Walter Krause, of the International Cooperation Administration in Washington, was a 
member of the U. S. Delegation to the Colombo P'an Conference, held in Saigon, Viet Nam, 
in October. 


Juanita M. Kreps has been appointed visiting assistant professor of economics in the 
department of economics and business administration, Duke University. 


Theodore J. Kreps, professor in the Graduate school of Business, Stanford University, 
was awarded an honorary degree of Doctor of Laws by the University of Colorado on 
August 24, 1957. 


Joseph Krol has been appointed professor of industrial engineering at Georgia Institute 
of Technology. 


Ethel Kroopnick has been appointed instructor in economics at Wayne State University. 


Sherman Krupp has been appointed instructor in economics at the University of Pitts- 
burgh. 


Robert Kvam has accepted a ation as assistant nalen of accounting at Michigan 
State University. 


Paul G. LaGrone has been appointed associate professor of accounting in the College of 
Business Administration, University of Arkansas. 


Harry H. Landreth, Jr., has been appointed instructor i in economics at Miami University, 
Oxford, Ohio. ~ 


Raymond R. Lauer is on the staff of Mt. St. Mary’s College, Emmitsburg, Maryland. 


Hugh E. Law is instructor in economics at California State Polytechnic College, San 
Luis Obispo. 


Preston P. LeBreton, formerly of the University of Detroit, has been appointed associate 


professor and head of the department of management and marketing at Louisiana State 
Univeréity. 


Stewart Lee has been appointed chairman of the department of economics and business 
administration, Geneva College, 


_ George Leibowitz has been appointed instructor in accounting in the Wharton School, 
University of Pennsylvania. 


Jack Leonard has been appointed assistant professor of business administration at the 
University of Arizona. 


Paul H. Levenson has been appointed assistant professor of business administration at 
Clark University. 


Richard K. Lewis has been appointed research associate in the School of Business, 
University of Kansas. 


: NOTES = 1129 


Richard Lindhe has been appointed instructor in accounting, School of Business, Uni- 
versity of Chicago. 

Robert Lindsay, on Jeave from the Federal Reserve Bank of New York for the current 
academic year, is visiting associate professor of banking at New York University. 

Samuel M. Loescher, of Indiana University, has a Fulbright lectureship for 1957- 58 at 
the Norwegian School of Business, Bergen, Norway. 

Victor M. Longstreet has resigned from the Federal Ranvi Bank of St. Louis to 
become head of the management research sae ah Schering Corporation, Bloomfield, 
N.J. 

John R. Lowry has been appointed instructor in marketing and advertising in the 
School of Business Administration, University of Pittsburgh. 

Henry Ludmer has been appointed professor of business administration at Roosevelt 
University, Chicago. 

Robert Lyon has been appointed assistant professor of economics in the School of 
Business and Public Administration, Temple University. _ 

David MacEachron has been appointed lecturer at The City College, New York City. 

Owen J. Mahon has béen appointed ‘instructor in accounting in the Wharton School, 
University of Pennsylvania. 

Lawrence F. ‘Mansfield ‘Has been ‘appointed assistant professor of economics at Florida 
State University. 

F. Ray Marshall Has been ‘appoirited assodiate professor of economics at Louisiana 
State University. 

Daniel Marx, Jr., has ‘returned ‘to Dartmouth College as chairinan ‘of the department of 
economics after having served a year as‘a senidr: staki member of the President’ s Council 
of Economic Advisers. 

. B. E. Matecki has returned to Lynchburg College after being at the Center for Research 
ou World Political Institutions, Princeton University. 

U, A, Matthews has been appointed ‘interim head of the department of finance and 

_ insuronce, College of Business Administration, University of Florida. 

JohnM. ‘Mattila has been.promoted from assistant professor to associate professor of 
economicat Wayne State University. l 

Joseph Mayer has retired from the chairmanship of the department of economics at 
Miami Univer nity, Oxford, Ohio. 

Joseph L. Mc\uliff has been “appointed instructor in the College of Business Administra- 
tion, University ot Mrkansas. 

John McCalley, formerly with the Federal ‘Reserve Bank of New York, has ‘been 
appointed lecturer at The City College, New York City. 

Elzy V. McCollough has been promoted to associate professor of accounting at Louisiana 
State University. l 

Stephen L. McDonald, formerly with the Humble Oil and Refining Company, has been 
appointed associate professor and head of the department of finance at Louisiana State 
University. 

Duncan M: McDougall has been ‘appointed assistant professor of ‘economics at ‘Purdue 
University. 

John S.' McGee has been appointed associate en ee of ‘government ‘and -business, 
School of Business, University of Chicago. 

William J. McKinstry has been -appointed - aseistant professor of economics at ‘Miami 
University, Oxford, Ohio. 

Frank C. McLaughlin, Jr., has been appointed instructor in finance in the Wharton 
School, University of Pennsylvania. 

William McLaughlin has been appointed instructor in the College-of Business Adminis- 


tration, University of Arkansas. 
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David C. McMurtry has been appointed assistant professor at the University of Ken- 
tucky. 

Paul Medow, of Columbia University, has beer: appointed instructor in the department 
of economics, College of Arts and Sciences, Rutgers University. 

Alexander Melamid has been appcinzed associate professor at New York University. He 
is also visiting trofessor in the Graduate Faculty of the New School for Social Research. 

David ÇC. Malnicoff has been appoirted lecturer in finance at the Wharton oe 
University of Pennsylvama. 

Allan Meltzer, formerly of the University of a a aaa is now assistant professor 
of economics at Carnegie Institute of Technology. 

H. Lawrence Miller, Jr., has been appointed assistant E E in the department of 
economics, University of California, Los Angeles. 

Reuben Miller, of Ohio State University, is acting assistant professor of economics at 
Oberlin College for the current academic year. 

Michael S. Mirski has been appointed general economist in the economic studies branch; 
Division of Program Analysis, Sacial Sezurity Administration. 

C. Clyde Mitchell has resigned from the University of Nebraska to join the staff of 
Technical Assistance Experts of the Food and Agriculture Organization. His present assign- 
ment is to assist the Ministry of Economics of Mexico on national ane regional economic 
planning. 

William G. IHodrow has been appcinted assistant professor in ne department of eco- 
nomics, Texas A. and M. College. 

Albert Mossawir has been appointed instructor in economics at Wesleyan University. 

David C. Motter has been appointed lecturer in economics in the Wharton School, 
University of Pennsylvania. 

Roland T. Mullins has been appointed instructor in the College of Business Administra- 
tion, University of Arkarsas. 

Francis Murens has been appointed instructor in economics at Loyola University, 
Chicago, Ilinois. ' 

J. Carter Murphy has been promoted to associate professor of economics at Washington 
University. 

John J. Murphy has been appointec assistant professor of economics in the Catholic 
University of America. 

Mary E. Murphy has been promoted to associate professor of accounting at Los 
Angeles State College. 

Donald 8. Murray has been promoted to professor of statistics in the Wharton School, 
University of Pennsylvaria. 

John Muth, formerly of the University of Chicago, is now senior research fellow in 
economics at Carnegie Irstitute of Technology. 

re Vs G. Myers has been appointed assistant director, Bureau of Personnel Relations 

d Placement and faculty lecturer in management in the School of Business, Indiana 
University, 

John, G. Myers is a member of ihe staff of the New York State Interdepartmental 
Committee on Low Incomes. 

James J. Nakamura has been appointed lecturer at The City College, New York City. 

Erwin E. Nemmers, formerly of the University of Wisconsin, has been appointed associ- 
ate professor of business administration at Northwestern University. 

Mabel Newcomer retired from the department of economics, Vassar College, in June 1957. 

Monroe Newman has been promoted to associate professor of economics at the Penn- 
sylvania State Universit». A 

R. W. Niemela, formerly of Massachusetts Institute of Technology, has been appointed ; E 
assistant professor of management, University of Florida. c 
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Winston Oberg is associate professor of business in the College of Business and Public 
Service, Michigan State University. 

John L. O'Donnell has been appointed acting director of the Bureau of Business and 
Economic Research, Michigan State University. 


Paul G. O'Leary has been appointed instructor in miei in the Wharton School, Uni- 
versity of Pennsylvania. 


Russell Olson, who has been participating in the Ohio State University program in 
India, will remain for two years. He will be in charge of the group helping to establish 
agricultural colleges in northern India. 

James: R. Omps has been appointed instructor in accounting in the School of Business 
Administration, University of Pittsburgh. 

Earle W. Orr has resigned from Purdue University to accept a position in the Trans- 
portation Research Center, Northwestern University. 

Thomas J. Orsagh, of the University of Pennsylvania, has been appointed instructor 
in statistics at Lehigh University. 


Wyn ‘F. Owen has been appointed associate professor of economics, University of 
Colorado. 


Robert W. Ozanne has been promoted from assistant professor to associate professor of 
economics at the University of Wisconsin. 


Thomas H. Park has been appointed instructor in economics at Vanderbilt University. 

Russell C. Parker has been appointed instructor in economics at Michigan State Uni- 
versity. 

Burke A. Parsons, on leave from Texas College of Arts and Industries, is lecturer in 
economics at the University of Texas in the current academic year. 


Robert D. Pashek has been promoted to associate professor of transportation at the 
Pennsylvania State University. 


Robert W. Paterson, of the University of South Carolina, has been selected staff study 
director of the South Carolina legislature’s corporate income tax study committee. 


Samuel H. Patterson has been named professor emeritus of economics, Wharton 
School, University of Pennsylvania. 


Peter Payne has been appointed visiting lecturer at the Johns Hopkins University for 
the February 1958 term. 


Guy Peden has been appointed instructor in the College of Business Administration, 
University of Arkansas, 


Adam A. Pepelasis has resigned from the University of Buffalo to accept an appointment 
as assistant professor of economics at the University of California, Davis. 


Frank C. Pierson is on leave of absence from Swarthmore College to conduct a study 
of business education for the Carnegie Corporation. 


Robert E. Pierson has been appointed assistant professor of economics at Purdup Uni- 
versity. 
I. James Piki has been appointed instructor in economics at Vanderbilt University. 


Howard S. Piquet, of the Legislative Reference Service of the Library of Congress, is 
visiting professor at the University of Washington in the autumn quarter. 

Murray E. Polakoff has been promoted from assistant professor to associate professor of 
economics at the University of Texas. 


Michael V. Posner, formerly of the Oxford Institute of Statistics, is visiting lecturer in 
economics at Wesleyan University. 


Olin S. Pugh, of the University of South Carolina, has been named assistant staff 
director of the South Carolina legislature’s corporate income tax study committee, 
Doris Pullman has been appointed instructor at The City College, New York City. 
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Roy Radner has been appointed acting associate professor of economics and statistics in 
the department of economics, University of California, Berkeley. 

Chester Rapkin has been appointed associate professor of finance in the Wharton School, 
University of Pennsylvania. 

J. C. Ray is assistant professor of accounting at Los Angeles State College. 

Jobn E. Reinboth, formerly of Northwestern University, has been appointed associate 
professor of business statistics at Long Beach State College. 

Jess L. Rhodes has been appointed instructor in the College of Business Administration, 
University of Arkansas. 

J. Henry Richardson, professor of industrial relations at the University of Leeds, 
England, is a visiting professor in the Industrial and Labor Relations School, Cornell 
University. 

Clara Robb has been appointed instructor in the College of Business Administration, 
University of Arkansas. 

Robert A. Robertson has been appointed assistant professor of economics in the College 
of Business Administration, University of Arkansas. ‘s 

D. M. Robinson has been appointed assistant proressor of management in the pee of 
Business Administration, University of Arkansas. 

Sam Rosen has been appointed associate professor of economics at the University of 
New Hampshire. 

Nathan Rosenberg has been appointed assistant professor of economics in the Wharton 
School, University of Pennsylvania. 

David F. Ross has been appointed associate professor of economics at Florida State 
University. 

Lawrence I. Ross has been appointed instructor in industry in the Wharton School, 
University of Pennsylvania. 

Melvin Rothbaum has been appointed assistant prcfessor in the department of economics, 
University of California, Los Angeles. 

Seymour Sacks, formerly of the University of Vermont, is economist-in-charge, Cleve- 
land Metropolitan Services Commission. 

George G. Sause has been appointed acting head of the economics department of Lafay- 
tte College. 

Lloyd Saville has been promoted to professar cf economics and named director of 
indergraduate studies in the department of economics and business administration, Duke 
“Jniversity. 

Eldon L. Schafer has been appointed instructor in business organization and manage- 
ment in the College of Business Administration, University of Nebraska. 

Eric Schenker has been appointed lecturer in economics at Michigan State University. 

Joseph Scherer has been appointed lecturer at The City College, New York City, 


Ja R. Schlesinger has been on leave frem the University of Virginia during the fall 
semester to lecture at the Naval War College. 


Wilson E. Schmidt has been promoted to associate professor of economics at the 
George Washington University. 

Martin Schnitzer has been promoted to assistant professor of economics in the College of 
Business Administration, University of Arkansas, 


Karl W. H. Scholz has been appointed professor emeritus of economics, Wharton School, 
University of Pennsylvania. 


Tibor Scitovsky has been appointed visiting research professor for the spring 1958 term 
and professor of economics beginning July 1958, at the University of California. 


Martin Segal has been appointed assistant proZessor of economics at Williams College. 


Celestino Segni has been appointed fellaw-by-courtsy at the Johns Hopkins University 
_ for the current academic year. 
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“Lawrence Senesh has been appointed professor of econcmic' education in the economics 
Jepartment, Purdue University. 


Carol W. Shaffer has been appointed instructor in economics at Michigan State Uni- 
' versity. 
‘@Milton Shapiro has been appointed analyst in the market research department of Ameri- 
can Electronics, Inc., Los Angeles, California. 
Robert P. Sharkey has been appointed assistant professor of economics at the University 
of South Carolina. 


Robert P. Shay has been appointed head of the department of business, economics and 
sociology at the University of Maine and has been promoted to the rank of professor of 
economics. 


Richard B. Sheridan has been promoted from assistant professor to associate proles of 
economics at the University of Kansas. 


Tadeusz A.’ Siedlik has been appointed assistant professor, of business and economics at 
the University of Maine. 


Sidney I. Simon has been promoted to associate professor of economics at Rutgers 
University. 

Barbara Simpson has been reappointed acting instructor in economics at the College of 
William and Mary for the current academic year. 

G. R. Sims, formerly associated with Chandler & Rudd Co., Cleveland, Ohio, has been 
appointed assistant professor of marketing, University of Florida. 


Jack W. Skeels has been appointed assistant professor in the department of economics, 
Michigan State University. 


Edmund A. Smith has been appointed dean of the College of Business Administration, 
University of Portland, Oregon. 

R. Elberton Smith, of the Office of Military History, U. S. Army, has accepted an 
appointment as visiting professor of economics for 1957-58 at Indiana University. 


H. Wayne Snider has been appointed assistant professor of insurance in the Wharton 
School, University of Pennsylvania. 


Eleanor M. Snyder, recently of the Bureau of Labor Statistics, i is now a member of the 
staff of the New York State Interdepartmental Committee on Low Incomes. 


Gerald G. Somers, formerly of the University of West Virginia, has been appointed 
associate professor of economics at the University of Wisconsin. 


Julius H. Spalding has been promoted from instructor to assistant professor of eco- 
nomics ín the School of Commerce, New York University. 


Daniel L. Spencer has resigned from the American University to accept an appointment 
as associate professor of economics at Southern Illinois University. 


Charles E. Staley has been promoted from instructor to assistant professor of economics 
at the University of Kansas. 


W. J. Stankiewicz, formerly of the Department of Economics, Government of Oftario, 
has been appointed assistant professor in the department of economics and political science, 
University of British Columbia, 


Harry Stark, of the University of Miami, has been on a Fulbright assignment in Argen- 
-: tina in the past summer and fall. 


Elroy J. Steele has been appointed assistant professor of economics at Washburn Uni- 
versity, Topeka, Kansas. 


Irwin Stelzer has been appointed lecturer at The City College, New York City. 


R. R. Sterling, formerly of the University of Denver, has been appointed instructor in 
accounting at the University of Florida. 


William R. Stevenson has been appointed instructor in the marketing and foreign com- 
merce department of the Wharton School, University of Pennsylvania. Pe 
y 
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Marion Stever has been appointed kanuto in economics a Hobart College. 

Jacob Stockfisch, formerly of the University of Wisconsin and recently with the RAN ý 
Corporation, has been appointed associate professor in the depaitment of business adminis- 
tration, University of California, Los Angeles. 

Frederic Stuart has been appointed lecturer at The City College, New York city. w 

Joseph Sulkowski 'has retired from teaching at the Catholic University of A miria: 
where he was associate professor of economics. ora 

Edward Sussna has resigned from Lehigh University to accept: an appointment - as 
assistant professor in the department of Hust School of Business Administration, 
Pittsburgh University. m: 

Eugene L. Swearingen has been appointed dean of the Division of Business, ‘Oklahoma 
State University. 

Boris C. Swerling has been promcted to professor and economist; Food Research Insti- 
tute, Stanford University. He is continuing to serve on the staff of the Presitlent’s Council 
of Economic Advisers, on leave, in 1957-53, 

< Ram Tarneja has been appointed assistant professor of economics at Duquesne University, 

Lloyd Taylor has been abpoimpd. instructor in the College of Business Administration, 
University of Arkansas.’ 

George W. Thatcher has been named chairman of the department of aonic, Miami 
University, Oxford, Ohio. 

Ralph L. ‘Thomas has been appointed instructor in economics. for the current academic 


~- year at the University of Pittsburgh. 


Richard S. Thorn is an economist in the Ruch and Statistics Department of the 
International Mone:ary Fund. . va 
Gene B. Tipton, formerly of the University of California, Riverside, has been appointed 


-a assistant professor of economics at Los Angeles State College. ' 
_ William D. Torrence has been appointed instructor in business organization and 1 man- 
h ‘agement i in the College of Business Administration, University of Nebraska.. 


Leland E. Traywick. has been promoted to professor of economics and has also been 
named assistant dean of the College of Business and Public servies; Michigan State Uni- 
versity. 

Robert Trifin is on leave from Yale University this year to serve as consultant to the. 
Organisation for European Economic Co-operation in Paris. 

L. Reed Tripp is serving as coordinator of a field group organized by the department of 
economics of the University of Weshingtor: and sponsored by the Ford Foundation. The. 
group is working with the faculty of ecoromics at Gadjah Mada University, Indonesia on 
the development of a teaching and research program in economics at the university. 

Wendell P. Trumbull, of New York University and the University of Mississippi, has 
been appointed professor of accounting at Lehigh University. 

J oseph Tr: yon, of the Federal Reserve Board, has been appointed lecturer in the depart- 
ment $f economics, Georgetown University. 

Bernard Udis has been appointed assistant professor in the department of Sanat 
School of Business Administration, University of Pittsburgh. 

‘Brian R. Van Arkadie has been eppointed instructor in economics at Dartmouth College. 

. Xavier H. Verbeck has been appointed instructor in economics , at Michigan State Uni- 
versity. 

Douglas Vickers has been appointed assistant professor of finance i in the Wharton School, 
University of Pennsylvania. ae 

V. H. Vincent, formerly of the University of CEES has been appointed professor of 


` accounting at West Virginia University. 


James M. Walker, of the University of North Carolina, has jäi appointed assistant | 
peoi or of economics at the University of Georgia. - . N 
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Howard A. Ward has resigned as senior economist with the Chrysler Corporation to 
accept an appointment as associate professor of economics and associate director of the 
. Institute for Business Services at the Unversity of Detroit. 
‘> William E. Warrington has been promoted to professor of finance - in the Wharton 
„School Oa of Pefnsylvania. 
Ralph J. Watkins, formerly director of research at Dun & Bradstreet, has been 
appointed director of economic studies at the Brookings Institution. 
Gladys F. Webbink has joined the staff of the New York State Interdepartmental Com- 
mittee on Low Incomes. 
Alma B. Weber has been appointed instructor in economic history in the School of: 
Commerce atid Business Administration of the University of Alabama. 
x Dale H. Weeks has resigned from Nebraska Wesleyan to become associate professor of 
economics at Northern Illinois University. 
‘Irwin Weinstock has been appointed instructor in the College of Business Administration, 
University of Arkansas. 
Burton A. Weisbrod, of Carleton College, has been appointed instructor in economics at 
Washington University. 
Lawrence L. Werboff has been appointed .assistant profesor of economics at the Penn- 
sylvania State University. 
James E. Wert has resigned from Lehigh University to accept a position as financial 
economist with the Federal Reserve Bank of Cleveland. 
David A. West has been appointed assistant professor of business administration and 
aeconomics at Union University, Jackson, Tennessee. 
R. H. West has been appointed assistant professor of management in the College of 
Business Administration, University of Arkansas. | 
Richard Westebbe, of the Federal Reserve Board, is lecturer at Georgetown University, 
Bartin Westerlund, formerly of the University of Miami, has been appointed assistant 
professor of marketing in the College of Business Administration, University of Arkansas. 
Clifton R. Wharton, Jr. has been appointed executive associate with. the Council on 
Economic and Cultural Affairs Inc., New York City. 


Phillip A. Wicky has been sopomted instructor in economics in the Wharton School, 
University of Pennsylvania. 
Robert E. Will, formerly of the University of Massachusetts, has been appointed assistant 
professor of economics at Carleton College. 
Frederick Williams has been promoted from instructior to assistant professor in the 
department of economics, University of Illinois. 
Jobn H. Williams, now retired from Harvard University, has been appointed William 
L. Clayton Professor of International Economic Affairs in the Fletcher School of Law 
and Diplomacy, Tufts University, for the current year. 
Marvis Williams has been appointed associate professor of accounting i in the department 
of economics of Carleton College. 
Wendell N. Williams, formerly of the University of Arizona, has been appointed assistant 
professor of accounting in the College of Business Administration, University of Georgia. 
W. V. Wilmot, Jr., formerly of the University of Wisconsin, is now assistant professor 
of fnance at the University of Florida. 
| Howard Wilson, formerly of the University of Chicago, is now assistant director of 
ithe Management Center, Marquette University, and is also assistant professor of man- 
agement. 


Glen Wing has been’promoted to associate professcr of general business in the College . 
of Business Administration, University of Arkansas. 


Willis J. Winn has been promoted to professor of finance in the Wharton School, Uni- 
versity of Pennsylvania. 
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Edwin E. Witte, emeritus professor of economics at the University ef Wifconsin, : 
distinguished visiting proiessor in the department of economics, Michigan State Universit: 
for the current year. i 


Harold A. Walf has resigned irom Lehigh University to join the staff of the Prudenti, 
Life Insurance Co. as economist. 


William Wolman has been appointed acting assistant oe of econo at th 
State College of Washington. 


